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Interim Letter from the President and CEO:

The �rst six months of 2019 has been a very exciting period for both Horizons ETFs and the Canadian ETF industry. The 
industry now exceeds $181 billion in assets under management (“AUM”) across more than 800 ETF listings. Meanwhile, we 
launched seven new ETFs in the �rst half of the year, giving us a total of 90 di�erent investment tools available for our clients. 
Our AUM continues to grow as well, now exceeding $10 billion. 

In 2019, we have continued to focus on expanding our lineup of marijuana-focused ETFs to give investors more ways to 
access this exciting, burgeoning sector. To complement our existing cannabis ETFs – the Horizons Marijuana Life Sciences 
Index ETF (“HMMJ”), the world’s �rst and largest marijuana ETF, and the Horizons Emerging Marijuana Growers Index ETF 
(“HMJR”), Canada’s �rst small-cap marijuana ETF – we introduced three additional cannabis funds. In April, we brought to 
market the world’s �rst U.S.-focused marijuana index ETF – the Horizons US Marijuana Index ETF (“HMUS”); and in May, 
we launched the world’s �rst leveraged and inverse marijuana ETFs – the BetaPro Marijuana Companies 2x Daily Bull ETF 
(“HMJU”) and the BetaPro Marijuana Companies Inverse ETF (“HMJI”).

Horizons ETFs is continuing to innovate in areas outside of the Cannabis space. In May, we unveiled Canada’s �rst uranium ETF 
– the Horizons Global Uranium Index ETF (“HURA”). In addition, we expanded our suite of Total Return Index ETFs to 15 with 
the launch of the Horizons Equal Weight Canada REIT Index ETF (“HCRE”), Horizons Laddered Canadian Preferred Share Index 
ETF (“HLPR”) and Horizons Equal Weight Canada Banks Index ETF (“HEWB”).

Despite any direction that markets or interest rates take, we have ETF solutions that allow investors of all types to customize 
their portfolio exposure. For information on all our strategies, please visit our website at www.HorizonsETFs.com where we 
o�er a range of resources designed to help you become a more educated ETF investor. 

Thank you for your continued support and wishing you strong returns for the remainder of 2019 and beyond.

Steven J. Hawkins, President & CEO
Horizons ETFs Management (Canada) Inc.
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BetaPro Crude Oil -2x Daily Bear ETF

MANAGEMENT REPORT OF FUND PERFORMANCE

This interim management report of fund performance for BetaPro Crude Oil -2x Daily Bear ETF (“HOD” or the “ETF”) con-
tains �nancial highlights and is included with the unaudited interim �nancial statements for the investment fund. You 
may request a copy of the investment fund’s unaudited interim or audited annual �nancial statements, interim or annual 
management report of fund performance, current proxy voting policies and procedures, proxy voting disclosure record or 
quarterly portfolio disclosures, at no cost, by calling (toll free) 1-866-641-5739, or (416) 933-5745, by writing to Horizons 
ETFs Management (Canada) Inc. (“Horizons Management” or the “Manager”), at 55 University Avenue, Suite 800, Toronto, 
Ontario, M5J 2H7, by visiting our website at www.horizonsetfs.com or through SEDAR at www.sedar.com. 

This document may contain forward-looking statements relating to anticipated future events, results, circumstances, per-
formance, or expectations that are not historical facts but instead represent our beliefs regarding future events. By their 
nature, forward-looking statements require us to make assumptions and are subject to inherent risks and uncertainties. 
There is signi�cant risk that predictions and other forward-looking statements will not prove to be accurate. We caution 
readers of this document not to place undue reliance on our forward-looking statements as a number of factors could 
cause actual future results, conditions, actions or events to di�er materially from the targets, expectations, estimates or 
intentions expressed or implied in the forward-looking statements. 

Actual results may di�er materially from management expectations as projected in such forward-looking statements for 
a variety of reasons, including but not limited to market and general economic conditions, interest rates, regulatory and 
statutory developments, the e�ects of competition in the geographic and business areas in which the ETF may invest 
and the risks detailed from time to time in the ETF’s simpli�ed prospectus. New risk factors emerge from time to time 
and it is not possible for management to predict all such risk factors.  We caution that the foregoing list of factors is not 
exhaustive, and that when relying on forward-looking statements to make decisions with respect to investing in the ETF, 
investors and others should carefully consider these factors, as well as other uncertainties and potential events, and the 
inherent uncertainty of forward-looking statements. Due to the potential impact of these factors, the Manager does not 
undertake, and speci�cally disclaims, any intention or obligation to update or revise any forward-looking statements, 
whether as a result of new information, future events or otherwise, unless required by applicable law. 

Management Discussion of Fund Performance 

Investment Objective and Strategy

HOD seeks daily investment results, before fees, expenses, distributions, brokerage commissions and other transaction 
costs, that endeavour to correspond to two times (200%) the inverse (opposite) of the daily performance of the Solactive 
Light Sweet Crude Oil Front Month MD Rolling Futures Index ER (the “Underlying Index”, Bloomberg ticker: SOLCCLER). 
HOD is denominated in Canadian dollars. Any U.S. dollar gains or losses as a result of the ETF’s investment will be hedged 
back to the Canadian dollar to the best of its ability.

If HOD is successful in meeting its investment objective, its net asset value should gain approximately two times as much 
on a given day, on a percentage basis, as its Underlying Index declines on that given day. Conversely, HOD’s net asset 
value should lose approximately two times as much on a given day, on a percentage basis, as its Underlying Index rises on 
that given day.

HOD takes positions in �nancial instruments that, in combination, should have similar daily return characteristics to two 
times (200%) the inverse (opposite) of the daily performance of its Underlying Index, which tracks a rolling position in 
the light sweet crude oil futures contract traded on the Chicago Mercantile Exchange (the “Referenced Futures Contract”) 
for a subsequent delivery month. In order to achieve this objective, the total underlying notional value of these instru-
ments will typically not exceed two times the total assets of the ETF. As such, HOD employs absolute leverage. Assets not 
invested in �nancial instruments may be invested in debt instruments or money market instruments with a term not to 
exceed 365 days, or reverse repurchase agreements with a term not to exceed 30 days.
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BetaPro Crude Oil -2x Daily Bear ETF

Management Discussion of Fund Performance (continued)

Value of the Underlying Index

HOD’s Underlying Index will use, in its closing calculation on any trading day, the closing price of its Referenced Futures 
Contract for a subsequent delivery month. The Referenced Futures Contract typically trades on the Chicago Mercantile 
Exchange until 2:30 p.m. (EST), and the closing price of the Referenced Futures Contract is typically not available until at 
least 15 minutes after the close of trading. The performance of the Underlying Index will be based on a rolling position of 
the Referenced Futures Contract for a subsequent delivery month. On a periodic basis, the Underlying Index rolls posi-
tions in a Referenced Futures Contract specifying delivery on a nearby date, which means the position must be sold, and 
a di�erent position in a Referenced Futures Contract that has not yet reached the delivery period must be purchased.

Risk 

The ETF is very di�erent from most other exchange-traded funds. The ETF uses leverage, and is riskier than funds that do 
not. The ETF does not and should not be expected to return twice the inverse return of the Underlying Index over any 
period of time other than daily. Investors should monitor their investment in the ETF as often as daily.

The ETF’s returns over periods longer than one day will likely di�er in amount and possibly direction from the inverse 
performance of the Underlying Index for the same period. This e�ect becomes more pronounced as the volatility of the 
Underlying Index increases.

The Manager performs a review of the ETF’s risk rating at least annually, as well as when there is a material change in the 
ETF’s investment objective or investment strategies. The current risk rating for the ETF is: high. 

Risk ratings are determined based on the historical volatility of the ETF as measured by the standard deviation of its 
performance against its mean. The risk categorization of the ETF may change over time and historical volatility is not 
indicative of future volatility. Generally, a risk rating is assigned to the ETF based on a rolling 10-year standard deviation 
of its returns, the return of its Underlying Index, or of an applicable proxy. In cases where the Manager believes that this 
methodology produces a result that is not indicative of the ETF’s future volatility, the risk rating may be determined by 
the ETF’s category. Risk ratings are not intended for use as a substitute for undertaking a proper and complete suitability 
or �nancial assessment by an investment advisor.

Investments in the units of the ETF are speculative, involve a high degree of risk and are suitable only for persons who 
are able to assume the risk of losing their entire investment.  The Manager, as a summary for existing investors, is pro-
viding the list below of the risks to which an investment in the ETF may be subject. Prospective investors should 
read the ETF’s most recent prospectus and consider the full description of the risks contained therein before 
purchasing units.

