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Venezuela to date). As such, absent Crystallex being able to recover additional
Arbitration Proceeds, the CVRs are worthless. In the absence of being able to recover
additional Arbitration Proceeds, the only other way for Tenor and Crystallex management
to attempt to bring their CVRs “into the money” is to reduce the amount Crystallex is
required to pay to the Noteholders and other pre-filing creditors. As such, Crystallex’s
directors and management that have an interest in the CVRs are in a significant conflict
of interest as relates to the amounts payable by Crystallex to Noteholders and other pre-

filing creditors.

Given these significant conflict issues and their potential impact on the progress and
outcome of this case, the Noteholder Committee believes that it is appropriate for this
Court and Crystallex’s stakeholders to have the benefit of an independent review of
governance and conflict of interest matters. The proposed Governance and Disclosure
Order directs the Monitor to engage an independent governance specialist acceptable to
the Monitor and the Noteholder Committee to review governance and conflict of interest
matters in respect of Crystallex and to report to this Court in respect of such matters prior

to the Sanction Hearing.

Crystallex’s Continuing Failure to Provide Proper Disclosure

In the early stages of this case, Crystallex disclosed the terms of its DIP financing
(including the percentage CVR interest of Tenor) and the Monitor filed public cash flow
projections and reconciliations for Crystallex as in any other CCAA case. However,
beginning in 2014, Crystallex began seeking sealing orders for this type of information.
In addition, Crystallex filed the Original Settlement under seal and, initially, the
Amended Settlement as well. The result is that I and other non-insider stakeholders have,
at best, an incomplete understanding of Crystallex’s finances, including its available cash,
operating expenses, post-filing obligations, cash burn, remaining liquidity and capital

structure.

The Trustee and the Noteholder Committee have consistently objected to the sealing of
information by Crystallex and have raised the lack of proper disclosure in this case with

the Monitor on a continuing basis. Pursuant to paragraph 29 of the Initial Order, the
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Monitor is prevented from disclosing information to a creditor in response to a request for
information where Crystallex advises the Monitor that such information is confidential.
The Monitor has repeatedly advised counsel to the Trustee and Noteholder Committee
that Crystallex has objected to the disclosure of certain information requested by the

Noteholder Committee on the basis that such information is allegedly confidential.

Crystallex’s stated reason for sealing its financial information is that it could impair its
competitive position vis-a-vis Venezuela and/or other entities also pursuing claims
against Venezuela. In the case of the Original Settlement, Crystallex advised the Court
that Venezuela required that the settlement remain confidential and that such
confidentiality was “extremely important” to Venezuela. In the case of the Amended
Settlement, I am not even aware what Crystallex’s position was regarding confidentiality
as the entire motion record was sealed and the hearing held in camera. In contrast to
Crystallex’s approach, I note that several other corporations that have pursued claims
against Venezuela and reached settlements, namely Gold Reserve, Rusoro Mining and
ConocoPhillips, have provided ample disclosure to their stakeholders regarding the terms

of their respective settlements.

Notwithstanding that the Amended Settlement was initially filed with this Court on a
sealed basis, each of PDVSA (who Crystallex alleges is controlled by Venezuela) and
Crystallex filed the Amended Settlement with the Third Circuit on a public basis before it
was made publically available in these proceedings by Crystallex or the Monitor. In fact,
I first received a copy of the Amended Settlement as a result of Crystallex having filed it
in the Third Circuit, rather than through disclosure in these CCAA proceedings. I believe
it is entirely improper that better and more timely disclosure is available to Crystallex’s
stakeholders via monitoring filings in Crystallex’s U.S. litigation and other online
sources, rather than through proper and timely disclosure of information by Crystallex or

the Monitor in the CCAA proceedings.

On January 30, 2019, counsel to the Trustee and the Noteholder Committee wrote to the
Monitor to request that certain basic financial information regarding Crystallex be
disclosed on a public basis for purposes of facilitating the Trustee and Noteholder

Committee’s desire to progress a plan and distributions to creditors, including the amount
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of cash Crystallex has on hand and the accrued post-filing liabilities of Crystallex. A
copy of this letter is attached as Exhibit “J”. I am advised by counsel that on February 19,
2019, the Monitor provided certain of the requested information, but advised that
Crystallex believed the requested information was sensitive and should not be made
public. Accordingly, none of the requested information has been made available to the

Trustee or the Noteholder Committee.

Although I have never agreed with Crystallex’s basis for sealing financial information in
this case, I do not understand why public disclosure of basic financial information at this
stage of the case could be considered prejudicial given: (i) Venezuela has paid whatever
cash Crystallex has on hand to it (and therefore Venezuela must, of course, know what
that amount is); and (ii) Crystallex has at least $425 million of liquid assets on hand (i.e.
it is not like earlier periods in the case where Crystallex apparently had limited resources

and did not want Venezuela or others to be aware of this fact).

I am very concerned that Crystallex’s continuing failure to make basic financial
information available to non-insider stakeholders is part of its strategy to keep the
Noteholders and other non-insider stakeholders “in the dark™ as a means of achieving an
advantage in any negotiations. My concern is heightened by Tenor’s and management’s
interest in the CVRs and the economic incentive this creates for these parties to limit the
recoveries of the Noteholders and other pre-filing creditors, as outlined above at

paragraphs 60 to 64.

I understand that it may be open to Stornoway to sign a confidentiality agreement with
Crystallex to access certain confidential information. Based on my discussions with
Goodmans (including based on Goodmans experience with attempting to access
confidential information from Crystallex under its Court-approved confidentiality
agreement), I am concerned that even if Stornoway agreed to receive information on a
confidential basis, I would not receive adequate disclosure to allow me to make informed
decisions in any negotiations. Further, receiving confidential information under some sort
of open ended confidentiality arrangement which does not have a clear termination date
or provide for a “cleansing” of confidential information following a reasonable period of

time is not a workable solution for Stornoway, who makes investments on behalf of third
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party investors in its funds and needs to be able to share information with its investors,
and inasmuch as receipt of confidential information may restrict Stornoway’s ability to
trade its Notes. [ also believe the disclosure of reasonable financial and other relevant
information is a fundamental responsibility for a company that raised capital on a public
basis and is subject to an ostensibly public Court proceeding in which it has stayed the

rights of creditors and other stakeholders for more than seven years.

To enable the Monitor to exercise its independent judgment with respect to disclosure
and to prevent Crystallex from unilaterally blocking the disclosure of information, the
proposed Governance and Disclosure Order would amend paragraph 29 of the Initial
Order to provide that the Monitor shall provide to a creditor of Crystallex any
information reasonably requested by such creditor, unless the Monitor determines that
such information is confidential or any person obtains an order of the Court prohibiting
such disclosure. I believe that this provision will strike the appropriate balance between
protecting legitimate confidential information and ensuring that the Noteholder
Committee and other stakeholders have the key information needed to participate on a

level playing field and advance the Plan and these proceedings.

FAILURE OF CRYSTALLEX TO ADVANCE A PLAN OR DISTRIBUTION

As described above, pursuant to the Standstill Order, Crystallex is obligated to pay
amounts owing in respect of the Notes (including the Proven Standstill Noteholder
Claim) to the Trustee in accordance with the Waterfall Provision after Arbitration
Proceeds are received by it. Based on Crystallex’s U.S. court filings and the Monitor’s
reports, I understand that as of November 25, 2018, Crystallex had received
approximately $500 million of cash and Liquid Securities from Venezuela pursuant to the
Original Settlement and the Amended Settlement. I believe such amounts constitute

“Arbitration Proceeds” within the meaning of the Waterfall Provision and the Standstill

Order.
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The Waterfall Provision also provides that:

If [Crystallex] receives any Arbitration Proceeds during the CCAA Case,
then promptly upon such receipt and before distribution or application
thereof, [Crystallex] shall calculate and determine the amounts thereof that
are to be distributed and applied as hereinafter provided in this section of
this Exhibit F> and shall submit a statement setting out such calculation
and determination to [Tenor] and the Monitor for their approval, and if
[Tenor] and Monitor fail to give such approval or disagree as to whether it
should be given, then [Crystallex] shall submit such statement to the
CCAA Court.’

Pursuant to the Standstill Order and a prior endorsement of this Court, Crystallex is
obligated to provide any Distribution Statement to the Trustee and the Noteholder
Committee at the same time such statement is delivered to Tenor and the Monitor. To
date, Crystallex has not delivered a Distribution Statement setting forth any proposed
payment to creditors out of the nearly $500 million of Arbitration Proceeds received to
date; however, Crystallex has advised it has paid or intends to pay nearly $58 million of
Arbitration Proceeds on account of post-filing expenses, including nearly $38 million
owing to its professional advisors. I note that until very recently, neither Crystallex nor
the Monitor had disclosed that Crystallex had accrued such significant unpaid obligations
to its professional advisors, another fact that I believe supports the need for the Court to

address the provision of information to stakeholders in this proceeding.

Crystallex has previously advised the Trustee and Noteholder Committee that it has no
intention of advancing a plan of compromise or arrangement to creditors. Crystallex has
also recently advised that, in its view, a plan of arrangement or distribution to creditors is
somehow premature, even though this case has been ongoing for more than seven years
and nearly $500 million of Arbitration Proceeds has been recovered. I do not believe that
Crystallex has properly engaged with the Noteholders or other creditors to advance

matters that would allow for a timely and efficient distribution to creditors.

3 Being the Waterfall that is summarized at paragraph 25 hereof.

81 refer to the statement described in the Waterfall Provision herein as a “Distribution Statement”.
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Furthermore, Crystallex has resorted to threats of litigation in an attempt to prevent the
Noteholder Committee from advancing the Plan. I am informed by Goodmans that it
received a letter from counsel to Crystallex dated March 5, 2019, in which counsel to
Crystallex indicated that if the Trustee and Noteholder Committee proceeded with a
motion in respect of the Plan, Crystallex and Tenor would seek damages against all
responsible parties for any adverse consequences that resulted in relation to Crystallex’s
ability to monetize its assets. As the letter was delivered by counsel to Crystallex on an
allegedly confidential basis subject to the terms of Goodmans’ non-disclosure agreement,
I have not been provided with a copy of the letter. However, Goodmans advised the
Noteholder Committee of the litigation threatened by counsel to Crystallex in that letter
on the basis that such a threat could not be made on a confidential or without prejudice

basis.

By reply letter dated March 8, 2019, a copy of which is attached as Exhibit “K”,
Goodmans reiterated that the Plan contained appropriate mechanisms to address
monetization and distribution matters and objected to Crystallex’s premise that the filing
and implementation of a CCAA plan — i.e. doing the very thing the CCAA is intended to
facilitate — could attract liability for creditors that are seeking payment of their claims

after more than seven years of these CCAA proceedings.

Crystallex and Tenor have worked closely together during the CCAA proceedings and I
believe that the CCAA proceedings are now largely being advanced for the benefit of one
stakeholder — Tenor — who, together with Crystallex’s management, is likely entitled to
all or substantially all of any Net Arbitration Proceeds available for distribution. As a
result, I believe that the interests of Crystallex’s pre-filing creditors and Shareholders
have become a secondary focus, notwithstanding Crystallex’s statements at the
commencement of these proceedings regarding the need to advance the arbitration for the

benefit of all stakeholders and pay Noteholders in full with interest and a premium.