The risks to which an investment in the ETF is subject are listed below and have not changed from the list of risks found 
in the ETF’s most recent prospectus. A full description of each risk listed below may also be found in the most recent pro-
spectus. The most recent prospectus is available at www.horizonsetfs.com or from www.sedar.com, or by calling Horizons 
ETFs Management (Canada) Inc. at (toll free) 1-866-641-5739, or at (416) 933-5745.
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BetaPro Crude Oil -2x Daily Bear ETF

Management Discussion of Fund Performance (continued)

• Commodity risk
• Leverage risk
• Long term performance risk
• Price volatility risk
• Spot vs futures risk
• Historic volatility
• Concentration risk
• Aggressive investment technique risk
• Trading in derivatives is highly leveraged
• Corresponding net asset value risk
• Counterparty risk
• Inverse correlation risk
• Liquidity risk
• Market risk
• Early closing risk
• Unit consolidation and unit split risk

• Regulatory risk
• Commodity market risk
• No assurance of meeting investment objective
• Tax risk 
• Con�icts of interest
• Price limit risk
• Liability of unitholders
• Reliance on the manager
• Reverse repurchase transaction risk
• Designated broker/dealer risk
• Exchange risk
• Borrowing risk
• Changes to the Underlying Index
• Foreign exchange risk
• Exchange rate risk
• Securities lending risk

The degree of the price volatility risk will vary from period to period depending on the volatility of the Underlying Index. 
Please refer to the Results of Operations section for further discussion on the impact of price volatility on the perfor-
mance of the ETF relative to its Underlying Index.

Results of Operations

For the six-month period ended June 30, 2019, units of the ETF returned -43.80%. This compares to a return of 25.56% 
for the Underlying Index for the same period. The above �gures are adjusted for distributions, if any. This ETF does not 
seek to meet its investment objective over any period other than daily, as the ETF is rebalanced daily to ensure an 
investor’s risk is limited to the current value of their investment.

The ETF’s returns over periods longer than one day will likely di�er in amount and possibly direction from the inverse 
performance of the Underlying Index for the same period. This e�ect becomes more pronounced as the volatility of the 
Underlying Index increases.

A perfect daily correlation of 200% of the daily inverse return of the Underlying Index would be a correlation of 1.0. The 
ETF has achieved a perfect daily correlation to its stated Underlying Index for the period ended June 30, 2019, of 1.0000.

The 1-month crude oil futures contracts (“Oil Futures”) returned 28.76% while experiencing a 29.11% annualized standard 
deviation for the six-month period ended June 30, 2019. The 1- and 2-month crude oil futures were in contango 96.80% 
of the time and were in backwardation 3.20% of the time during the period.

The dramatic 44.34% decline in Oil Futures in the fourth quarter of 2018 between October 3 and December 24, 2018, 
began to reverse itself in the last week of 2018 and continued higher, almost unabated, for the next four months. After 
�nishing 2018 at U.S.$45.41 per barrel of West Texas Intermediate crude oil (/BBl), Oil Futures rose 46.00% to a high for the 
�rst half of the year at U.S.$66.30/BBl on April 23, 2019.
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Management Discussion of Fund Performance (continued)

Concerns over global economic growth for most of the second quarter, and its expected resultant demand on oil, saw Oil 
Futures decline 22.87% to U.S.$51.14/BBl on June 12, 2019. Increased geopolitical tensions between the U.S. and Iran in 
the second half of June saw Oil Futures rally 14.33% to �nish the �rst half of the year at U.S.$58.47/BBl.

Horizons Management does not endeavour to predict market direction, changes that may occur in global �scal and 
monetary policies, the e�ect of additional geopolitical concerns or other unforeseen crises.  Horizons Management and 
the ETF are agnostic as to their impact on global equity, �xed income, currency, and commodity markets generally, and 
the crude oil futures market speci�cally. They are only of concern to the ETF in so much as there is some minimal risk that 
could a�ect its ability to meet its investment objective. Please refer to the risk factors section in the ETF’s prospectus for 
more detailed information.

While the objective of the ETF is to seek daily investment results, before fees, expenses, distributions, brokerage commis-
sions and other transaction costs, that endeavour to correspond to two times (200%) the daily inverse performance of the 
Underlying Index, when performance is measured over periods other than daily, the ETF may experience greater volatility 
than the Underlying Index or the securities comprising the Underlying Index due to the compounding e�ect inherent in 
seeking a multiple of the Underlying Index, and thus has the potential for greater losses.  

When comparing the returns of the ETF and the Underlying Index over any period other than daily, the volatility of the 
Underlying Index is a signi�cant factor as a result of the rebalancing process.  The following table illustrates the impact 
of two factors, benchmark volatility and benchmark performance, on a leveraged fund’s period performance.  The table 
shows estimated fund returns for a number of combinations of benchmark performance and benchmark volatility over a 
one year period.

Assumptions used in the table include: a) no ETF expenses and b) borrowing/lending rates (to obtain leverage) of zero 
percent. If the ETF’s expenses were included, the ETF’s performance would be lower than shown.

One Year 
Benchmark  

Performance

-200% One Year
Benchmark

Performance

Benchmark Volatility

0% 25% 50% 75%

-40% 80% 177.8% 130.3% 31.2% -48.6%

-20% 40% 56.3% 29.5% -26.2% -71.1%

0% 0% 0.0% -17.1% -52.8% -81.5%

20% -40% -30.6% -42.4% -67.2% -87.2%

40% -80% -49.0% -57.7% -75.9% -90.6%

Per the above, it can be concluded that for any given benchmark return, increased volatility will negatively impact the 
relative period performance of the ETF to the Underlying Index.

The annualized volatility of each of the Underlying Index and the ETF was 33.72% and 63.44%, respectively, for the period 
ended June 30, 2019.

The ETF may, at times, have very large purchase and redemption activity.  However, the performance of the ETF is primarily 
a�ected by the performance of its forward agreement, which is rebalanced daily and is tied to the performance of the ETF’s 
Underlying Index.  The performance and liquidity of the ETF is una�ected by the asset size of the ETF, or by purchase and 
redemption activity, as these transactions are taken into account during the daily rebalancing of the forward agreement.

BetaPro Crude Oil -2x Daily Bear ETF
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Management Discussion of Fund Performance (continued)

Forward Agreements

In order to achieve its investment objective and leverage, the ETF has entered into multiple forward agreements (the 
“Forward Agreements”) with one or more bank counterparties (each a “Forward Counterparty”). The Forward Agreements 
provide both positive exposure to the Underlying Index and negative exposure to the Underlying Index. The ETF gener-
ally invests its assets in interest bearing accounts and/or short-term Canadian federal or provincial treasury bills to earn 
prevailing short-term market interest rates to serve as collateral for the Forward Agreements.

The one or more Forward Counterparties to the Forward Agreements entered into by the ETF must be a chartered Cana-
dian bank or an a�liate of a chartered Canadian bank whose obligations are guaranteed by a chartered Canadian bank, 
and has a designated rating.

In respect of short-term securities or instruments (where the maturity date of the security or instrument is less than one 
year), Forward Counterparties must have a designated rating for Commercial Paper/Short-Term Debt no lower than (a) 
Dominion Bond Rating Service Limited (“DBRS”) - “R-1(low)”; (b) Fitch Ratings (“Fitch”) - “F1”; (c) Moody’s Investors Service 
(“Moody’s”) - “P-1”; and (d) Standard & Poor’s (“S&P”) - “A-1(Low)”.

In respect of long-term securities or instruments (where the maturity date of the security or instrument is equal to or 
greater than one year), Forward Counterparties must have a designated rating for Long-Term Debt no lower than (a) DBRS 
- “A”; (b) Fitch - “A”; (c) Moody’s - “A2”; and (d) S&P - “A”.

Forward Counterparties are subject to the applicable short-term or long-term designated ratings restrictions listed above. 
The Forward Counterparties to the Forward Agreements meet those designated ratings requirements. 

Each Forward Agreement has a remaining term to maturity at any point in time of less than �ve years which, with the 
consent of the ETF and the applicable Forward Counterparty, will be extended annually for a �xed number of years and, 
provided no default or event of default and no unresolved hedging event or disruption event has occurred and is con-
tinuing, the ETF has the ability to request the termination of its exposure under a Forward Agreement, in whole or in part, 
at any time.

Since the Forward Agreements, like most forward agreements, may settle the obligations of each party on a net basis, the 
exposure of the ETF to the credit risk of any one Forward Counterparty is limited to the positive mark-to-market of the 
Forward Agreements entered into with that Forward Counterparty, if any, which is calculated and accrued on a daily basis. 

Leverage

The ETF measures leverage in terms of the total underlying notional value of the securities and/or �nancial derivative 
positions as a ratio of the total assets held by such ETF. The ETF, unlike a mutual fund that is not subject to National Instru-
ment 81-104 (“NI 81-104”), is currently permitted by NI 81-104 to lever its assets: that is, the aggregate underlying market 
exposure of all derivatives held by the ETF calculated on a daily mark-to-market basis can exceed the ETF’s cash and cash 
equivalents, including cash and securities held as margin on deposit to support the ETF’s derivatives trading activities. 
Until July 4, 2019, the ETF is considered a “commodity pool” as de�ned in NI 81-104. E�ective July 4, 2019, the ETF will be 
considered an “alternative mutual fund” as de�ned in amendments to National Instrument 81-102 (“NI 81-102”) coming 
into force on January 3, 2019. The ETF will be permitted to lever its assets under NI 81-102 in the same manner and with 
the same restrictions as are currently applicable under NI 81-104. The ETF will generally not use leverage in excess of 2.0 
times its net asset value. If the ETF uses leverage in excess of 2.0 times its net asset value, it shall generally reduce its lever-
age to 2.0 times its net asset value within 10 business days.