I strongly disagree with Crystallex’s approach and believe that Crystallex, as a CCAA
debtor, should be doing everything in its power to advance a plan and distributions to its
creditors as soon as possible. Specifically, I believe that the progression of a plan at this

juncture is in the best interest of all stakeholders, including because it will provide for
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distributions to creditors who have been waiting more than seven years to be repaid
amounts due and owing to them. In addition, progressing a plan and distributions to
creditors will assist in eliminating or reducing the significant interest expense being

incurred by Crystallex to the detriment of junior stakeholders.’
PROPOSED PLAN

Consultation Process

Over the course of late 2018 and into early 2019 myself and/or other principals of the
participants in the Noteholder Committee have met or spoke with David Kay and/or
Robin Shah, the two Tenor nominee directors of Crystallex, on several occasions on a
without prejudice basis to explore a consensual means of advancing this case.
Unfortunately, no progress has been made in the context of these without prejudice

discussions.

On December 20, 2018, counsel to the Trustee and Noteholder Committee wrote to
Crystallex, Tenor and the Monitor to propose an “all hands” meeting for the week of
January 7, 2019, to discuss next steps in the case from the Noteholder Committee’s
perspective. Representatives of Crystallex and Tenor declined to attend the proposed
meeting, which ultimately went ahead with representatives of the Trustee, the Noteholder
Committee and the Monitor on January 10, 2019. Following this initial meeting, counsel
to the Trustee and Noteholder Committee (in some cases along with participants in the
Noteholder Committee) met with the Monitor and its counsel on several additional

occasions for further without prejudice discussions.

7 Based on my calculations: (i) the average 2019 daily interest expense to Crystallex of the loans under the DIP
Credit Agreement is approximately $36,113, with an annual interest cost for 2019 of approximately $13.2 million;
and (ii) the average 2019 daily interest cost to Crystallex on account of the Notes at the contractual rate of 9.375%
compounded semi-annually is approximately $65,000, with an annual interest cost for 2019 of approximately $23.7

million.
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Without prejudice discussions or meetings have also been held among counsel to
Crystallex, Tenor, the Monitor and the Trustee and the Noteholder Committee, with the

last such meeting occurring on February 22, 2019.

I understand that shortly after swearing this affidavit, counsel to the Trustee and the
Noteholder Committee will deliver the Trustee and Noteholder Committee’s motion to
Crystallex and the Monitor in accordance with the Endorsement of Newbould J. (as he
then was) dated June 7, 2016, along with a copy of this affidavit. I also understand a copy

of the foregoing materials will be delivered to counsel to Tenor on a courtesy basis.

Overview of the Plan and Meeting Order

A copy of the proposed Plan is attached hereto as Exhibit “L”. All capitalized terms used
in this section of my affidavit and not otherwise defined have the meanings given to them

in the Plan.

The purposes of the Plan are to: (i) satisty, or reserve sufficient funds for the payment of,
all of Crystallex’s Post-Filing Obligations; (ii) effect a timely repayment of Crystallex’s
interest-bearing obligations to reduce the ongoing accrual of interest and thereby
maximize available recoveries for stakeholders; (iii) provide for the payment in full of all
DIP Obligations owing to the DIP Lender pursuant to the DIP Credit Agreement;
(iv) provide for the assignment by the Trustee, to and for the benefit of Shareholders, of
the rights of the Trustee in respect of the Trustee Pre-Filing Fees and Expenses Claim;
(v) provide for the payment in full and release of all Allowed Affected Claims;
(vi) provide for the release of the Released Claims; and (vii) reserve certain amounts
from Crystallex’s Available Cash to provide funding for the payment of any potential tax

obligations and priority claims, and for future administrative expenses.

If approved by Affected Creditors and the Court, the Plan will result in an efficient and
orderly distribution of Crystallex’s Available Cash (including, but not limited to, the
Arbitration Proceeds received by Crystallex from time to time in Cash or that have been
monetized or converted to Cash pursuant to the terms of the Plan) and enable the

payment in full of the DIP Obligations and the proven claims of Affected Creditors.
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I believe that the proposed Plan is consistent with the Standstill Order, including the

Waterfall Provision as incorporated therein.

The proposed Plan information statement, a copy of which is attached as Exhibit “M”
hereto, provides a summary overview of the terms of the Plan. Certain key features and

aspects of the Plan are summarized and discussed in the paragraphs that follow.

Affected Creditors

The Plan contemplates one class of voting creditors, being the Affected Creditors Class,
which consists of holders of Pre-filing Claims, Restructuring Claims and Noteholder

Claims.

Each Affected Creditor will be entitled to one vote on the Plan, which vote shall have a
value equal to the aggregate dollar value of such Affected Creditor’s proven claim. The
Plan and the Meeting Order include mechanisms governing the voting and resolution of

Unresolved Claims.

Unaffected Creditors, including the DIP Lender, are not affected under the Plan and are
not entitled to vote on it. Holders of Equity Claims are also Unaffected Creditors under

the Plan and are not entitled to vote on it.

Distributions and Monetization of Arbitration Proceeds

The Plan contemplates the distribution of the Available Cash of Crystallex, net of
reserves, to satisfy Crystallex’s accrued Post-Filing Obligations, the DIP Obligations and
the proven claims of Affected Creditors in full. Accrued Post-Filing Obligations and the
DIP Obligations will be paid in full prior to distributions to Affected Creditors. To the
extent Crystallex has insufficient Available Cash to satisfy the proven claims of Affected
Creditors in full at Plan Implementation or on subsequent Distribution Dates,
distributions will be made to Affected Creditors on a pro rata basis and the portion of
such proven claims that remains outstanding shall continue to accrue interest as provided

for under the Plan, and shall be satisfied at future Distribution Dates.
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To facilitate distributions under the Plan, Crystallex, in consultation with the Monitor, the
DIP Lender and the professional advisors to the Trustee and the Noteholder Committee,
shall monetize all Arbitration Proceeds and other marketable securities, liquid securities
or non-U.S. dollar denominated Cash in the possession of Crystallex from time to time,
whether prior to or following the Plan Implementation Date (any such sale, monetization
or conversion being a “Monetization of Proceeds”) in a commercially reasonable
manner; provided, however, that any Monetization of Proceeds shall be subject to the

prior consent of the Monitor or Order of the Court.

Tax Reserve

I understand that pursuant to the DIP Credit Agreement, KPMG LLP (“KPMG”) is to
prepare a tax analysis to determine the amount of any tax payable by Crystallex, which
analysis will be shared with the DIP Lender. The Noteholder Committee’s attempt in
May 2018 to impose a reasonable timeline on the delivery of KPMG’s report was denied.
At that time, Crystallex indicated it would take “a number of months” to complete the
KPMG analysis. Nearly a year later, to the best of my knowledge, the KPMG analysis
has still not been completed. In addition, although a prior Order of this Court dated
December 18, 2014 (a copy of which is attached as Exhibit “N”) requires Crystallex to
disclose to Goodmans under its confidentiality agreement any information and documents
made available by Crystallex to the DIP Lender, Crystallex has advised it has no

intention of providing the KPMG report or related tax information to Goodmans.

In light of the foregoing, the Noteholder Committee requested that Goodmans estimate
the current tax position of Crystallex based on publically available information, including
Crystallex’s historic financial statements (the most recent of which is from 2012), an
estimate of expenditures incurred by Crystallex since that time, and certain other

assumptions that Goodmans considered reasonable in the circumstances.

Based on this analysis, I understand that Crystallex should have sufficient tax attributes to
shelter at least $500 million of Arbitration Proceeds from Canadian income tax. I further
understand that having regard to the current situation, including the present uncertainty

regarding the collectability of the approximately $814 million remaining to be paid under
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the Amended Settlement, Crystallex should not have a Canadian income tax liability until
more than $500 million of Arbitration Proceeds are received (and possibly a greater
amount than that), assuming Crystallex takes reasonable steps to manage its tax position

in the circumstances.

Notwithstanding the view that no tax is presently payable by Crystallex, the Plan
contemplates the establishment of a Tax Reserve in the amount of $10 million, or such
other amount as may be (i) agreed to by Crystallex, the Monitor, the DIP Lender, the
Noteholder Committee and the CRA prior to the Plan Implementation Date, or
(i1) ordered by the Court at the Sanction Hearing.

Repayment of DIP Obligations

Under the Plan, Crystallex will repay the DIP Obligations (i.e. the principal, interest and
reasonable expenses outstanding under the DIP Credit Agreement, but excluding any
CVR entitlements) in full. If Crystallex has insufficient Available Cash to pay the DIP
Obligations in full at Plan Implementation, the DIP Obligations will be paid down to the
extent of the Available Cash and any remaining portion of the DIP Obligations shall
continue to accrue interest until paid in full by Crystallex. I note that timely repayment
of the DIP Obligations is in the interest of all stakeholders insofar it will stop the accrual
of further interest under the DIP Credit Agreement at a rate of 10% per annum,
compounded semi-annually. As noted above, for the year 2019, this would amount to

approximately $13.2 million of interest savings for Crystallex and its stakeholders.

Claims of Affected Creditors and the Aggregate Allowed Noteholder Claim

The Plan contemplates the payment in full of the proven claims of Affected Creditors
upon Plan Implementation and, as necessary, on one or more subsequent Distribution
Dates. Proven claims of Affected Creditors will be calculated consistent with the
Standstill Order for the period through December 31, 2015 (i.e. the end of the Standstill
Period). With respect to the period after the Standstill Period (the “Post-Standstill

Period”), proven claims of Affected Creditors will be entitled to interest at the



492
46

-30 -

contractual rate established under the Trust Indenture of 9.375% plus an additional

2.625% per annum, compounded semi-annually.

102. The Plan establishes a uniform interest rate for proven claims of Affected Creditors for
the Post-Standstill Period, being the applicable interest rate under the Trust Indenture of
9.375% compounded semi-annually plus additional interest of 2.625%. I believe that
applying a uniform interest rate to the claims of all Affected Creditors for the Post-
Standstill Period will assist in administration of the Plan and reduce professional
expenses insofar as it will eliminate the need for an individual assessment of the interest
entitlements of Affected Creditors for the Post-Standstill Period, as well as the possibility
of any litigation regarding such entitlements. Given that the Monitor has previously
estimated the claims of Affected Creditors other than Noteholders to be in the range of
approximately $4.3 million to $12 million, I believe this is a fair and reasonable approach
that will not have a material impact on any distributions Crystallex may ultimately be
able to make to holders of the CVRs or to Shareholders once it has satisfied the proven

claims of Affected Creditors in full.

103. In addition, the Plan contemplates the possibility of Additional Plan Consideration, in an
amount to be agreed to by Crystallex, Tenor and the Noteholder Committee, with the

consent of the Monitor, to be distributed to Affected Creditors on a pro rata basis.

104.  The Plan establishes the Aggregate Allowed Noteholder Claim, which is deemed to be a
Proven Claim for purposes of the Plan. The Aggregate Allowed Noteholder Claim has
been calculated as described in the table below (which assumes a Plan Implementation
date of June 30, 2019, and that the Aggregate Allowed Noteholder Claim will be paid in
full on such date):®

¥ The Post-Standstill Period expense reimbursement is an estimated amount that is subject to change. I note that, like
under the Standstill Order, the Post-Standstill Period expense reimbursement portion of the Aggregate Allowed
Noteholder Claim is subject to the Monitor confirming the incurrence of such fees and expenses by the Trustee or
the participants in the Noteholder Committee.
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1. Proven Standstill Noteholder Claim $188,198,213.88
2. Post-Standstill Expense Reimbursement $2,500,000.00
3. Post-Standstill Interest @ 9.375% + 2.625% $95,995,619.15
4. Aggregate Allowed Noteholder Claim $286,693,833.03

As noted, the Plan provides for additional interest of 2.625% during the Post-Standstill

Period, the same post-filing default rate that was agreed among Crystallex, Tenor and the

Trustee and approved under the Standstill Order. I believe this additional interest

represents a fair and reasonable premium payable by Crystallex to the Noteholders and

other Affected Creditors for the following reasons:

(a)

(b)

(c)

The Noteholder Committee has not advanced a plan or other restructuring
transaction since Crystallex terminated the Standstill Period at the end of 2015,
instead electing to allow Crystallex to focus its efforts on pursuing its dual-track
strategy of enforcing the Award and negotiating with Venezuela, and preserving
Crystallex’s resources for these efforts. As under the Standstill Order, it is fair and
reasonable for Noteholders and other Affected Creditors to be compensated for

having “stood-down” and waited for Crystallex to pursue its strategy.

The rate of interest payable under the Trust Indenture was a rate that was agreed
based on financing a gold mining company, with interest to be paid semi-annually
in arrears and the principal amount of the Notes to be repaid in full seven years
after their issuance. Over the course of these CCAA proceedings, Noteholders
have instead been forced to finance an arbitration claim against Venezuela, a
much riskier investment, and have waited a further seven plus years to be repaid
amounts owing to them, more than double the original term of the Notes. It is fair
and reasonable that Noteholders and other Affected Creditors be compensated for

this additional risk and additional time waiting to be repaid.

Pursuant to the DIP Credit Agreement, Crystallex and Tenor agreed that
Crystallex would not increase the rate of interest payable on any pre-filing claim
above 15% per annum, not compounded. Although pre-filing creditors are not

bound by this Agreement, the aggregate rate of interest under the Plan for the
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Post-Standstill Period will only be increased to 12% per annum, compounded
semi-annually, provided, however, that pre-filing creditors will not be entitled to
receive aggregate Post-Standstill Period interest in excess of an amount that
would be greater than 15% simple interest per annum for such period.
Accordingly, the proposed rate of interest under the Plan for the Post-Standstill
Period complies with the agreement reached between Crystallex and Tenor when
they negotiated the terms of the DIP Credit Agreement and what amounts

Crystallex could pay to pre-filing creditors as a premium.

The proposed rate of interest is significantly below the 20% simple interest per
annum that was negotiated and agreed on an arm’s length basis among Crystallex,

Tenor and the Noteholder Committee under the Standstill Order.

The Plan provides several benefits to Crystallex and its stakeholders, including
releases in favour of Crystallex and its Directors and Officers and the reduction or
elimination of Crystallex’s interest-bearing debt, and the proposed additional
interest is fair and reasonable compensation to the Noteholders and other pre-
filing creditors for developing, supporting, progressing and implementing the

Plan.

The table below sets forth the Proven Standstill Noteholder Claim Amount plus

$2,500,000 (i.e. the estimated Post-Standstill Period expense reimbursement) at various

interest rates for the Post-Standstill Period, with the total Noteholder claim amount

calculated as at June 30, 2019. I also believe the proposed additional interest of 2.625%

per annum during the Post-Standstill Period is fair and reasonable having regard to these

comparables and the circumstances of these proceedings.

Indenture Rate Standstill Rate Permitted DIP Rate Plan Rate
1. Proven Standstill Noteholder Claim +
Post-Standstill Expense Reimbursement  $190,698,213.88 $190,698,213.88 $190,698,213.88 $190,698,213.88
2. Interest Rate 9.375% 20.000% 15.000% 12.000%
3. Compounding/Simple Bi-annual Simple Simple Bi-annual
4. Post-Standstill Interest $72,059,769.46  $133,436,503.63 $100,077,377.72 $95,995,619.15
5. Total Noteholder Claim $262,757,983.34 $324,134,717.51 $290,775,591.60 $286,693,833.03
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Plan Releases

The Plan provides for certain releases in favour of the Monitor, Crystallex, Directors and
Officers, Affected Creditors (including the Trustee, the Noteholders and the Noteholder
Committee) and their respective related parties upon Plan Implementation. Of note, the
Plan releases Crystallex and the Directors and Officers from any Causes of Action based
in whole or in part on Plan and Distribution Matters, including any Cause of Action that
has been or could be asserted by Venezuela or any Taxation Authority in respect of Plan

and Distribution Matters.

In addition, the Plan contemplates a release for any person who, whether prior to, on or
following the Plan Implementation Date, makes a contribution of value acceptable to the
Monitor or approved by the Court (such contribution being a “Contributed Amount”).
Any Contributed Amount shall be distributed amongst Crystallex’s Shareholders on a pro

rata basis based on their respective shareholdings.

Nothing in the Plan discharges or releases: (i) the right to enforce the Monitor’s or
Crystallex’s obligations under the Plan; (ii) Crystallex from or in respect of any
Unaffected Claim or any Claim that is not permitted to be released pursuant to subsection
19(2) of the CCAA; or (iii) any Director or Officer from any D&O Claim that is not
permitted to be released pursuant to subsection 5.1(2) of the CCAA.

Assignment of the Trustee Pre-Filing Fees and Expenses Claim and Entitlement to

Contributed Amount

On the Plan Implementation Date, the Trustee shall assign its rights in respect of the
Trustee Pre-Filing Fees and Expenses Claim in the amount of $5,165,917.39 to
Crystallex’s Shareholders.

Conditions for Implementation of the Plan

In order for the Plan to be approved pursuant to the CCAA, the Plan must be approved by
a majority in number of the Affected Creditor Class representing at least two-thirds in

value of the Allowed Affected Claims of Affected Creditors, in each case present and
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voting in person or by proxy on the resolution approving the Plan at the Meeting. If such
approval is obtained, the Trustee and Noteholder Committee will bring a motion seeking

the Sanction Order.

The implementation of the Plan is conditional upon satisfaction of the following key

conditions:

(a) the Plan shall have been approved by the Required Majority of the Affected

Creditors Class;

(b) the Sanction Order shall have been granted in form and substance satisfactory to

the Trustee and the Noteholder Committee;
(©) the Sanction Order shall have become a Final Order;

(d) the U.S. Bankruptcy Court shall have granted an Order recognizing and giving
effect to the Sanction Order, in form and substance acceptable to the Noteholder

Committee in its sole discretion, and it shall have become a Final Order;

(e) the Noteholder Committee shall be satisfied in its sole discretion with respect to

the Reserves and the Aggregate Reserve Amount;

® the Additional Plan Consideration shall be in an amount acceptable to the

Noteholder Committee; and

(2) all agreements or documents in respect of the Plan shall have been executed and

be in form and substance acceptable to the Noteholder Committee.

With the exception of the conditions specified in (a) and (b), above, which cannot be
waived by any person, the Noteholder Committee may, in its sole discretion, waive the

fulfilment or satisfaction of the conditions to the implementation of the Plan.

Reservation of Rights

By its terms, nothing in the Meeting Order has the effect of determining: (a) whether the
Plan complies with the CCAA; (b) whether any aspect or term of the Plan is fair and
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reasonable, or (c) the validity or quantum of any claims. Moreover, nothing in the
Meeting Order prejudices the entitlement of any party to oppose a motion for sanction of

the Plan.

Illustrative Waterfalls

Exhibit “I” sets forth illustrative Waterfalls of distributions to stakeholders based on
estimated amounts of Arbitration Proceeds available for distribution, including amounts

that would be distributed to Affected Creditors pursuant to the Plan.

As noted above, I believe that the Plan is consistent with the Standstill Order, including

the Waterfall Provision as incorporated therein.

CONCLUSION

At the outset of this case, Crystallex justified its request for a stay of proceedings by
arguing that a material recovery for creditors could only result from Crystallex
successfully pursuing its arbitration claim against Venezuela, and emphasizing its
intention to pay its creditors in full, including interest and a premium, were it to achieve

that objective.

Some seven years later, Crystallex has finally managed to recover nearly $500 million of
Arbitration Proceeds from Venezuela. Despite this significant recovery, and despite its
prior statements to this Court and the terms of the Standstill Order requiring it to
distribute Arbitration Proceeds to Noteholders, Crystallex has taken no steps to pay

amounts owing to its creditors.

In the circumstances, I believe it is appropriate for the Court to approve the filing of the
proposed Plan and order a meeting of creditors to consider and vote on the Plan as a
means of progressing this case for the benefit of all stakeholders, including the
Noteholders and Crystallex’s other pre-filing creditors who have been waiting more than

seven years to be repaid amounts due and owing to them.
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NOTICE TO READER

The purpose of Ravensource’s Management’s Letter to Unitholders is to impart information and analysis to
Ravensource’s unitholders to allow a thorough understanding of their investment. This letter is a
supplemental report to be read alongside the financial statements, Management Report on Fund
Performance (“MRFP”), Annual Information Form (“AlF”) and the Independent Review Committee (“IRC”)
report. You can get a copy of the aforementioned documents along with the Fund’s proxy voting policies
and procedures, proxy voting disclosure record, at your request, and at no cost, by calling (416) 250-2845,
by writing to us at Stornoway Portfolio Management 30 St. Clair Avenue West, Suite 901, Toronto, ON M4V
3A1, by visiting our website at www.ravensource.ca, or the SEDAR website at www.sedar.com.

A Note on Forward-Looking Statements

This document may contain forward-looking statements relating to anticipated future events, results,
performance, decisions, circumstances, opportunities, risks or other matters. Forward-looking statements are
statements that are predictive in nature requiring us to make assumptions and are subject to inherent risks
and uncertainties. Our predictions and other forward-looking statements may not prove to be accurate, or a
number of factors could cause actual events, results, performance, etc. to differ materially from the targets,
expectations, estimates or intentions. These factors could include market and general economic conditions,
regulatory and statutory developments, the effects of competition in the geographic and business areas in
which the fund may invest, and the risks detailed in the fund’s Annual Information Form. Forward-looking
statements are not guarantees of future performance. For these reasons, it is important that readers do not
place undue reliance on our forward-looking statements and should be aware that the Fund may not update
any forward-looking statements whether as a result of new information, future events or otherwise.