BetaPro Crude Oil -2x Daily Bear ETF
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Management Discussion of Fund Performance (continued)

The following table discloses the minimum and maximum leverage levels for the ETF period ended June 30, 2019, and 
for the year ended December 31, 2018; the ETF’s leverage at the end of those reporting periods; and, approximately what 
that leverage represents as a percentage of the ETF’s net assets. 

Period/Year Ended Minimum Leverage Maximum Leverage
Leverage at end of 
Reporting Period

Approximate 
Percentage of  

Net Assets

June 30, 2019 2.00:1 2.00:1 2.00:1 200%

December 31, 2018 2.00:1 2.00:1 2.00:1 200%

Maximum and minimum leverage factors are not adjusted for capital stock activity. Leverage is adjusted daily to be within 
limits set out in the prospectus.

Presentation

The attached �nancial statements have been prepared in accordance with International Financial Reporting Standards 
(“IFRS”). Any mention of total net assets, net assets, net asset value or increase (decrease) in net assets in the �nancial 
statements and/or management report of fund performance is referring to net assets or increase (decrease) in net assets 
attributable to holders of redeemable units as reported under IFRS.

Recent Developments

Other than indicated below, there are no recent industry, management or ETF related developments that are pertinent to 
the present and future of the ETF.

Potential Impact from the 2019 Federal Budget

The Manager is continuing to assess the potential impact of proposed legislative changes tabled by the Minister of 
Finance in the Federal Budget on March 19, 2019, and updated on July 30, 2019, on certain of its exchange traded funds 
that principally use derivatives as part of meeting their investment objectives and strategies. The proposed changes deal 
with how certain investment funds are able to allocate income and capital gains to redeeming entities. If the changes 
are enacted as currently drafted, and the ETF was to continue to carry on operations after its 2019 taxation year in the 
same manner as it does currently, the proposed legislative changes could potentially result in taxable distributions of 
income to the unitholders of the ETF in respect of periods after its 2019 taxation year, and/or capital gains in respect of 
periods after its 2020 taxation year.

Related Party Transactions 

There were no related party portfolio transactions during the current reporting period.  Certain services have been pro-
vided to the ETF by related parties, and those relationships are described below.

Manager, Trustee and Investment Manager

The manager, trustee and investment manager of the ETF is Horizons ETFs Management (Canada) Inc., 55 University Av-
enue, Suite 800, Toronto, Ontario, M5J 2H7, a corporation incorporated under the laws of Ontario. 

BetaPro Crude Oil -2x Daily Bear ETF
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Management Discussion of Fund Performance (continued)

BetaPro Crude Oil -2x Daily Bear ETF

Any management fees paid to the Manager (described in detail on page 10) are related party transactions, as the Man-
ager is considered to be a related party to the ETF. Fees paid to the Independent Review Committee are also considered 
to be related party transactions. Both the management fees and fees paid to the Independent Review Committee are 
disclosed in the statements of comprehensive income in the attached �nancial statements of the ETF. The management 
fees payable by the ETF as at June 30, 2019, and December 31, 2018, are disclosed in the statements of �nancial position. 
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Financial Highlights

The following tables show selected key �nancial information about the ETF and are intended to help you understand the 
ETF’s �nancial performance for the current interim reporting period and for the past �ve �scal years. This information is 
derived from the ETF’s annual audited �nancial statements and the current unaudited interim �nancial statements. Please 
see the front page for information on how you may obtain the ETF’s annual or interim �nancial statements. 

The ETF’s Net Assets per Unit

Period (1)   2019   2018   2017   2016   2015   2014 

Net assets, beginning of period $ 8.99   7.18    9.20    19.51    11.10    4.45 

Increase (decrease) from operations:
   Total revenue  0.06    0.09    0.11    0.09    0.05    0.04 
   Total expenses  (0.06)   (0.11)   (0.21)   (0.30)   (0.24)   (0.09)
   Realized gains (losses) for the period   (0.98)   0.04    (2.61)   0.64    9.19    1.14 
   Unrealized gains (losses) for the period   (0.86)   0.91    0.33    (5.08)   (2.54)   1.12 

Total increase (decrease) from operations (2)  (1.84)   0.93    (2.38)   (4.65)   6.46    2.21 

Total distributions (3)  – – – – – –

Net assets, end of period (4) $  5.05    8.99    7.18    9.20    19.51    11.10

1. This information is derived from the ETF’s unaudited interim financial statements and audited annual financial statements.

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

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

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

BetaPro Crude Oil -2x Daily Bear ETF
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Financial Highlights (continued) 

Ratios and Supplemental Data

Period (1)   2019   2018   2017   2016   2015   2014 

Total net asset value (000’s) $ 45,413   39,453   114,061   63,831   78,803   43,501 
Number of units outstanding (000’s)  8,990   4,390   15,890   6,940   4,040   3,920 
Management expense ratio (2)  1.40%  1.40%  1.43%  1.40%  1.40%  1.39%
Management expense ratio before waivers  
   and absorptions (2)  1.45%  1.40%  1.44%  1.40%  1.40%  1.40%
Trading expense ratio (3)  0.74%  0.74%  0.74%  0.75%  0.76%  0.78%
Portfolio turnover rate (4)  0.00%  0.00%  0.00%  0.00%  0.00%  0.21%
Net asset value per unit, end of period $  5.05    8.99    7.18    9.20    19.51    11.10 
Closing market price $  5.14    8.83    7.25    9.17    19.58    10.86

1. This information is provided as at June 30, 2019, and December 31 of the other years shown. 

2. Management expense ratio is based on total expenses, including sales tax, (excluding commissions and other portfolio transaction costs) for the stated period and is expressed as an annualized 
percentage of daily average net asset value during the period. Out of its management fees, the Manager pays for such services to the ETF as portfolio advisor compensation, administration, 
service fees and marketing.  The Manager, at its discretion, may waive and/or absorb a portion of the fees and/or expenses otherwise payable by the ETF.  The waiving and/or absorption of such 
fees and/or expenses by the Manager may be terminated at any time, or continued indefinitely, at the discretion of the Manager.

3. The trading expense ratio represents total commissions, forward agreement fees and other portfolio transaction costs expressed as an annualized percentage of daily average net asset value 
during the period.

4. The ETF’s portfolio turnover rate indicates how actively the ETF trades its portfolio investments. A portfolio turnover rate of 100% is equivalent to the ETF buying and selling all of the securities in 
its portfolio once in the course of a year. The higher an ETF’s portfolio turnover rate in a year, the greater the chance of an investor receiving taxable capital gains in the year. There is not necessarily a 
relationship between a high turnover rate and the performance of an ETF.

BetaPro Crude Oil -2x Daily Bear ETF

107848 - HOD.indd   9 2019-08-15   6:44 PM



10

Management Fees

In consideration for management services and investment advice provided to the ETF, the Manager is entitled to a man-
agement fee.  The management fee, inclusive of sales tax, is applied on a daily basis to the net asset value of the ETF.  The 
management fees, exclusive of sales tax, are charged at the annual rate of 1.15%. Approximately 100% of management 
fees were used for investment management, other general administration and pro�t. 

The ETF is also responsible for all of its operating expenses, unless waived or reimbursed by the Manager, including but 
not limited to: audit fees; trustee and custodial expenses; valuation, accounting and record keeping costs; legal expenses; 
permitted prospectus preparation and �ling expenses; costs associated with delivering documents to unitholders; listing 
and annual stock exchange fees; index licensing fees, if applicable; fees payable to CDS Clearing and Depository Services 
Inc.; bank related fees and interest charges; extraordinary expenses; unitholder reports and servicing costs; registrar and 
transfer agent fees; costs of the independent review committee; income taxes; sales tax; brokerage expenses and com-
missions; and withholding taxes.  The Manager bears the costs relating to the investment management, advertising, 
marketing, sponsorship and promotion of the ETF.

The Manager, at its discretion, has waived or absorbed, and may continue to waive and/or absorb, a portion of the fees 
and/or expenses otherwise payable by the ETF. The waiving and/or absorption of such fees and/or expenses by the Man-
ager may be terminated at any time, or continued inde�nitely, at the discretion of the Manager.

Fees related to the operation of the Forward Agreements are not included in the management fees or other operating 
expenses of the ETF. Forward fees and applicable hedging costs related to the Forward Agreements, as described in the 
“Fees and Expenses” section of the ETF’s prospectus, are incurred by way of a reduction in the forward price payable to 
the ETF by the Forward Counterparty. For the purposes of �nancial reporting, these expenses have been broken out and 
disclosed in “transaction costs” in the statements of comprehensive income and are included in the trading expense ratio 
in the management report of fund performance.

The table below details, in percentage terms, the services received by the ETF, from the Manager, in consideration of the 
management fees paid during the period.

Marketing

Portfolio management fees,  
general administrative  

costs and pro�t
Waived/absorbed 

expenses of the ETF

3% 93% 4%

Financial Highlights (continued)

BetaPro Crude Oil -2x Daily Bear ETF
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Sales commissions, management fees and expenses all may be associated with an investment in the ETF. Please read 
the prospectus before investing. The indicated rates of return are the historical returns including changes in unit value 
and reinvestment of all distributions and do not take into account sales, redemption, distribution or optional charges or 
income taxes payable by any investor that would have reduced returns. An investment in the ETF is not guaranteed. Its 
value changes frequently and past performance may not be repeated. The ETF’s performance numbers assume that all 
distributions, if any, are reinvested in additional units of the ETF. If you hold this ETF outside of a registered plan, income 
and capital gains distributions that are paid to you increase your income for tax purposes whether paid to you in cash or 
reinvested in additional units. The amount of the reinvested taxable distributions is added to the adjusted cost base of 
the units that you own. This would decrease your capital gain or increase your capital loss when you later redeem from 
the ETF, thereby ensuring that you are not taxed on this amount again. Please consult your tax advisor regarding your 
personal tax situation. 

Year-by-Year Returns

The following chart presents the ETF’s performance for the periods shown, and illustrates how the performance has 
changed from period to period. In percentage terms, the chart shows how much an investment made on the �rst day of 
each �nancial period would have grown or decreased by the last day of that �nancial period.

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
HOD -53.07% -18.19% -26.51% 4.12% -21.61% 149.45% 75.77% -52.85% -21.96% 25.20% -43.80%
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The ETF effectively began operations on January 15, 2008.

This ETF does not seek to meet its investment objective over any period other than daily, as the ETF is rebalanced 
daily to ensure an investor’s risk is limited to the current value of their investment.

The ETF’s returns over periods longer than one day will likely di�er in amount and possibly direction from the inverse 
performance of the Underlying Index for the same period. This e�ect becomes more pronounced as the volatility of the 
Underlying Index increases.

A perfect daily correlation of 200% of the daily inverse return of the Underlying Index would be a correlation of 1.0. The 
ETF has achieved a perfect daily correlation to its stated Underlying Index for the period ended June 30, 2019, of 1.0000.

Past Performance 

BetaPro Crude Oil -2x Daily Bear ETF
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Summary of Investment Portfolio
As at June 30, 2019

% of ETF’s
Asset Mix  Net Asset Value   Net Asset Value

Investments $  (1,989,675) -4.38%
Cash and Cash Equivalents held for Collateral   46,398,519  102.17%
Cash and Cash Equivalents - Other  960,373  2.11%
Other Assets less Liabilities  43,643  0.10%

$  45,412,860  100.00%

% of ETF’s
Top Holdings Net Asset Value

Cash and Cash Equivalents held for Collateral  102.17%
Cash and Cash Equivalents - Other 2.11%
Forward Agreements (net notional value US$69,396,675) -4.38%

The summary of investment portfolio may change due to the ongoing portfolio transactions of the ETF. The most recent 
�nancial statements are available at no cost by calling toll free 1-866-641-5739, or (416) 933-5745, by writing to us at 
Horizons ETFs Management (Canada) Inc., 55 University Avenue, Suite 800, Toronto, Ontario, M5J 2H7, by visiting our 
website at www.horizonsetfs.com or through SEDAR at www.sedar.com. 

BetaPro Crude Oil -2x Daily Bear ETF
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MANAGER’S RESPONSIBILITY FOR FINANCIAL REPORTING

The accompanying unaudited interim �nancial statements of BetaPro Crude Oil -2x Daily Bear ETF (the “ETF”) are the respon-
sibility of the manager and the trustee to the ETF, Horizons ETFs Management (Canada) Inc. (the “Manager”). They have been 
prepared in accordance with International Financial Reporting Standards using information available and include certain 
amounts that are based on the Manager’s best estimates and judgements.

The Manager has developed and maintains a system of internal controls to provide reasonable assurance that all assets are safe-
guarded and to produce relevant, reliable and timely �nancial information, including the accompanying �nancial statements.

These �nancial statements have been approved by the Board of Directors of the Manager. 

    

________________________ ________________________
Steven J. Hawkins    Peter Lee
Director Director
Horizons ETFs Management (Canada) Inc. Horizons ETFs Management (Canada) Inc.

NOTICE TO UNITHOLDERS

The Auditors of the ETF have not reviewed these Financial Statements.

Horizons ETFs Management (Canada) Inc., the Manager of the ETF, appoints an independent auditor to audit the ETF’s annual 
�nancial statements.  

The ETF’s independent auditors have not performed a review of these interim �nancial statements in accordance with Cana-
dian generally accepted auditing standards.

BetaPro Crude Oil -2x Daily Bear ETF
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Statements of Financial Position (unaudited)
As at June 30, 2019 and December 31, 2018

2019  2018

Assets
Cash and cash equivalents held for collateral $  46,398,519  $  31,771,193 
Cash and cash equivalents - other  960,373    664,172 

 Amounts receivable relating to accrued income  69,359    52,719 
 Amounts receivable relating to securities issued  1,515,282   –
 Derivative assets (note 3)  28,332    7,530,683 

Total assets  48,971,865    40,018,767 

Liabilities
 Amounts payable relating to securities redeemed  6,970    8,874 
 Accrued management fees  44,302    53,044 
 Accrued operating expenses  4,724    2,076 
 Amounts payable for portfolio assets purchased  1,485,002   –
 Derivative liabilities (note 3)  2,018,007    501,411 

Total liabilities  3,559,005    565,405 

Total net assets (note 2) $  45,412,860  $  39,453,362 

Number of redeemable units outstanding (note 10)  8,990,000    4,390,000 
Total net assets per unit  $  5.05  $  8.99 

(See accompanying notes to financial statements)

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

   

______________________ _______________________
Steven J. Hawkins   Peter Lee
Director     Director

BetaPro Crude Oil -2x Daily Bear ETF
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Statements of Comprehensive Income (unaudited)
For the Periods Ended June 30,

2019  2018

Income
Interest income for distribution purposes $  566,576  $  1,005,420 
Net realized loss on sale of investments and derivatives  (9,951,126)   (31,051,707)
Net change in unrealized depreciation of investments and derivatives   (8,820,653)   (12,535,487)

 (18,205,203)   (42,581,774)

Expenses (note 11)
Management fees  339,401    705,499 
Audit fees  3,791    5,147 
Independent Review Committee fees  371    389 
Custodial and fund valuation fees  20,397    28,610 
Legal fees –  4,959 
Securityholder reporting costs  7,938    11,929 
Administration fees  15,822    27,849 
Transaction costs  198,294    412,401 

 586,014    1,196,783 

Amounts that were payable by the investment fund 
   that were paid or absorbed by the Manager  (12,129)   (2,050)

 573,885    1,194,733 

Decrease in net assets for the period  $  (18,779,088) $  (43,776,507)

Decrease in net assets per unit  $  (1.84) $  (2.26)

(See accompanying notes to financial statements)

BetaPro Crude Oil -2x Daily Bear ETF
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Statements of Changes in Financial Position (unaudited)
For the Periods Ended June 30,

2019  2018

Total net assets at the beginning of the period  $  39,453,362  $  114,061,220 

Decrease in net assets   (18,779,088)   (43,776,507)
Redeemable unit transactions
   Proceeds from the issuance of securities of the investment fund  190,192,214    268,578,090 
   Aggregate amounts paid on redemption of securities of the investment fund   (165,453,628)   (227,320,340)

Total net assets at the end of the period  $  45,412,860  $  111,542,463 

(See accompanying notes to financial statements)
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2019  2018

Cash �ows from operating activities:
Decrease in net assets for the period  $  (18,779,088) $  (43,776,507)
Adjustments for:
 Net realized loss on sale of investments and derivatives  9,951,126    31,051,707 
 Net change in unrealized depreciation of investments and derivatives   8,820,653    12,535,487 
 Purchase of investments  1,683,296    (2,027,454)
 Proceeds from the sale of investments  (9,951,126)   (31,051,707)
 Amounts receivable relating to accrued income  (16,640)   (62,299)
 Accrued expenses  (6,094)   (11,926)

Net cash used in operating activities  (8,297,873)   (33,342,699)

Cash �ows from �nancing activities:
 Amount received from the issuance of units  188,676,932    271,037,680 
 Amount paid on redemptions of units  (165,455,532)   (227,321,308)

Net cash from �nancing activities  23,221,400    43,716,372 

Net increase in cash and cash equivalents for the period  14,923,527    10,373,673 
Cash and cash equivalents at beginning of period  32,435,365    123,014,058 

Cash and cash equivalents at end of period $  47,358,892  $  133,387,731 

Interest received $  548,550  $  936,401 

Total Cash and Cash Equivalents are composed of
Cash and cash equivalents held for collateral $  46,398,519  $  130,602,050 
Cash and cash equivalents - other  960,373    2,785,681 

Cash and cash equivalents at end of period $  47,358,892  $  133,387,731 

(See accompanying notes to financial statements)

Statements of Cash Flows (unaudited)
For the Periods Ended June 30,

BetaPro Crude Oil -2x Daily Bear ETF
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Schedule of Investments (unaudited)
As at June 30, 2019

  Fair 
Security   Value 

FORWARD AGREEMENTS (-4.38%)
Positive Exposure Forward Agreements (0.04%)