About the Ravensource Fund

The Ravensource Fund is a closed-end investment trust whose units trade on the TSX under the symbol RAV.UN.
The principal objective of Ravensource is to achieve absolute long-term returns through investing in out-of-favor
and deep-value North American securities. Ravensource’s investments fall primarily in three categories:

1. High Yielding Securities: investing in corporate debt, income fund units, or other securities that
produce a sustainable high level of income for the underlying credit risk.

2. Distressed Securities: investing in corporate debt, creditor claims and/or equity securities of
companies which are in, perceived to be in, or emerging from financial distress at a value materially
different from what we believe to be the underlying fundamental value of the securities.

3. Special Situations Equities: investing primarily in Canadian and U.S. small and mid-cap equities that
are not only attractively valued but also with catalysts to unlock value.

About Stornoway Portfolio Management (“Stornoway”)

Stornoway was appointed the Fund’s Investment Manager on July 1, 2008 to execute Ravensource’s
investment strategy. Stornoway is a Toronto-based, employee-owned investment management firm focused
on investing in distressed securities and other out of favor investment opportunities that withstand a
thorough and disciplined analytical rigor prior to investing. The Stornoway Team is comprised of Brandon
Moyse, Daniel Metrikin and Scott Reid on the investment side while Mahesh Shanmugam manages our
operations and compliance duties. Our bios and our approach to investing can be found on the Ravensource
website. In addition to Ravensource, Stornoway manages the Stornoway Recovery Fund LP, a limited
partnership that invests in opportunities that arise from companies that are in or near financial distress.

Past investment performance by the Ravensource Fund is not indicative of future results and there cannot
be any assurances that its investment objectives will be achieved. This letter is not a solicitation to invest.
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MANAGEMENT’S LETTER TO UNITHOLDERS
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(1) Based on net asset value per unit, assuming all distributions are reinvested in units at net asset value.

Dear Fellow Investors,

We are pleased to report that Ravensource Fund’s (“Ravensource” or “the Fund”) net asset value
(“NAV”) per unit increased by 7.9% over the six months ended June 30, 2018 after factoring in the
receipt of distributions.

2017 was a building block year for Ravensource in that we established more investments than at any
equivalent period since we commenced managing the Fund in July 2008. While we uncovered a
number of very compelling opportunities, admittedly, they generated little in the way of an
immediate increase in the value of your Ravensource investment in 2017.

Over the first half of 2018, we have begun to see some of the fruits of those seeds planted in 2017 and
in periods prior. Our investment philosophy extends beyond simply uncovering new investments and
deciding when to buy or sell them like most mutual funds. Rather, we are actively involved with many
of our underlying investee companies — often as a member of their board of directors or creditor
committees — to help protect, create and capture the value that we recognized at the time of our
investment. Many of these active investments contributed strongly to 2018’s performance. However,
we guide you to be patient with your Ravensource investment as our contrarian approach takes time
—in most cases several years —and resolve to generate results on our portfolio of out-of-favor securities.

Our goal for this letter is simple: report to you in a frank and open way about the philosophy and
approach that guides our investment decisions; the rationale for and changes in Ravensource’s
investments; the performance of the investments over the reporting period; and some of the risks to
which Ravensource is exposed. We do so to help you better understand your Ravensource investment.

-1-



503

Investment Performance

The investments that have made the most significant contributions — positively and negatively — to
Ravensource’s performance in the first half of 2018 are found in the table below:

Impact on
Investment Fund®
Specialty Foods Group 6.3%
Genworth Financial Inc. 2.8%
Crystallex International Corp. 9.375% due December 30, 2011 2.7%
Firm Capital American Realty Partners Corp. 0.7%
Spanish Broadcasting System Inc. 0.6%
Supremex Inc. (0.8%)
GXI Acquisition Corp. (1.8%)
Other ? 0.0%
Pre-expense / Incentive Fee Investment Return 10.5%

Y Increase in NAV due to investment's total return for the period
2 Includes other asset investment returns

We would like to review some of these investments:

Specialty Foods Group (“SFG”)

SFG is a leading independent U.S. producer and marketer of premium branded and private-label
processed meat products such as franks, hams, bacon, and luncheon meats through its operating
facility based in Owensboro, Kentucky. We invested in SFG to allow the company to avert
bankruptcy in June 2006. Shortly after our investment, | joined SFG’s board of directors and worked
hard with the other board members and new management team to stabilize and strengthen the
company to enable it to again prosper.

Since our investment, the company converted its debt to equity, sold unprofitable subsidiaries,
harvested the cash flow from its Nathan’s Famous business, and built its Kentucky Legend brand
into the #1 (and #1 tasting) smoked ham and turkey in the US. Not only are we very proud of these
achievements, but we also profited handsomely from them. With SFG successfully restructured, its
operations revitalized, and transactions in the food processing sector occurring at historically high
valuations, it is a great time to sell our treasured investment.

Typical of our hands-on approach to investing, once the decision was made to put SFG up for sale,
Brandon, Daniel, and myself became actively involved in readying it for market. We were a core
part of the team that selected the investment banker; helped craft the marketing materials to best
highlight the SFG opportunity; and coached the SFG team for the management presentations to
interested buyers. In addition, SFG’s Board, of which | am a member, accelerated a number of
valuation creation projects to ensure the existing shareholders would be the beneficiaries.

By the end of June, multiple potential acquirers firmed up their interest in SFG, making the path to
monetizing our investment more defined and tangible. In determining the market value of our SFG

-2-
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investment, the Fund’s third-party valuator applied an appropriate discount to these expressions
of interest. As a result, the carrying value of our SFG position was increased as of June 30, 2018,
making it the largest contributor to Ravensource’s 2018 performance to date, and is likely to
increase further in the event SFG is indeed sold.

Genworth Financial Inc. (“Genworth”)

Genworth is a publicly listed (NYSE: GNW) U.S.-based company focused on the long-term care,
mortgage, and traditional life insurance markets. In October 2016, the company agreed to be
acquired by China Oceanwide Holdings (“China Oceanwide™) for $5.43 per share. However, the
stock has since traded at a large discount to the acquisition price reflecting concerns the deal will not
close. We purchased most of our position in February 2017 below $3.75 per share. Our investment
thesis was based on earning a 45% return if the transaction closes as advertised and our analysis
that Genworth’s mortgage insurance operations alone exceeds our purchase price if it doesn’t.

On June 9, the single biggest regulatory roadblock was removed as the Committee on Foreign
Investment in the United States (“CFIUS”) gave its approval to the China Oceanwide transaction.
Genworth’s stock jumped on the announcement from the high $3s to close at $4.50 by June 30, 2018.
While our Genworth position generated an attractive return for the Fund in the period, the
remaining $0.93 discount to the China Oceanwide acquisition price reflects the market’s doubt the
transaction will close.

Contrary to the market’s assessment, we believe the deal will close as the remaining regulatory
approvals should be routine and the CFIUS approval takes the decision out of Trump’s hands.
Ravensource will profit handsomely if the transaction is consummated, generating a further 21%
return on our investment from Genworth’s June 30, 2018, closing share price. In the event the
transaction does not close, we believe the intrinsic value of Genworth’s underlying businesses
provides us with significant downside protection.

Crystallex International Corp. (“‘Crystallex’)

Ravensource has a significant investment in Crystallex’s 9.375% Senior Notes. We receive more
calls from Ravensource investors on this investment than all others combined. Investors generally
see Venezuela and panic or are willing to sell at any price. However, most of our investments —
debt of bankrupt companies, for example — are counter-intuitive to most investors. Our contrarian
approach emphasizes analytical rigor over emotion, providing us with the conviction necessary to
pick up bargains that provide an attractive return if our analysis is correct and a margin-of-safety
that helps protects us when we are wrong. Crystallex is a perfect example.

As a synopsis of our investment thesis, Venezuela owes Crystallex approximately U$1.5bn from an
International Centre for Settlement of Investment Disputes damages award (the “ICSID Award”).
In turn, Crystallex owes its debtor-in-possession lenders approximately U$120mm and its other
class of creditors — of which the Senior Notes comprise more than 95% — over U$250mm. As long
as Crystallex receives at least U$370mm, or just 25% of the amount it is owed, the Senior Notes will
receive up to $240 for each $100 of par value of bonds. Under that scenario, Ravensource would
earn a return in excess of 200% over and above the June 30t, 2018, market price of the Senior Notes.

-3-
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In November 2017, Crystallex and Venezuela entered into a settlement agreement (the “Settlement
Agreement”) whereby Venezuela is required to make a series of payments to Crystallex while
Crystallex is required to stand down on its legal actions to collect the ICSID Award. After paying
Crystallex US$43 million, Venezuela stopped making payments to Crystallex in April 2018,
releasing Crystallex to go after Venezuela’s assets.

The magic of an ICSID Award is its enforceability outside of Venezuela with the right to seize assets
in the event of non-payment. Venezuela has significant assets in the U.S. and other jurisdictions
that recognize ICSID judgments. Citgo Petroleum Corporation (“CITGO”) — Venezuela’s U.S.-
based refiner, transporter and marketer of transportation fuels, petrochemicals and other industrial
products — alone should be more than sufficient to fully repay the Senior Notes with plenty of
leftovers. With CITGO now firmly in Crystallex’s sights, a tipping point is potentially on the
horizon that could have an extraordinary positive impact on the value of our Senior Note
investment. We remain optimistic of the prospects on this truly esoteric investment.

Firm Capital American Realty Partners Corp. (“FCA”)

FCA is a publicly listed Canadian company (TSXV: FCA.U) focused on partnership investing in
U.S. income-producing, multi-family residential real estate properties. Most real estate companies
are ‘me-too’ ventures clipping coupons from steady-state properties, leaving investors exposed to
interest rate increases and providing little upside from asset-related value appreciation. In contrast,
FCA seeks to create shareholder value by partnering in projects alongside local operators and
implementing initiatives to enhance a project’s cash flow and boost its market value.

Our investment in FCA’s shares follows the tried and true Stornoway strategy: capitalizing on the
bargain basement prices that arise when investors panic from a corporate crisis while partnering
with management teams with the expertise to turn the company around. We invested in FCA out
of the embers of a tiny, terribly managed company called Delavaco, a failed attempt to exploit the
US real estate crash in 2008. Through the firm hand and vision of Eli Dadouch and his team at Firm
Capital Corporation, supported by capital injections from Ravensource and others, Delavaco
emerged from this turmoil as a strong FCA. In July 2016, | joined FCA’s Board of Directors.

Since our investment, Eli and his team’s achievements have been extraordinary as they established
a disciplined infrastructure; de-risked FCA’s balance sheet; and pivoted the portfolio away from
Delavaco’s single-family homes in challenging neighbourhoods to invest in multi-family buildings
in improving areas. These initiatives have materially increased the company’s cash flow and
intrinsic value. While we realize it will take time and sustained results for the market to recognize
— and pay for — what the FCA team has accomplished, we remain very optimistic on the continued
appreciation of FCA’s book value and share price.

Spanish Broadcasting System, Inc. (“*Spanish Broadcasting’)

Spanish Broadcasting is a publicly listed (OTC: SBSAA) U.S.-based national broadcaster of
Hispanic-centered entertainment, primarily operating a network of radio stations in major cities in
the US including the #1 rated Spanish language radio station in America. In June 2017, Ravensource
invested in Spanish Broadcasting’s Series B Preferred Shares. Our investment thesis is that the
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company’s radio assets are indeed very valuable but are wrapped within a morass of issues that
weaken the company and inhibit it from capitalizing on the opportunities in front of them. If these
issues are resolved - likely through a financial restructuring — we believe that the market value of
the company and our preferred shares along with it will go up. If it was only that simple.

At the heart of the issues lies Spanish Broadcasting’s tangled capital structure whereby divergent
interests among the three key stakeholders dominate the state of play:

e At the top of the food chain are the Secured Notes which the company failed to repay on
their April 2017 maturity date. In normal circumstances, the Secured Noteholders would
demand repayment and the company would file for Chapter 11 / insolvency protection if
this requirement is not met. To avoid the inevitable loss of shareholder control that would
follow, the company is renting the Secured Noteholders’ inaction by making what we
believe are illicit 12.5% interest payments that are well-above the market rate. These
payments are akin to ‘blood money’ as they milk the company of its free cash flow and exist
only to allow the shareholders to remain in power. However, the Secured Noteholders will
eventually demand their money back.

o Next in line, the Preferred Shareholders’ objective is to normalize the capital structure and
properly align the true economic ownership with the command and control of the company.
In doing so, the company would be able to secure long-term debt from traditional sources,
thereby increasing its free cash flow and putting it in a position of strength to capitalize on
commercial opportunities it cannot presently take advantage of. This can be achieved by a
consensual or contested restructuring.

e At the bottom lie the shareholders. The company’s CEO and son of the founder owns the
preponderance of the economic and voting interest in the out-of-the-money common shares.
In a typical restructuring, the shareholders would likely be wiped out as we believe the
value of the company is less than the amounts owed to the Secured Notes and Preferred
Shares that rank ahead of the equity. He is likely fiercely opposed to a restructuring as
through it he will potentially lose his economic stake and possibly his lucrative annual
compensation that currently exceeds the entire market value of the company’s shares. It
should be no surprise that his efforts are focused on maintaining the status quo.

We are cognizant that achieving an appropriate restructuring is challenging and will mean nothing
if the economic value of our investment is in doubt. Operationally, Spanish Broadcasting continues
to perform well, reporting a 50% year-over-year increase in Adjusted EBITDA in the first half of
2018. As we were able to purchase our preferred share position at a meaningful discount to its
intrinsic value compounded by the company’s strong operating performance, we remain highly
confident in ultimately profiting from the value lying dormant in the preferred shares.

GXI Acquisition Corp. (“GXI)

GXl is a Canadian private company that was formed in September 2016 to purchase Guestlogix Inc.
(“Guestlogix”) out of insolvency. Guestlogix, a former public company headquartered in Toronto,
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provides point-of-sale platforms specifically engineered to drive ancillary revenue for the airline
industry while enhancing the on-board experience for their passengers. Ravensource’s partners in
GXI are the Stornoway Recovery Fund LP along with two successful investors who have proven
track records of leading and investing in growth-oriented technology and consumer companies.

Our experience to date with GXI is typical for Stornoway in that the path to creating value on our
investments is rarely smooth. While we successfully implemented the restructuring plan to
stabilize the business, the revitalization phase since then is taking longer and has proven to be more
challenging. Although Guestlogix has retained the bulk of its clients, others have left, partially due
to a hangover from its bout with insolvency. It is rare that a company comes out of insolvency
protection unscathed. We admittedly also made mistakes, the largest being our choice of CEO
which we cured by parting ways with him in March. Accordingly, the third-party valuator reduced
the carrying value of our GXI investment.

To counter these headwinds, the Guestlogix team has upped their game by evolving its core
platform to recapture market-leading status. It is also launching a passenger mobile application
with the potential to transform the air travel experience for travelers in a very meaningful way,
which greatly expands the market opportunity beyond our initial thesis. Early indications are very
encouraging as the company has begun to sign up new customers. We remain cautiously optimistic
that we will be ultimately rewarded on our investment.

Relative Performance

The Fund’s objective is to produce significant long-term returns for its investors regardless of
market conditions. This is called “absolute” performance and the first part of this letter outlined
the Fund’s investments that have contributed to — or detracted from — attaining this objective.

While generating attractive, long-term results is our mission, we realize that you will likely want
to measure our performance relative to other investment vehicles or benchmarks. To help facilitate
this process, we have identified several indices — see Appendix 1 for their descriptions — that we
believe are appropriate in assessing Ravensource’s “relative” performance. Unfortunately, given
the truly idiosyncratic nature of the Fund’s investment strategy, we have not uncovered an index
that sufficiently resembles the Fund to the degree it should be considered / used as a benchmark.

The table below outlines the historical performance of Ravensource and the various indices. Please
note that all returns are calculated on a total return basis and only reflect the Fund’s performance
since Stornoway became Ravensource’s Investment Manager in July 2008.

Return Since July 1,2018

As at June 30, 2018 YTD 2018 @ 1Year  3Years 5 Years Annual Total®
Ravensource Fund NAV @ 7.9% 14.8% 8.4% 8.8% 9.3% 143.2%
S&P/TSX Composite Total Return Index 1.9% 10.4% 7.0% 9.2% 4.2% 51.5%
S&P/TSX Small Cap Total Return Index (1.7%) 5.4% 6.3% 6.5% 2.3% 25.0%
ICE BofAML US High Yield Index © 4.5% 3.9% 7.3% 10.3% 10.8% 178.5%
Credit Suisse Distressed Hedge Fund Index @ 5.4% 5.5% 4.7% 8.4% 6.7% 91.9%

(1) Based on net asset value per unit, assuming all distributions are reinvested in units at net asset value.
(2) Un-annualized return
(3) Translated into Canadian dollars
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As seen in the table above our absolute returns in the first half of 2018 outperformed all of the indices
we use to measure the Fund’s relative performance.

While the Fund’s short-term results are encouraging, we believe that investment performance is
more appropriately judged over a longer time horizon as it reveals whether the investment process
is repeatable and how it weathers the ups and the downs of the market. In addition, that approach
is consistent with our objective to create long term capital appreciation for our investors and the 2-
to 4-year period it typically takes the market to recognize the value we did at the time of investment.

For periods exceeding one year, Ravensource’s performance remains at or close to the top of the
table. Since Stornoway began managing Ravensource in July 2008, the Fund’s NAV per unit has
increased by 143.2% in total and 9.3% on an annualized basis, including re-invested distributions. By
comparison, the S&P/TSX Composite Total Return Index has increased by 51.5% in total / 4.2%
annualized over the same time period.

Fund Liquidity and Investment Activity

Liquidity

Starting 2018 with 6% of the Fund’s net assets in net cash, our liquidity grew to 13% by June 30,
2018, as investment divestitures outpaced purchases and other cash uses. The purpose of reporting
the Fund’s net cash position is to quantify the gunpowder the Fund can deploy to either
opportunistically add to our existing positions or to establish new ones. In addition, the change in
net cash can be viewed as a barometer of our investment activities in that it will capture whether
the Fund is a net buyer or seller during the period.

The sources and uses of the Fund’s net cash during the period are outlined below:

Amount  perUnit % of NAV®

Sources
Investment Divestitures 3,403,796 2.03 12.7%
Foreign Exchange on Cash (173,642) (0.10) (0.6%)
Dividends and Interest 279,299 0.17 1.0%
Total 3,509,453 2.10 13.1%
Uses
Investment Purchases 741,085 0.44 2.8%
Expenses 635,216 0.38 2.4%
Distributions to Unitholders 250,931 0.15 0.9%
Total 1,627,232 0.97 6.1%
Change in Net Cash 1,882,221 113 7.0%

(1) % of June 30, 2018 NAV

Investment Purchases

During the first half of 2018, we made add-on purchases to our ownership of Flow Capital Corp.
debentures while establishing a new position in another part of Spanish Broadcasting System Inc.’s
capital structure.



509

Flow Capital Corp. (“Flow Capital™)

In March 2018, Grenville Strategic Royalty Corp. (“Grenville”) announced it had agreed to acquire
LOGIQ Asset Management (“LOGIQ”) via a reverse takeover and rename the entity to Flow
Capital. LOGIQ is a fee-based third-party marketer of investment funds that generates around $2
million of annual cash flow with approximately $4.5 million cash on hand. On the June 5, 2018,
close of the transaction, the credit quality of our existing bond position significantly improved as
the assets backing our bonds now included LOGIQ’s cash and operating business in addition to
Grenville’s royalty portfolio. Given the significant positive developments to our now Flow Senior
Bonds, we were active in the markets increasing our position at a yield in excess of 24%.

Spanish Broadcasting System, Inc. (“‘Spanish Broadcasting™)

During the first half of 2018, we acquired a strategic position in Spanish Broadcasting’s Secured
Notes. Despite being outstanding past their maturity date, the Secured Notes continue to receive
the well-above-market 12.5% interest payments — the aforementioned ‘blood money’ — and are
well-protected by Spanish Broadcasting’s assets and operating cash flow. Investment rationale
aside, the tactical benefit of the Preferred Shareholders owning a significant stake of the Secured
Notes cannot be overstated. In the event that the Preferred Shareholders collectively own in excess
of 25% of the Secured Notes outstanding, they can force the company to come to the negotiating
table or face the consequences of a Chapter 11 filing. Either outcome, we believe, will eventually
result in a properly reorganized company and increase the market value of our preferred shares.

Divestitures
The only divestiture during the period was the sale of our entire position in NAPEC Inc.

NAPEC Inc. (“NAPEC”)

As we wrote in our year-end letter, NAPEC had agreed to be acquired by Oaktree in December
2017 at $1.95 per share. We supported the Oaktree transaction as it met our long-term valuation of
the company; however, the Fund sold its position at $1.94 per share in the open market in the days
prior to the vote rather than tendering into Oaktree’s $1.95 bid. The decision to sell was based on
the desire to eliminate the risk of shareholders voting down Oaktree’s proposal, which could have
caused the shares to fall back down to their $1.25 pre-announcement trading price. Over the
approximate four years that Ravensource owned the position, the NAPEC investment generated a
27% annualized compounded return.

Distributions

Ravensource’s distribution policy is to make semi-annual distributions to unitholders in an amount
to ensure that it does not incur any tax while providing a reasonable yield. Total distributions for
the six months ended June 30, 2018 amounted to $0.15 per unit, equal to December’s distribution
but down from $0.22 in the comparable period in 2017. The annualized yield on Fund units was
2.15% over the first 6 months of 2018 assuming one invested at the closing market price of $14.01
on December 31, 2017.
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Operating Expenses

Ravensource’s operating expenses include investment management fees, trustee fees, TSX listing
fees, interest and borrowing costs, accounting and audit expenses, IRC costs, legal and professional
expenses, transaction costs and other sundry operating expenses. The table below shows how these
expenses reduce the Fund’s gross return on investment to arrive at the Fund’s net investment
return. Please note, operating expenses as expressed below is not to be confused with the
Management Expense Ratio (“MER”). For details regarding the Fund’s MER, please refer to the
Management Report on Fund Performance.