Crude Oil Forward Agreement
Payment Date October 2, 2019 (notional value US$1,727,766)  $  28,332 
Crude Oil Forward Agreement
Payment Date October 16, 2023 (notional value US$4,290,298)   (9,156)

 19,176 

Negative Exposure Forward Agreements (-4.42%)
Crude Oil Forward Agreement
Payment Date October 2, 2019 (notional value US$22,624,366)   (610,854)
Crude Oil Forward Agreement
Payment Date October 2, 2023 (notional value US$52,790,373)   (1,397,997)

 (2,008,851)

TOTAL FORWARD AGREEMENTS  (1,989,675)

CASH AND CASH EQUIVALENTS HELD FOR COLLATERAL (102.17%)  46,398,519 

TOTAL INVESTMENT PORTFOLIO (97.79%) (note 8) $  44,408,844 

Cash and cash equivalents - other (2.11%)       960,373 
Other assets less liabilities (0.10%)       43,643 

TOTAL NET ASSETS (100.00%) $  45,412,860 

(See accompanying notes to financial statements)
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Notes to Financial Statements (unaudited)
June 30, 2019

1. REPORTING ENTITY

BetaPro Crude Oil -2x Daily Bear ETF ( “HOD” or the “ETF”) is an investment trust established under the laws of the Province 
of Ontario by Declaration of Trust and e�ectively began operations on January 15, 2008. The address of the ETF’s regis-
tered o�ce is: c/o Horizons ETFs Management (Canada) Inc., 55 University Avenue, Suite 800, Toronto, Ontario, M5J 2H7.

The ETF is o�ered for sale on a continuous basis by its prospectus in class A units which trade on the Toronto Stock Ex-
change (“TSX”) under the symbol HOD. An investor may buy or sell units of the ETF on the TSX only through a registered 
broker or dealer in the province or territory where the investor resides. Investors are able to trade units of the ETF in the 
same way as other securities traded on the TSX, including by using market orders and limit orders and may incur custom-
ary brokerage commissions when buying or selling units.

HOD seeks daily investment results, before fees, expenses, distributions, brokerage commissions and other transaction 
costs, that endeavour to correspond to two times (200%) the inverse (opposite) of the daily performance of the Solactive 
Light Sweet Crude Oil Front Month MD Rolling Futures Index ER (the “Underlying Index”, Bloomberg ticker: SOLCCLER). 
HOD is denominated in Canadian dollars. Any U.S. dollar gains or losses as a result of the ETF’s investment will be hedged 
back to the Canadian dollar to the best of its ability.

If HOD is successful in meeting its investment objective, its net asset value should gain approximately two times as much 
on a given day, on a percentage basis, as its Underlying Index declines on that given day. Conversely, HOD’s net asset 
value should lose approximately two times as much on a given day, on a percentage basis, as its Underlying Index rises on 
that given day.

Horizons ETFs Management (Canada) Inc. (“Horizons Management” or the “Manager”, the “Investment Manager”, or the 
“Trustee”) is the manager, investment manager and trustee of the ETF. The Investment Manager is responsible for imple-
menting the ETF’s investment strategies.

2. BASIS OF PREPARATION

(i) Statement of compliance 

These �nancial statements have been prepared in accordance with International Financial Reporting Standards (“IFRS”). 
Any mention of total net assets, net assets, net asset value or increase (decrease) in net assets is referring to net assets or 
increase (decrease) in net assets attributable to holders of redeemable units as reported under IFRS.

These �nancial statements were authorized for issue on August 14, 2019, by the Board of Directors of the Manager. 

(ii) Basis of measurement 

The �nancial statements have been prepared on the historical cost basis except for �nancial instruments at fair value 
though pro�t or loss, which are measured at fair value. 

(iii) Functional and presentation currency 

These �nancial statements are presented in Canadian dollars, which is the ETF’s functional currency. 

BetaPro Crude Oil -2x Daily Bear ETF
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Notes to Financial Statements (unaudited) (continued)
June 30, 2019

3. SIGNIFICANT ACCOUNTING POLICIES

The accounting policies set out below have been applied consistently to all periods presented in these �nancial statements. 

(a) Financial instruments

(i) Recognition, initial measurement and classi�cation

The ETF is subject to IFRS 9, Financial Instruments (“IFRS 9”) for the classi�cation and measurement requirements for 
�nancial instruments, including impairment on �nancial assets and hedge accounting.

This standard requires assets to be classi�ed based on the ETF’s business model for managing the �nancial assets and 
contractual cash �ow characteristics of the �nancial assets. The standard includes three principal classi�cation categories 
for �nancial assets: measured at amortized cost, fair value through other comprehensive income, and fair value through 
pro�t and loss (“FVTPL”). IFRS9 requires classi�cation of debt instruments, if any, based solely on payment of principal and 
interest, and business model tests.

The ETF’s �nancial assets and �nancial liabilities are managed and its performance is evaluated on a fair value basis. The 
contractual cash �ows of the ETF’s debt securities, if any, consist solely of principal and interest, however, these securities 
are neither held in held-to-collect, or held-to-collect-and-sale business models in IFRS 9. 

Financial assets and �nancial liabilities at FVTPL are initially recognized on the trade date, at fair value (see below), with 
transaction costs recognized in the statements of comprehensive income. Other �nancial assets and �nancial liabilities 
are recognized on the date on which they are originated at fair value.

The ETF classi�es �nancial assets and �nancial liabilities into the following categories:

• Financial assets mandatorily classi�ed at fair value through pro�t or loss: debt securities, equity investments and 
derivative �nancial instruments

• Financial assets at amortized cost: All other �nancial assets

• Financial liabilities classi�ed at fair value through pro�t or loss: derivative �nancial instruments and securities sold 
short, if any

• Financial liabilities at amortized cost: all other �nancial liabilities

(ii) Fair value measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction be-
tween market participants at the measurement date in the principal or, in its absence, the most advantageous market to 
which the ETF has access at that date. The fair value of a liability re�ects its non-performance risk. 

Investments are valued at fair value as of the close of business on each day upon which a session of the TSX is held (“Valu-
ation Date”) and based on external pricing sources to the extent possible.  Investments held that are traded in an active 
market through recognized public stock exchanges, over-the-counter markets, or through recognized investment deal-
ers, are valued at their closing sale price.  However, such prices may be adjusted if a more accurate value can be obtained 
from recent trading activity or by incorporating other relevant information that may not have been re�ected in pricing 
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Notes to Financial Statements (unaudited) (continued)
June 30, 2019

obtained from external sources. Short-term investments, including notes and money market instruments, are valued at 
amortized cost which approximates fair value.

Investments held that are not traded in an active market, including some derivative �nancial instruments, are valued us-
ing observable market inputs where possible, on such basis and in such manner as established by the Manager.  Deriva-
tive �nancial instruments are recorded in the statements of �nancial position according to the gain or loss that would be 
realized if the contracts were closed out on the Valuation Date. Margin deposits, if any, are included in the schedule of 
investments as margin deposits. See also the summary of fair value measurements in note 6.

Fair value policies used for �nancial reporting purposes are the same as those used to measure the net asset value (“NAV”) 
for transactions with unitholders. 

The fair value of other �nancial assets and liabilities approximates their carrying values due to the short-term nature of 
these instruments.

(iii) O�setting

Financial assets and liabilities are o�set and the net amount presented in the statements of �nancial position when there 
is a legally enforceable right to o�set the recognized amounts and there is an intention to settle on a net basis, or to real-
ize the asset and settle the liability simultaneously.  

Income and expenses are presented on a net basis for gains and losses from �nancial instruments at fair value through 
pro�t or loss and foreign exchange gains and losses. 

(iv) Speci�c instruments 

Cash and cash equivalents

Cash and cash equivalents consist of cash on deposit and short-term, interest bearing notes with a term to maturity of 
less than three months from the date of purchase. Cash and cash equivalents held for collateral consists of cash and/or 
short-term investments posted as collateral to the Forward Agreements as described in note 8.

Redeemable units 

The redeemable units are measured at the present value of the redemption amounts and are considered a residual 
amount of the net assets attributable to holders of redeemable units. They are classi�ed as �nancial liabilities as a result of 
the ETF’s requirement to distribute net income and capital gains to unitholders.

(b) Investment income

Investment transactions are accounted for as of the trade date. Realized gains and losses from investment transactions 
are calculated on a weighted average cost basis. The di�erence between fair value and average cost, as recorded in the 
�nancial statements, is included in the statements of comprehensive income as part of the net change in unrealized ap-
preciation (depreciation) of investments and derivatives. Interest income for distribution purposes from investments in 
bonds and short-term investments, if any, represents the coupon interest received by the ETF accounted for on an accrual 
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Notes to Financial Statements (unaudited) (continued)
June 30, 2019

basis. Dividend income, if any, is recognized on the ex-dividend date. Distribution income from investments in other 
funds or ETFs, if any, is recognized when earned. 

Income from derivatives is shown in the statements of comprehensive income as net realized gain (loss) on sale of invest-
ments and derivatives; net change in unrealized appreciation (depreciation) of investments and derivatives; and, interest 
income for distribution purposes, in accordance with its nature.