June 30,2018 June 30,2017 YoY Change

Pre-expense / Incentive Fee Investment Return 10.50% 1.30%

Less:
Management, administrative and IR fees 0.35% 0.33% 0.02%
Audit and accounting fees 0.11% 0.10% 0.01%
Legal fees 0.15% 0.18% (0.03%)
Interest expense 0.16% 0.12% 0.04%
Trust administration and transfer agency fees 0.03% 0.04% (0.01%)
Listing fees 0.05% 0.04% 0.01%
Independent review committee fees 0.05% 0.01% 0.04%
Transaction costs 0.08% 0.03% 0.05%
Other operating expenses 0.04% 0.07% (0.03%)
Total Expenses Before Incentive Fee 1.02% 0.92% 0.10%

Pre-Incentive Fee Investment Return 9.48% 0.38%

Less:
Incentive Fee 1.58% 0.00%

Ravensource Fund Net Investment Return 7.90% 0.38%

For the first six months of 2018, Ravensource’s operating expenses, excluding the incentive fee, was
1.02%, slightly higher than the comparable period in 2017. To be consistent with investment
performance, year-to-date expenses have not been annualized. The increase in operating expenses
was primarily the result of a period-over-period increase in security transaction costs (5 basis
points), independent review committee fees (4 basis points) and interest expense (4 basis points),
partially offset by a decrease in legal fees (3 basis points) and other sundry operating expenses (3
basis points).

Incentive Fee

As detailed in the Portfolio Management Agreement, the Investment Manager is entitled to an
incentive fee equal to 20% of the amount by which the net asset value per unit at the end of the
year, adjusted for contributions, distributions, and redemptions during the year, exceeds the net
asset value per unit at the beginning of the year by more than 5%, plus any shortfalls from prior
years (the “Incentive Fee”).
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The Incentive Fee accrued for the six months ended June 30, 2018 amounted to 1.58% of average
net assets, versus nil% for the comparable period in 2017. The increase in incentive fee is somewhat
of a high-class issue for investors as it is a direct result of the increase in value of their investment
in Fund units. This correlation between the Incentive Fee and the Fund’s performance highlights
the alignment of our interests with those of Ravensource’s investors.

Risks

At the time of investment and throughout the period we own a security, we take particular care in
assessing its risk and impact on the portfolio. A key risk management tool is that we purchase
securities at prices substantially below what we have conservatively determined as their intrinsic
value and often become actively involved to ensure that our rights and recoveries are upheld.
However, despite our thorough analysis and involvement, sometimes we are just wrong or the
potential of a given investment does not materialize thus exposing our investors to a loss of capital.

In addition to the risks specific to a particular investment, the Fund is exposed to changes in foreign
exchange rates, interest rates, credit conditions and other economic factors as described in the
Annual Information Form, on the Ravensource website and in the notes attached to our financial
statements. We encourage all investors to carefully read the Fund's financial statements, including
the additional disclosure in the notes to the financial statements, as we do prior to investing.

There has been no change in the Fund’s stated investment strategy or other changes that would
materially affect the risk of investing in Ravensource in 2018. We continue to believe the Fund is
suitable for those investors seeking long-term capital growth, have a long-term investment horizon,
and possess a medium to high risk tolerance to withstand the ups and downs that go along with
investing in out-of-favor securities.

To give you a better understanding of the risks that Ravensource is exposed to, we have broken out
the portfolio by investment strategy, enterprise value, industrial grouping and concentration.

Portfolio Composition
Investment Portfolio by Strategy

Over the first half of 2018, there was a shift in the Fund’s investment portfolio from Special Situation
Equities to Distressed Securities. This was primarily the result of the sale of NAPEC’s common shares
and our deepening position in Spanish Broadcasting. Consistent with prior years, the Fund had no
investments in High Yielding Securities. We do not target specific strategy weightings; rather we select
the most attractive investment opportunities wherever they are found.

By Investment Strategy % of Investment Portfolio
30-Jun-18 31-Dec-17
Special Situation Equities 36.4% 47.9%
Distressed Securities 63.6% 52.1%
High Yielding Securities 0.0% 0.0%
Total 100.0% 100.0%

-10 -
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Investment Portfolio by Industrial Group

By Industrial Group % of
While Ravensource does not specialize in specific industries, Portfolio
our expe_rlenc_e and investment phlloso;_)hy Iea_d usto fOCl-.IS (?n Food & Beverage 9.6%
companies with hard assets. We like to invest in companiesin ., ... 19.4%
which we understand the products/services they offer and \jetals & Mining 15.7%
more importantly have a strong grasp of the business model Real Estate 15.6%
and its tangible asset value. Thus, it should not come as a Media & Publishing 13.2%
surprise to see more traditional industries favored in our Energy 3.4%
portfolio, which is more of an outcome of our investment Technology 3.1%
process than a pre-ordained allocation. Further, our emphasis Retail 2.6%
on an investment’s margin of safety generally results in Industrial 2.5%
avoiding the more sensitive sectors of the economy.
Total 100%

Concentration

We believe that the most effective method to reduce/manage risk is to know your investments
inside and out. Thus, one of the Fund’s biggest investments is the time it takes the team to uncover,
protect and maximize the value of our investments, which means Ravensource may be a more
concentrated portfolio than other investment funds. As of June 30, 2018, the Fund had seven
investments exceeding 5% of NAV. Excluding cash, the top 10 investments ranked by market value
represented 72.3% of NAV as of June 30, 2018. We expect that the Fund will continue to maintain
its exposure in positions that we know the best and where we hold the strongest convictions.

Skin-in-the-Game

The Stornoway Team is passionate about the approach and philosophy that drives our investment
decisions, our active involvement in the companies we invest in, and the steps we take to reduce
risk and generate investment returns. One of our core tenets is that we treat our fellow investors as
partners. We firmly believe that an investment manager should have “skin in the game”, sharing
in the risk and reward of our decisions alongside other investors. Each member of the Stornoway
Team has a substantial personal investment in Ravensource and as of June 30, 2018, | owned
approximately 9.9% of the total units of Ravensource outstanding. In short, we eat our own
cooking.

Concluding Remarks

The first half of 2018 was a very productive period: we readied SFG for market; ramped up the
turnaround of GXI; participated in the revitalization of Firm Capital America; and helped craft the
strategy to restructure Spanish Broadcasting. Some of these initiatives generated tangible results
this period, while others are a work-in-progress with expected rewards on the come.

Looking forward, our portfolio represents a healthy balance of investments diversified across the
investment lifecycle. We have newer positions that are net consumers of both financial and
intellectual capital; mid-stream companies that have been stabilized and are ready to prosper; and
mature investments that we expect to be crystallized in the near future, providing us fresh capital
to sow and begin the process anew.

-11 -
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In writing this review, we wrestle with the twin objectives of being thorough yet succinct. We
recognize that despite our effort to cut to the essentials, there remains a lot of information to digest.
As always, we are available via phone and/or in person to discuss your investment further. Please
don’t hesitate to contact us. We always look forward to hearing from unitholders and enjoy
discussing our investments and strategy with you.

On behalf of Brandon, Daniel, Mahesh and myself, we greatly appreciate the partnership, trust and
long-term perspective of our fellow investors, aka you. We are dedicated to protecting and growing
your capital for years to come.

We are appreciative of your partnership and trust.

August 2018

B o o il

Scott Reid

President and Chief Investment Officer
Stornoway Portfolio Management Inc.
Investment Manager of the Ravensource Fund
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Appendix 1 - Ravensource’s Use of Comparable Indices

Given the idiosyncratic nature of the Fund’s investment strategy, the Investment Manager does not believe
there is an index that sufficiently resembles the Fund to the degree it should be considered or used as a
“benchmark”. However, the Investment Manager provides historical performance data for several indices in
addition to the results of the Fund for comparison purposes. The Investment Manager has chosen indices
that it believes are relevant to the investment mandate of the Fund and / or to capital markets in general.
However, while each of these indices overlap with certain aspects of the Fund’s mandate, none of them share
significant similarities with the Fund’s investment portfolio:

e The S&P/TSX Composite Total Return Index (“S&P/TSX”) is the principal broad-based measure
commonly accepted by investors to measure the performance of Canadian equity markets. The
S&P/TSX is a relevant index for comparison purposes as the Fund’s investment portfolio contains
Canadian equity investments and the Fund’s debt investments are frequently converted into equity
securities as part of the restructuring process. However, the performance of the S&P/TSX will vary
greatly from the Fund as its investment portfolio is primarily comprised of securities that are not
included in the S&P/TSX.

e The S&P/TSX Small Cap Total Return Index (“TSX Small Cap”) tracks the performance of the
Canadian small cap equity market. The TSX Small Cap is a relevant index for comparison purposes
as the Fund invests in Canadian small cap companies that are attractively valued with catalysts to
unlock value. However, the performance of the TSX Small Cap will vary greatly from the Fund as its
investment portfolio is primarily comprised of securities that are not included in the TSX Small Cap.

e The ICE BofAML US High Yield Index (“BAMLHY”) tracks the performance of USD-denominated,
sub-investment grade rated corporate debt. BAMLHY is a relevant index for comparison purposes
as the Fund invests in corporate debt securities that are rated below investment grade. However, the
Fund’s investment portfolio also includes defaulted debt and equity securities which are not
included in the BAMLHY and thus the Fund’s performance may vary greatly from BAMLHY.

e The Credit Suisse Distressed Hedge Fund Index (“CSDHFI) tracks the aggregate performance of
investment funds that focus on investing in companies that are subject to financial or operational
distress or bankruptcy proceedings. The CSDHFI is a relevant index for comparison purposes as the
Fund’s investment mandate broadly overlaps that of the funds that make up the CSDHFI. However,
it is likely that the composition of the Fund’s investment portfolio is unique from these peers and
thus the Fund’s performance may vary greatly from the CSDHFI.

As the Fund makes idiosyncratic investments in securities which are overlooked by the capital markets, the
Fund’s investment portfolio contains investments that are not likely included in any of the above indices and
thus an investment in the Fund should not be considered a substitute or proxy for the underlying index. For
the reasons stated above, these indices should not be considered a benchmark for the Fund and there can be
no assurance that any historical correlation or relationship will continue in the future. As the CSDHFI and
BAMLHY indices are reported in USD while the Fund reports in CAD, the Manager translates the CSDHFI
and BAMLHY into CAD using the prevailing foreign exchange rate as of the date of each observation.

-13-
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KPMG LLP Telephoe  {418) TT7-8500
Bay Adalaide Cantre Fax {41E) TTT-BB18
333 By Stroet Sulte 4600 Irzprnan WA MR £
Taronds OM MSH 285

Cansda

INDEPENDENT AUDITORS' REPORT
To the Unitholders of Ravensource Fund

We have audited the accompanying financial statoments of Ravensource Fund, which comprise the

stalements of financial position as al December 31, 2014, Decamber 31, 2013 and January 1, 2043,

the statements of comprehensive income, changes in nel assets aftributable to holders of

redeemable units and cash flows for the years endad Decamber 31, 2014 and Decamber 31, 2013,

:r;d nuﬁus comprising a summary of skgnificant accounting policics and other cxplanatory
Qa0

Managemenl's Responsibilily for the Finencial Statements

Managament is reaponaible for the preparation and fair presantation of thase financial statementa in
accordance with International Financial Reporling Standards, and for such inlermal conbrol as
managameant datarminas ia nacasaary to anable the praparation of financial statemants that are frea
from material misstatement, whether due to fraud or error.

Auditors” Responsibility
Dur respongibility ia o express an opinion on these financial siatements haszed on our acdits, We
conducted our audits in accordance with Canadian generally accepted auditing standards. Those

standards require thal we comply with ethical requiremants and plan and parform the audit to obtain
regsonable assurance aboul whether the financial slatements are free from materal misstalement.

An audil involves performing procoduncs to obtain audit cvidence about the amounts and disclosuros
in the financial statements. The procedures selected depend on our judgment, including the
assessment of the rnsks of matonal misstatement of the financial statemaonts, whother due 10 fraud or
e@mor.  In making those risk assessmenis, we consider internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effactiveness of the entity's intemal control. An audit also includes evaluating the appropriateneas of
accounting policies used and the reasonableness of accounting estimates made by management, as
well a5 evaluating the overall presentation of the financial statements.

Wea believe that the awdil evidence we have oblained in our audits s sufficlent and approprate to
provide a basls for our audit oplnkon.

Opindan

In our opinion, he inancial statements present Tairly, i all matedal respects, the linancial posiion of
Rovensource Fund o at Decomber 31, 2014, Docember 31, 2013 and January 1, 2013, and Hs
financial performance and ils cash Mows Tor the years ended December 31, 2044 and Decamber 31,
2013 in accordanca with Intermational Financial Reporting Standands.

Kims ¥
iy

Chartered Professional Accountants, Licensed Public Accountants

March 3, 2015
Toronto, Canada

MM LU i Tlaraedanr, i bl pcdodrihog ared o omegeniagt Firm o o MPMI
ratwork of irdepandai r_hr:'r-mhlﬂ HI*) irinrmational Gocpamiiea
[P Irdamilcradl™ |, o Dl ¥

KIA0 Caracis provides services T HMag L1
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Statements of Financial Pagifion

December 31, 2014, Decamber 31, 2013 and January 1, 2013

520

Decamber 31, December 31 January 1,
2014 2013 2013
Assets
Cash and cash equivalants £ 44306583 §F BTN £ 542838
Financial assats alt fair valua through
profit o lnas (cost - 545 0094 260:
Dhecamber 31, 2043 - 313, 166, 64d;
January 1, 2013 - $12 885 685) (note 3(a) and (b)) 16,217,213 13,500 810 11,064, 794
Financial sssets held for treding (cost - nil;
Decombor 31, 2013 - $271.967;
January 1, 2073 - 8271 567} (nole 3(a) and (b)) 2340 2,04, 133 THEER
interast and dividanda recaivahla 82271 53 6BE 40,892
70,741 487 22 B89 ROA 18,547 337
Liabilities
Accounts peyeble and acoued liabililies 80,253 Sl AR 68,743
Mansgement and sdministatve fees payable
(naoto 4(b) and (o] 31,326 44 227 -
Incanthi foos payablo (noto 4(d)) 10038 HY1 HEE 131117
104,616 a0 3561 187 860
Met assats altributable to holders of
radeamabla units § 20,630,876 £ 21,890,457 £ 18344477
Number of redeemable units outstanding (note &) 1.676.270 1,700.47T0 1, 700470
Mei sssets atbributable to holders of
redosmablo units por unit (noto 6} 5 1231 £ 12.88 £ 10.79

Ses accompanying noles io financial statermants

Approved on behalf of the Trust: 3

s

: Investment Manager
Stomowny Portlolio Monogomaont Ino




RAVENSOURCE FUND

Slalements of Comprehensive Income

Years ended December 31, 2014 and 2013
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2014 2013
Incoma:
Interast income for distribution purposes $ 38597 $ 309626
Dividands and incoma trust dizslribulions 270,584 234317
836 585 543,843
Mat changes in fair value on financial assels at
fair value through profit or loss (note 11);
Mat realized gain on financial assets, including
foreign exchange adjusiments 773,994 1,632,007
Met change in unreslized gain {loss) on financial gssets {1.477.028) 3,006,941
{703.034) 4,638,948
(66.469) 5,182,801
Expanses:
Management fees (nola 4({b}) 170,232 147,876
Administrativa feas {note diz)) 91,663 79,6265
Impaci of management and
adminisirative fee reductions {note 4(a)} {116,703 {103,960
Incentive fee {nate 4{d}} 11,343 891,886
Invesiar relations fees (nate 4{e}) 13,560 13,560
Legal lees 31,652 76,237
Accounling fees 24 408 21,696
Trust adminisiration and ransfer agency fees 23,504 23,612
Audit fees 23220 23,205
Listing fees 19197 19,825
Chher expenses 14 914 12,374
Independer, review committee lees 7,600 7,600
Trangaclion casls 21,166 &,161
336,081 1,219,798
Increase {decrease) in net assets atiributable to
haolders of redeernable units % (4025680} $ 3,9630083
Average number of units outstanding 1,884 054 1,700,470
Increase (degrease) in net assets atiributable to
haolders of redeemable units per unit 5 {0.24) $ 2.33

See accompanying nofes o financial slatements.
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Slalements of Changes in Nel Assels Altribulable o Holders of Redeemable Units

Years ended December 31, 2014 and 2013
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2014 2013
Mat agsals atribulable 1o holders of
radeemabla units, beginning of year $ 21899457 $ 18,34.477
Increase (decrease) in nat assats atinbulable to
holders of radeamable unils {402,560) 3,963,003
Capital iransactions;
Units tendered for redemption {note S(c)} {350.510) {948,945)
Recirculzlion of unils tendered for redemption (noda 5{c)) - 948,945
Dislribulions ko holders of redesmable units {nola Sid)) {506.511) {408,113
{857.021) {408,113}
Mat agsals atribulable 1o holders of
radeemabla unils, end of year $ 20,630,876 $ 21,893,457

See accompanying noles to financial slatements.
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Slalements of Cash Flows

Years ended December 31, 2014 and 2013
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2014 2013
Cash flow from oparaling aclivilias:
Increase (decrease) in nat assets atinbulable to
holders of radeemabla unils $  {(402560) $ 3,963,093
Adjustments for non-cash items:
Met raalized gain on investment transaclions {773.954) {1,.632,007)
Changa in unraalized appreciation {depraciation)
in valua of investmants 1477028 (3,006,941}
Changa in non-cash balancas,
Increase in interast and dividends receivable (28.585) {12,734)
Increase {(decrease) in accounis payable and
accrued liabilities 6,015 {12,505)
Increase (decreasa) in incenlive, managament and
administrative fees payable {854 750) 804,995
Proceeds from sale of investments 6,539,145 4,268,826
Purchase of investments {7 418 666) {2,969 638)
Met cash flow from {used in} operating activities {1,487 367) 1,393,030
Cash flow from financing aclivities:
Redemptions of redeemable units {350.510) -
Distributions paid {o holders of redeemable units,
net of reinvested distribufions {508,511} 408,113
Net cash flow used in fingncing activities {857 021) (408,113
Increase {decrease) in cash and cash equivalents f2,254,388) 984 917
Foreign exchange gain on cash 22,292 44 026
Cash and cash equivalents, beginning of year 6,771,779 5,742,836
Cash and cash equivalents, end of year $ 4435683 $ 6,771,779
Supplemental information:
Interast received 5 411,386 3 313,750
Dividends recaived 263,762 242 988

See accompanying noles o financial slatements.
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Schedule of Investmerds

Decamber 21, 2014

524

Fair value
Mumbser of Average Fair % of
gharasfunils Invegtrents, owned cost valug  net assals

Canadian equities:
47,700 Canwel Holdings Corp. $ 341,089 282 881 1.37
228100 Chinook Energy Inc. 478,156 287 406 1.39
1,000 Cryslallex Intemational Gorp. 80 82 -
40,000 Fiera Capital Corp. 173,300 504 400 2.44
140,375 Glacier Madia Inc. 358 589 210,583 1.02
21,100 GVIC Comm - Class B 17,081 & 330 (.03
22,500 GVIC Comm - Class C 18,045 5 625 (.03
8,800 Indigo Boaks & Music Inc. 44 675 103,400 Q.50
240,000 Kicking Horae Energy Inc. 583,880 751,200 3.64
2,352 500 Malior Resources Inc. 270,585 211,725 1.03
1,000,000 NAFPEC Inc. 881,250 880,000 4.3
653,000 Morhem Fronliar Corp. 1,187.0¥1 248 900 1.21
58,400 NuYists Enargy Lid. 312,183 428,072 2.07
100,000 Owivo Inec, 278,500 214,000 1.04
248,033 PlazaComp Relail Properties Lid. 2597 640 1,004,534 4.87
174,200 Supramex ng. 356,824 943,504 2.63
B3.900 Ten Peaks Coffee Company Ingc. 237 487 356,643 1.78
28,000 Tuckamore Capital Management Inc, 20,440 17,640 0.02
45400 Winpak Ltd. 285,252 1,908,550 ¥.31
6,600,527 ¥, 086 435 36.75

U.5. equilies:

¥9,000 Genworth Financial Inc. 441 137 738,583 3.58
13,157 Quad Graphics 585,635 350,448 1.70
1,323.256 SeaCo Ltd. — 307 -
58  Specialty Foods Group 239 967 3,622 54 17.55
1,276,739 4713182 22.84
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Schedule of Invesimerds (continued)

Decamber 21, 2014

525

Fair value
Mumbser of Average Fair % of
sharasfunils Invastments, owned cost valua net assals
Fized incoms;
244,000  Anderson Energy Ltd.
7.50%, dua January 31, 2016 185,817 165,920 0.80
16,000  Anderson Energy Ltd.
7.25%, due Juna 30, 2017 9780 8,480 0.04
37000 Arcan Resources Lid,
6.25%, due February 28, 2016 196,186 128,970 0.63
3,081,000 Arcan Resources Lid.
6.50%, due October 31, 2018 2027474 1,232,400 597
300,000  Connacher Oil & Gas Lid.
8.75%, due August 1, 2018 223 500 105,000 0.51
3,350,000  Crystallex Intemational Gorp.
§.375%, due December 30, 2011 1,688,454 1,943 168 941
1,000,000  Delphi Holdings Corp.
&.55%, due June 15, 2006* 732 4498 40 603 0.20
1,043,000  Exall Energy Corp.
7.75%, due March 31, 2017 352,036 73.010 035
9000  Gasfrac Energy Services Inc.
7.00%, due February 28, 2017 6,311 2723 o.m
4284 000  Ivanhoe Energy Inc.
5.75%, due June 30, 216" 1,776 83 216 342 1.05
7.188 880 3917616 18.97
Warrants and options:
465,000 Morhem Frontier Comp. $3.40 — 2325 0.01
Net inveshmeants owned 15,076,156 16,218,638 78.58
Brokerage commissions 18,113 — —
Tolal portfolio of inveshments % 15,064,269 16,216,538 78.58
Cther net assalks 4 420,338 21.42
Net gssals $ 20,638 876 100.00
*Defaulted

Sea accompanying notes to financial slatements.
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RAVENSOURCE FUND

MNotesa io Financial Statemeants

Years anded Decamber 11, 2014 and 2013

1. Trust organization and nature of operations:

The Ravensource Fund (the “Trust™) Is a closed-end Investment trust which was created undor
the lawa of the Provinea of Ontara pursuant to a daclaration of trust, datad April 28, 1997, aa
amended January 15, 2001 and as further amendad and restaled as al Augusl 22, 2003 and as
al July 1, 2008 (the “Declaration of Trust"), The Trust's units are listed on the Toronto Stock
Exchange (RAV.UN).