Income from securities lending, if any, is included in “Securities lending income” on the statements of comprehensive 
income and is recognized when earned. Any securities on loan continue to be displayed in the schedule of investments 
and the market value of the securities loaned and collateral held is determined daily (see note 9).

If the ETF 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 as a separate expense in the state-
ments of comprehensive income.

(c) Foreign currency

Transactions in foreign currencies, if any, are translated into the ETF’s reporting currency using the exchange rate pre-
vailing on the trade date.  Monetary assets and liabilities denominated in foreign currencies at the reporting date are 
translated at the period-end exchange rate.  Foreign exchange gains and losses are presented as “Net realized gain (loss) 
on foreign exchange”, except for those arising from �nancial instruments at fair value through pro�t or loss, which are 
recognized as a component within “Net realized gain (loss) on sale of investments and derivatives” and “Net change in 
unrealized appreciation (depreciation) of investments and derivatives” in the statements of comprehensive income. 

(d) Cost basis

The cost of portfolio investments is determined on an average cost basis.

(e) Increase (decrease) in net assets attributable to holders of redeemable units per unit

The increase (decrease) in net assets per unit in the statements of comprehensive income represents the change in net as-
sets attributable to holders of redeemable units from operations divided by the weighted average number of units of the 
ETF outstanding during the reporting period. For management fees please refer to note 11.

(f) Unitholder transactions 

The value at which units are issued or redeemed is determined by dividing the net asset value of the ETF by the total 
number of units outstanding of the ETF on the Valuation Date.  Amounts received on the issuance of units and amounts 
paid on the redemption of units are included in the statements of changes in �nancial position.

(g) Amounts receivable (payable) relating to portfolio assets sold (purchased) 

In accordance with the ETF’s policy of trade date accounting for sale and purchase transactions, sales/purchase transac-
tions awaiting settlement represent amounts receivable/payable for securities sold/purchased, but not yet settled as at 
the reporting date.
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Notes to Financial Statements (unaudited) (continued)
June 30, 2019

(h) Net assets attributable to holders of redeemable units per unit

Net assets attributable to holders of redeemable units per unit is calculated by dividing the ETF’s net assets attributable 
to holders of redeemable units by the number of units of the ETF outstanding on the Valuation Date.

(i) Transaction costs

Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal of an investment, 
which include fees and commissions paid to agents, advisors, brokers and dealers, fees incurred in conjunction with the 
ETF’s forward agreements, levies by regulatory agencies and securities exchanges, and transfer taxes and duties. Transac-
tion costs are expensed and are included in “Transaction costs” in the statements of comprehensive income.   

4. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS 

In preparing these �nancial statements, the Manager has made judgements, estimates and assumptions that a�ect the 
application of accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual results 
may di�er from these estimates. Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to 
estimates are recognized prospectively. 

The ETF may hold �nancial instruments that are not quoted in active markets, including derivatives.  The determination 
of the fair value of these instruments is the area with the most signi�cant accounting judgements and estimates that the 
ETF has made in preparing the �nancial statements. See note 6 for more information on the fair value measurement of 
the ETF’s �nancial instruments.  

5. FINANCIAL INSTRUMENTS RISK

In the normal course of business, the ETF’s investment activities expose it to a variety of �nancial risks. The Manager seeks 
to minimize potential adverse e�ects of these risks for the ETF’s performance by employing professional, experienced 
portfolio advisors, by daily monitoring of the ETF’s positions and market events, and periodically may use derivatives to 
hedge certain risk exposures. To assist in managing risks, the Manager maintains a governance structure that oversees the 
ETF’s investment activities and monitors compliance with the ETF’s stated investment strategies, internal guidelines and 
securities regulations.

Please refer to the most recent prospectus for a complete discussion of the risks attributed to an investment in the units 
of the ETF. Signi�cant �nancial instrument risks that are relevant to the ETF and an analysis of how they are managed are 
presented below.

(a) Market risk 

Market risk is the risk that changes in market prices, such as interest rates, equity prices, foreign exchange rates and credit 
spreads (not relating to changes in the obligor’s/issuer’s credit standing) will a�ect the ETF’s income or the fair value of its 
holdings of �nancial instruments. The objective of market risk management is to manage and control market risk expo-
sures within acceptable parameters, while optimizing the return.
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Notes to Financial Statements (unaudited) (continued)
June 30, 2019

(i) Currency risk

Currency risk is the risk that �nancial instruments which are denominated in currencies other than the ETF’s reporting cur-
rency, the Canadian dollar, will �uctuate due to changes in exchange rates and adversely impact the ETF’s income, cash 
�ows or fair values of its investment holdings. The ETF, to the best of its ability, hedges all of its foreign currency exposure 
back to the Canadian dollar as part of any Forward Agreement (see note 8) so that it has no net foreign currency exposure.

(ii) Interest rate risk

The ETF may be exposed to the risk that the fair value of future cash �ows of its �nancial instruments will �uctuate as a 
result of changes in market interest rates. In general, the value of interest-bearing �nancial instruments will rise if inter-
est rates fall, and conversely, will generally fall if interest rates rise. There is minimal sensitivity to interest rate �uctuation 
on cash and cash equivalents invested at short-term market rates since those securities are usually held to maturity and 
are short term in nature. The ETF does not hold any long term debt instruments to which it would have interest rate 
risk exposure. 

(iii) Other market risk

Other market risk is the risk that the value of �nancial instruments will �uctuate as a result of changes in market prices 
(other than those arising from interest rate risk or currency risk), whether caused by factors speci�c to an individual in-
vestment, its issuer, or all factors a�ecting all instruments traded in a market or market segment. 

The ETF does not seek to meet its investment objective over any period other than daily, as the ETF is rebalanced 
daily to ensure an investor’s risk is limited to the current value of their investment.

The ETF’s returns over periods longer than one day will likely di�er in amount and possibly direction from the inverse 
performance of the Underlying Index for the same period. This e�ect becomes more pronounced as the volatility of the 
Underlying Index increases.

A perfect daily correlation of 200% of the daily inverse return of the Underlying Index would be a correlation of 1.0. The 
ETF has achieved a perfect daily correlation to its stated Underlying Index for the period ended June 30, 2019, of 1.0000.

While the objective of the ETF is to seek daily investment results, before fees, expenses, distributions, brokerage commis-
sions and other transaction costs, that endeavour to correspond to two times (200%) the daily inverse performance of the 
Underlying Index, when performance is measured over periods other than daily, the ETF may experience greater volatility 
than its Underlying Index or the securities comprising the Underlying Index due to the compounding e�ect inherent in 
seeking a multiple of the Underlying Index, and thus has the potential for greater losses.

When comparing the returns of the ETF and the Underlying Index over any period other than daily, the volatility of the 
Underlying Index is a signi�cant factor as a result of the rebalancing process. The following table illustrates the impact 
of two factors, benchmark volatility and benchmark performance, on a leveraged fund’s period performance. The table 
shows estimated fund returns for a number of combinations of benchmark performance and benchmark volatility over a 
one year period.
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Assumptions used in the table include: a) no ETF expenses and b) borrowing/lending rates (to obtain leverage) of zero 
percent. If the ETF’s expenses were included, the ETF’s performance would be lower than shown.

One Year 
Benchmark  

Performance

-200% One Year
Benchmark

Performance

Benchmark Volatility

0% 25% 50% 75%

-40% 80% 177.8% 130.3% 31.2% -48.6%

-20% 40% 56.3% 29.5% -26.2% -71.1%

0% 0% 0.0% -17.1% -52.8% -81.5%

20% -40% -30.6% -42.4% -67.2% -87.2%

40% -80% -49.0% -57.7% -75.9% -90.6%

Per the above, it can be concluded that for any given benchmark return, increased volatility will negatively impact the 
relative period performance of the ETF to its Underlying Index.

The annualized volatility of each of the Underlying Index and the ETF was 33.72% and 63.44%, respectively, for the period 
ended June 30, 2019.

(b) Credit risk

Credit risk on �nancial instruments is the risk of a �nancial loss occurring as a result of the default of a counterparty on its 
obligation to the ETF. It arises principally from debt securities held, and also from derivative �nancial assets, cash and cash 
equivalents, and other receivables.  

The ETF’s maximum credit risk exposure as at the reporting date is represented by the respective carrying amounts of 
the �nancial assets in the statements of �nancial position, including any positive mark-to-market of the ETF’s Forward 
Agreement(s). This amount is included in “Derivative assets” (if any) in the statements of �nancial position.  The credit risk 
related to any one Forward Agreement is concentrated in the Forward Counterparty to that particular Forward Agreement.

Credit risk is managed by dealing with counterparties the Manager believes to be creditworthy and which meet the des-
ignated rating requirements of National Instrument 81-102 (“NI 81-102”), please see note 8.

(c) Liquidity risk

Liquidity risk is the risk that the ETF will encounter di�culty in meeting the obligations associated with its �nancial li-
abilities that are settled by delivering cash or another �nancial asset. The ETF may, at times, have very large purchase 
and redemption activity. However, the performance of the ETF is primarily a�ected by the performance of its Forward 
Agreement(s), which are rebalanced daily and is tied to the performance of the Underlying Index. The performance and li-
quidity of the ETF is una�ected by the asset size of the ETF, purchases or redemptions as these transactions are taken into 
account during the daily rebalancing of the Forward Agreement(s). Generally, liabilities of the ETF are due within 90 days.
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6. FAIR VALUE MEASUREMENT

Below is a classi�cation of fair value measurements of the ETF’s investments based on a three level fair value hierarchy 
and a reconciliation of transactions and transfers within that hierarchy. The hierarchy of fair valuation inputs is summa-
rized as follows:

• Level 1: securities that are valued based on quoted prices in active markets.

• Level 2: securities that are valued based on inputs other than quoted prices that are observable, either directly as  
prices, or indirectly as derived from prices.

• Level 3: securities that are valued with signi�cant unobservable market data.

Changes in valuation methods may result in transfers into or out of an investment’s assigned level. The following is a 
summary of the inputs used as at June 30, 2019, and December 31, 2018, in valuing the ETF’s investments and derivatives 
carried at fair values:

June 30, 2019 December 31, 2018

Level 1 ($) Level 2 ($) Level 3 ($) Level 1 ($) Level 2 ($) Level 3 ($)

Financial Assets

  Forward Agreements –  28,332 – –  7,530,683 –

Total Financial Assets –  28,332 – –  7,530,683 –

Financial Liabilities             

  Forward Agreements –  (2,018,007) – –  (501,411) –

Total Financial Liabilities –  (2,018,007) – –  (501,411) –

Net Financial Assets  
& Liabilities –  (1,989,675) – –  7,029,272 –

There were no signi�cant transfers made between Levels 1 and 2 as a result of changes in the availability of quoted 
market prices or observable market inputs during the period or year shown. In addition, there were no investments or 
transactions classi�ed in Level 3 for the period ended June 30, 2019, and for the year ended December 31, 2018.

7. LEVERAGE

The ETF measures leverage in terms of the total underlying notional value of the securities and/or �nancial derivative 
positions as a ratio of the total assets held by such ETF. The ETF, unlike a mutual fund that is not subject to National Instru-
ment 81-104 (“NI 81-104”), is currently permitted by NI 81-104 to lever its assets: that is, the aggregate underlying market 
exposure of all derivatives held by the ETF calculated on a daily mark-to-market basis can exceed the ETF’s cash and cash 
equivalents, including cash held as margin on deposit to support the ETF’s derivatives trading activities. Until July 4, 
2019, the ETF is considered a “commodity pool” as de�ned in NI 81-104. E�ective July 4, 2019, the ETF will be considered 
an “alternative mutual fund” as de�ned in amendments to National Instrument 81-102 (“NI 81-102”) coming into force 
on January 3, 2019. The ETF will be permitted to lever its assets under NI 81-102 in the same manner and with the same 
restrictions as are currently applicable under NI 81-104.  The ETF will generally not use leverage in excess of 2.0 times its 
net asset value. If the ETF uses leverage in excess of 2.0 times its net asset value, it shall generally reduce its leverage to 
2.0 times its net asset value within 10 business days.
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The following table discloses the minimum and maximum leverage levels for the ETF period ended June 30, 2019, and 
for the year ended December 31, 2018; the ETF’s leverage at the end of those reporting periods; and, approximately what 
that leverage represents as a percentage of the ETF’s net assets. 

Period/Year Ended Minimum Leverage Maximum Leverage
Leverage at end of 
Reporting Period

Approximate 
Percentage of  

Net Assets

June 30, 2019 2.00:1 2.00:1 2.00:1 200%

December 31, 2018 2.00:1 2.00:1 2.00:1 200%

Maximum and minimum leverage factors are not adjusted for capital stock activity. Leverage is adjusted daily to be within 
limits set out in the prospectus.

8. FORWARD AGREEMENTS AND COLLATERAL PLEDGED

(a) Forward Agreements

In order to achieve its investment objective, the ETF has entered into multiple forward agreements (the “Forward Agree-
ments”) with one or more bank counterparties (each a “Forward Counterparty”). The Forward Agreements provide both 
positive exposure to the Underlying Index and negative exposure to the Underlying Index. The ETF seeks to achieve its 
investment objective through the net exposure (the “Net Notional Exposure”) of these Forward Agreements. The ETF 
generally invests its assets in interest bearing accounts and/or short-term Canadian federal or provincial treasury bills (“T-
Bills”) to earn prevailing short-term market interest rates.

Each Forward Agreement with a Forward Counterparty in which the ETF is provided with exposure that corresponds posi-
tively with the exposure to the Underlying Index requires the ETF to pay the Forward Counterparty an agreed notional 
amount. In return, the Forward Counterparty pays the ETF the value of the notional investment, plus an amount based 
upon any increase or decline in the Underlying Index. Each Forward Agreement with a Forward Counterparty in which 
the ETF is provided with exposure that corresponds negatively with the exposure to the Underlying Index requires the 
Forward Counterparty to pay the ETF an agreed notional amount. In return, the ETF pays the Forward Counterparty the 
value of the notional investment, plus an amount based upon any increase or decline in the Underlying Index. The ETF 
also invests the net proceeds of unit subscriptions in interest bearing accounts and T-Bills to earn short-term money-
market interest rates. The terms of the Forward Agreements requires the ETF, for any applicable Forward Counterparty, 
to pledge substantially all of its respective interest bearing account and T-Bills to the Forward Counterparty to secure the 
payment of the ETF’s payment obligations under the Forward Agreements. The ETF has the ability to replace Forward 
Counterparties or engage additional Forward Counterparties at any time.

Since the Forward Agreements, like most forward agreements, may settle the obligations of each party on a net basis, the 
exposure of the ETF to the credit risk of any one Forward Counterparty is limited to the positive mark-to-market of the 
Forward Agreements entered into with that Forward Counterparty, if any, which is calculated and accrued on a daily basis.

(b) Forward Counterparty Restrictions

The one or more Forward Counterparties to the Forward Agreements entered into by the ETF must be a chartered Cana-
dian bank or an a�liate of a chartered Canadian bank whose obligations are guaranteed by a chartered Canadian bank, 
and has a designated rating. The ETF’s exposure to Forward Agreements by Forward Counterparty is disclosed in the 
next section.
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In respect of short-term securities or instruments (where the maturity date of the security or instrument is less than one 
year), Forward Counterparties must have a designated rating for Commercial Paper/Short-Term Debt no lower than (a) 
Dominion Bond Rating Service Limited (“DBRS”) - “R-1(low)”; (b) Fitch Ratings (“Fitch”) - “F1”; (c) Moody’s Investors Service 
(“Moody’s”) - “P-1”; and (d) Standard & Poor’s (“S&P”) - “A-1(Low)”. 

In respect of long-term securities or instruments (where the maturity date of the security or instrument is equal to or 
greater than one year), Forward Counterparties must have a designated rating for Long-Term Debt no lower than (a) DBRS 
- “A”; (b) Fitch - “A”; (c) Moody’s - “A2”; and (d) S&P - “A”.

Forward Counterparties are subject to the applicable short-term or long-term designated ratings restrictions listed above. 
The Forward Counterparties to the Forward Agreements meet those designated ratings requirements.

Each Forward Agreement has a remaining term to maturity at any point in time of less than �ve years which, with the 
consent of the ETF and the applicable Forward Counterparty, will be extended annually for a �xed number of years and, 
provided no default or event of default and no unresolved hedging event or disruption event has occurred and is con-
tinuing, the ETF has the ability to request the termination of its exposure under a Forward Agreement, in whole or in part, 
at any time.

(c) Forward Agreements Exposure

The table below shows the notional exposure of the ETF to Forward Agreements as at June 30, 2019, and December 31, 
2018, as measured by the Net Notional Exposure. In addition, designated ratings for the Forward Counterparties at each 
reporting date are presented, as is the credit risk exposure (see note 5) of derivative assets as shown in the statements of 
�nancial position.

As at Counter-
party (1) (2)

Notional 
Exposure Credit Risk DBRS 

Rating 
Fitch 

Rating 
Moody's 

Rating 
S&P 

Rating 

June 30, 2019 NBC US$48,500,075 – AA (low) A+ Aa3 A

June 30, 2019 CIBC US$20,896,600 $28,332 AA AA- Aa2 A+

Dec. 31, 2018 NBC US$40,412,098 $5,200,662 AA (low) A+ Aa3 A

Dec. 31, 2018 CIBC US$17,428,924 $2,330,021 AA AA- Aa3 A+

(1) NBC refers to National Bank of Canada
(2) CIBC refers to Canadian Imperial Bank of Commerce

9. SECURITIES LENDING

In order to generate additional returns, the ETF is authorized to enter into securities lending agreements with borrowers 
deemed acceptable in accordance with National Instrument 81-102 – Investment Funds (“NI 81-102”). Under a securities 
lending agreement, the borrower must pay the ETF a negotiated securities lending fee, provide compensation to the ETF 
equal to any distributions received by the borrower on the securities borrowed, and the ETF must receive an acceptable 
form of collateral in excess of the value of the securities loaned. Although such collateral is marked to market, the ETF 
may be exposed to the risk of loss should a borrower default on its obligations to return the borrowed securities and the 
collateral is insu�cient to reconstitute the portfolio of loaned securities. Revenue, if any, earned on securities lending 
transactions during the period is disclosed in the ETF’s statements of comprehensive income.

BetaPro Crude Oil -2x Daily Bear ETF

107848 - HOD.indd   28 2019-08-15   6:44 PM



29

Notes to Financial Statements (unaudited) (continued)
June 30, 2019

As at June 30, 2019, and December 31, 2018, the ETF was not participating in any securities lending transactions. The ETF 
did not earn any income from securities lending transactions for the periods ended June 30, 2019 and 2018.

10. REDEEMABLE UNITS

The ETF is authorized to issue an unlimited number of redeemable, transferable Class A units each of which represents an 
equal, undivided interest in the net assets of the ETF. Each unit entitles the owner to one vote at meetings of unitholders. 
Each unit is entitled to participate equally with all other units with respect to all payments made to unitholders, other 
than management fee distributions, whether by way of income or capital distributions and, on liquidation, to participate 
equally in the net assets of the ETF remaining after satisfaction of any outstanding liabilities that are attributable to units 
of that class of the ETF. All units will be fully paid and non-assessable, with no liability for future assessments, when issued 
and will not be transferable except by operation of law.

The redeemable units issued by the ETF provide an investor with the right to require redemption for cash at a value pro-
portionate to the investor’s share in the ETF’s net assets at each redemption date and are classi�ed as liabilities as a result 
of the ETF’s requirement to distribute net income and capital gains to unitholders. The ETF’s objectives in managing the 
redeemable units are to meet the ETF’s investment objective, and to manage liquidity risk arising from redemptions. The 
ETF’s management of liquidity risk arising from redeemable units is discussed in note 5.

On any trading day, which is de�ned as the day that a net asset value of the ETF is being struck, unitholders of the ETF 
may (i) redeem units of the ETF for cash at a redemption price per unit equal to 95% of the closing price for units of the 
ETF on the TSX on the e�ective day of the redemption, where the units being redeemed are not equal to a prescribed 
number of units (“PNU”) or a multiple PNU;  or (ii) redeem, less any applicable redemption charge as determined by the 
Manager in its sole discretion from time to time, a PNU or a multiple PNU of the ETF for cash equal to the net asset value 
of that number of units. 

Units of the ETF are issued or redeemed on a daily basis at the net asset value per security that is determined as at 4:00 p.m. 
(Eastern Time) each business day. Purchase and redemption orders are subject to a 9:30 a.m. (Eastern Time) cut-o� time.

The ETF is required to distribute all of its income (including net realized capital gains) that it has earned in the year to 
such an extent that the ETF will not be liable for ordinary income tax thereon. Income earned by the ETF is distributed to 
unitholders at least once per year, if necessary, and any such amount distributed by the ETF will be paid as a “reinvested 
distribution”. Reinvested distributions on units of the ETF will be reinvested automatically in additional units of the ETF at 
a price equal to the net asset value per unit of the ETF on such day and the units of the ETF will be immediately consoli-
dated such that the number of outstanding units of the ETF held by each unitholder on such day following the distribu-
tion will equal the number of units of the ETF held by the unitholder prior to the distribution. Reinvested distributions are 
reported as taxable distributions and used to increase each unitholder’s adjusted cost base for the ETF. Distributions paid 
to holders of redeemable units, if any, are recognized in the statements of changes in �nancial position. 

Please consult the ETF’s most recent prospectus for a full description of the subscription and redemption features of the 
ETF’s units.
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For the periods ended June 30, 2019 and 2018, the number of units issued by subscription, the number of units re-
deemed, the total and average number of units outstanding was as follows:

Period
Beginning Units 

Outstanding 
Units  

Issued 
Units  

Redeemed
Ending Units 
Outstanding

Average Units 
Outstanding

2019 4,390,000 34,800,000 (30,200,000) 8,990,000 10,205,470

2018 15,890,000 48,200,000 (38,000,000) 26,090,000 19,349,116

11. EXPENSES AND OTHER RELATED PARTY TRANSACTIONS

Management fees

In consideration for management services and investment advice provided to the ETF, the Manager is entitled to a man-
agement fee. The management fee, inclusive of sales tax, is applied on a daily basis to the net asset value of the ETF. The 
management fees, exclusive of sales tax, are charged at the annual rate of 1.15%. 

Other expenses 

The ETF is also responsible for all of its operating expenses, unless waived or reimbursed by the Manager, including but 
not limited to: audit fees; trustee and custodial expenses; valuation, accounting and record keeping costs; legal expenses; 
permitted prospectus preparation and �ling expenses; costs associated with delivering documents to unitholders; listing 
and annual stock exchange fees; index licensing fees, if applicable; fees payable to CDS Clearing and Depository Services 
Inc.; bank related fees and interest charges; extraordinary expenses; unitholder reports and servicing costs; registrar and 
transfer agent fees; costs of the independent review committee; income taxes; sales tax; brokerage expenses and com-
missions; and withholding taxes.  The Manager bears the costs relating to the investment management, advertising, 
marketing, sponsorship and promotion of the ETF.

The Manager, at its discretion, has waived or absorbed, and may continue to waive and/or absorb, a portion of the fees 
and/or expenses otherwise payable by the ETF. The waiving and/or absorption of such fees and/or expenses by the Man-
ager may be terminated at any time, or continued inde�nitely, at the discretion of the Manager.

Fees related to the operation of the Forward Agreements are not included in the management fees or other operating 
expenses of the ETF. Forward fees and applicable hedging costs related to the Forward Agreements, as described in the 
“Fees and Expenses” section of the ETF’s prospectus, are incurred by way of a reduction in the forward price payable to 
the ETF by the Forward Counterparty. For the purposes of �nancial reporting, these expenses have been broken out and 
disclosed in “transaction costs” in the statements of comprehensive income and are included in the trading expense ratio 
in the management report of fund performance.

Other related party transactions

The management fees paid to the Manager and fees paid to the Independent Review Committee (“IRC”) are considered 
related party transactions, as the Manager and IRC are related parties to the ETF. Both the management fees and fees paid 
to the IRC are disclosed in the statements of comprehensive income. The management fees payable by the ETF as at June 
30, 2019, and December 31, 2018, are disclosed in the statements of �nancial position.
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12. INCOME TAX 

The ETF has quali�ed as a mutual fund trust under the Income Tax Act (Canada) (the “Tax Act”) and accordingly, is not 
taxed on the portion of taxable income that is paid or allocated to unitholders. As well, tax refunds (based on redemp-
tions and realized and unrealized gains during the year) may be available that would make it possible to retain some net 
capital gains in the ETF without incurring any income taxes. 

13. TAX LOSSES CARRIED FORWARD

Capital losses for income tax purposes may be carried forward inde�nitely and applied against capital gains realized in 
future years. Non-capital losses carried forwards may be applied against future years’ taxable income. Non-capital losses 
that are realized in the current taxation year may be carried forward for 20 years. As at December 31, 2018, the ETF had 
net capital losses and/or non-capital losses, with the year of expiry of the non-capital losses as follows:

Net Capital Losses Non-Capital Losses Year of Expiry of the Non-
Capital Losses

$5,056,926 $17,468,110 2037

14. OFFSETTING OF FINANCIAL INSTRUMENTS

In the normal course of business, the ETF may enter into various master netting arrangements or other similar agree-
ments that do not meet the criteria for o�setting in the statements of �nancial position but still allow for the related 
amounts to be set o� in certain circumstances, such as bankruptcy or termination of the contracts. The following table 
shows �nancial instruments that may be eligible for o�set, if such conditions were to arise, as at June 30, 2019, and De-
cember 31, 2018. The “Net” column displays what the net impact would be on the ETF’s statements of �nancial position if 
all amounts were set-o�. “Financial Instruments” may include non-cash collateral pledged by the ETF.

Amounts O�set ($) Amounts Not O�set ($) Net ($)

Financial Assets 
and Liabilities as at 

June 30, 2019

Gross  
Assets  

 (Liabilities)

Gross Assets 
(Liabilities) 

O�set

Net  
Amounts

Financial 
Instruments

Cash Collateral 
Pledged

Derivative assets 28,332 – 28,332 (28,332) – –

Derivative liabilities (2,018,007) – (2,018,007) 28,332 1,989,675 –

Amounts O�set ($) Amounts Not O�set ($) Net ($)

Financial Assets 
and Liabilities as at 
December 31, 2018

Gross  
Assets  

 (Liabilities)

Gross Assets 
(Liabilities) 

O�set

Net  
Amounts

Financial 
Instruments

Cash Collateral 
Pledged

Derivative assets 7,530,683 – 7,530,683 (501,411) – 7,029,272

Derivative liabilities (501,411) – (501,411) 501,411 – –
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15. COMPARATIVE FINANCIAL STATEMENTS

Certain information in the comparative �nancial statements and/or notes to the �nancial statements for 2018 has been 
reclassi�ed to conform to the �nancial statement presentation adopted for 2019.
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