Computershare Truet Company of Canada acts ag frustes for the Trust (ihe “Trustes™). At a
epocial meating of the Trust's unitholdors, Stomoway Portfolio Management Inc., an Onlanio
comaoration, was appointed as the investimen! manager ("Investment Manager™) of the Trust,
effective July 1, 2008. The Trust's principal place of business is located at 30 St. Clair Avenue
Wesl, Suite 801, Toronto, Ontario, M4V 341,

The Invesimenl Manager provides portfolio manegement and administrative services to the
Trust, subject to the overall supervision of the Trustee. The Investment Manager is authorized
o imvast the Trust's assets and make invesiment decisiona on behalf of the Trusl. Senior
executives of the Investment Manager own 187,153 (2013 - 185,753) units, representing 11.2%
{2013 - 10.9%) of the ocutstanding units as at Dacember 31, 2014.

The capital of the Trusl s representad by the nel assel atiributable to holders of redeamalde
units of the Trust, and is comprised of invesiments, and cash and cash equivalents offset by
liabilities of the Trust. Mnmhlfnuﬂn&di‘l tha Declaration of Trust, the principal investment
objeciive of the Trust iz io achieve ahaohiie annoal retums, with an emphasia on capial gaing,
through investment in selected North American securities. The Trusl will invest its property
primarity In Morth American high yield and distressed debt socurifles, and In equity securitios.
The success of the Trust depends on the Investment decisions of the Investment Manager and
will be influenced by a number of risk factors including liquidity risk, market risk, investment in
oplions, and leverage from borrowed funds.
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RAVENSOURCE FUND

Motea io Financial Statemants (confinued)

Years anded December 11, 2014 and 2013

£.  Baasis of presentation and adoption of IFRS:

These financlal statoments have boen propared In compliance with Intermational Financlal
Heporting Standards ("IFHS"), including IFRS 1, First-ime Adoption of Intemational Financial
Reporting Slandards [MIFR3 17). The Trusl adopled this basis of accounting in 2014 as
required by Canadian eecurities legislation and the Canadian Accounting Standards Board.
Proviously, tho Trust propared s financlal stotomonts in accordance with Canadian genoralty
acceplad accounting principlas as defined in Part V' of the Chartered Professional Accountants
of Canada Handbook ("Canadian GAAP™). The comparative information has been restaled
from Canadian GAAP to comply with IFRS. The Trust has consistently applied the accounting
policies used in the preparation of its opening IFRS statement of financial position al January 1,
2013 and throughout all periods presanied, as if thesa policies had always baen in affact.
Mote 14 discloses the impact of the transition to IFRS on the Trust's reported financial position,
financial performance and cash flows, including the nature and effect of significant changes in
accounting policies from those used in the Trusts financial statements for the year ended
Decambar 31, 2013 prepared undar Canadian GAAF.

Iha palicias applied in thasa financial statemants ara based an IFHS issuad and outatanding
as of March 3, 2015, which is the dale on which the financial statements were authorired for
issue by the Investmant Managsr.

3. Significant accounting policies:
Accounting standard Issued but not yot adoptod:

The Tollowing new slandard and amendments lo exisling slandards were issued by Ihe
International Accounting Standards Board:

In Movember 2008, IFRS 9, Financlal Instrumaents ("IFRS 8%), was Issued and subsaguently
emended in Cclober 2010. This s the first phase of the project on classification and
maasuramant of financial asssts and liabilities. IFRS 9 will replace International Accounting
Standard *(1AS®) 39, Financial Instruments - Recognition and Measurement, and will be
completed in three phases, which Includes limited amendmenis to classification and
measurement of financial assots and liabilities, impairmont of financial assets, and gencral
hadge accounting. Accounting for macra hadging was ramaoved fram IFRS 8 and s expaciad
o be issued as a separale slandard. The effective dale of IFRS 9 is January 1, 2018. The
standard on general hedge accounting was issued and induded as part of IFRS 8 in November
2013, The Invostmant Managor is currantly assessing tho impact of tho adoption of thoso
amendmeants on the financial stalements.
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RAVENSOURCE FUND

MNates o Financial Statemants (continued )

Yeaars anded Decembear 11, 2014 and 2013

3.

Significant accounting policies (continued):

The following Is a summary of the significant accounting policles followed by the Trust

{a) Valuation of Investmeanis:

{b)

Securilivs listed upon a recognized public slock exchangy are valued al their bid prices on
the valuation dates. In a shuation whers, In the opinion of the Investmeni Manager, a
markal quatation for a secunty is inaccurate, unraliabla, or not readily available, the fair
walue of the securty is astimaled using valuation echniques generally used in the indusiny.
These lechnigues teke inlo sccount markel factors, valuation of similar securities, and
Inierest ratos.

Shorl-lerm noles, easury bills, borvds, assel backed secunties and olher debl instruments
traded in over-the-counter markets are valued at bid quotations provided by recognized
invastmant dealers.

Securiies not listed upon a recognized public stock exchange or not traded in over-the-
counter markets are valuad using valuation techniques which take into account market
factors, valuation of similar securities and interest rates.

Classification:

The Trust classifies its inveastments in debt and equity sscurties and dertvatives as financaal
assets and financial liabilities at fair value through profit or loss.

Thia category has two sub-categories: financial assets or financial liabilities held for trading;
and those designaled al fair value through profit or loss al inception "FYTPL™).
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RAVENSOURCE FUND

Notes to Financial Slatemerds (continued)

Years ended December 31, 2014 and 2013

3.

Significam aceounting policies (continued):

(c)

{i} Financial assels and financial liabilities held for trading:

A financial asset or financial liability iz classified a3 held for treding if it iz acquired or
incumed principally for the purpose of selling or repurchasing in lhe near temn ar if on
initial recognition is parl of a portfolio of identifiable financial invesimenis that are
managed togethar and for which there is evidence of a recerd actual pattern of shorl-
term profit laking. Derivatives, including warrants and oplicns, are categorized as held
for irading regardless of the Trusl's intenlion to hold the security bor 2 prolonged pariod
of time. The Trust dees not classily any derivalives as hedges in a hedging
ralationship.

(i} Financial assets and financial liabilities designated at FYTPL:

Financial assels and financial liabilities dassified as FVTPL are financial instruments
that are not classified as held for trading and their pefformance is evaluated on a fair
value basis in aceondance wilh the Trust's documentad investrnent siralegy.

The Trusl recngnizes financial instruments at fair value. Purchases and sales of financial
assels are recognized al their trade dale. Aside from its holdings of wamants and other
derivalive investments, the Trust's investmenis have been designated at FVTPL. The
Trust's obligation for net assals atiributabla 1o holders of redeamabla units is prasented on
the financial sialemenis al the redemplion ameurl as delermined according to the
Declaration of Trust. All other financial assels and financial liabiliies are measured st
amorlized cost. Under this method, financial assebks and financial liabilities reflect the
amount reguired o be received or paid, discounted, when spproprisia, at the contract’s
effective interest rate. The Trust's accounting policies for measuring the Rir value of its
invesiments and derivatives are identical {0 those used in measuring its nel asset value for
transactions with unitholders.

Offsetting financial instruments:
Financial assets and fingncial liabilities are offsel and lhe nel amount reported in the
staternents of financial pasition when there is & legally enforceable right to offsel the

recognized amounks and there is an intention to setlle on a net basis, or to realize the asset
and setla the liability simultanaously.

10
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Maotea io Financial Statemants (confinued)

Years anded Decamber 11, 2014 and 2013

3.

Significant accounting policies [continued):

(d)

(e}

U]

Recognithon/derccognition:

The Trust recognizes financlal assets or financial lablites designated as trading securities
on a trade date basis - the date it commits to purchase or sell the instruments. From this
data, any gains and lossas ansing from changes in fair vaiue of the assats or liabilities are
recognized in the stalemants of comprehensive incomae.

Oither financial assels ame demcognired when, and only when, the contraciual rghis to the
cash flows from the assel expire; or when the Trust trensfers the financial aysel and
substantially all the risks and rewards of ownership of the asset to another entity. The
Trust derecognizes financial liabilifies when, and only when, the Trust's obligations are
discharged, cancelled or expire.

IRComa necognilion:

Interesat income is accrued daeily and dividend income is recognized on the ex-dividend
date.

Tha intarast for distribution purposas shown on tha statemanta of comprahansive iIneama
represents tha coupon inferest received by the Trust accounted for on an accrual basis
The Trusl does nol amortice premiums paid or discounts received on the purchase of fixed
Incomo scouwrttios oxocpt for zoro coupon bonds which arc amortized on a stralght-ling
hasis.

Realized gainfoss on sale of investments and unrealized appreciation/dépreciation in
invastmants are datarminad on an average cost basis. Averags cost does not include
amortization of premiums or discounts on fixed income securities with the exception of zero
coupon bonds,

Income lees;

The Trust is taxable as a mutieal fund trest under the Income Tax Acl (Canada) on s
income, including nel realized capilal gains in the laxation year, which is nol paid or
payable to its unitholders as at the end of the taxation year. Itis the intention of tha Trust to
disfributa all of ita nat income and sufficiant net realized capital gains ao that the Trust will
not be subject to ncome taxes.

11
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Matea in Financial Statemants (confinoed)

Years anded Decamber 11, 2014 and 2013

3.

Significant accounting policies [continued):

(g) Forcign curmency transkation:

Trangactions in cumrencles other than the Canadian dollar are franslated at the rates of
exchange prevailing al the ftransaction dates. Assels end liabilities denominated in
currancies othar than the Canadian dollar ane transiatad at the applicable axchange rates
pravailing at the reporting dates. The functional cumency of the Trusi is Canadian dollars.
Resulting exchange differences are recegnized In the statements of comprehensive Incoma
in net realized gain on financial statements.

{h} Transaction costs:

i)

{

(k)

Trarsachon costs are expoensed and are incleded in e statements of comprehansie
income. Transaction costs are incremental coste that are direclly aftributable o the
acquisition, issue, or dispasal of an investmant, which include feas and commissions paid
o agents, advisors, brokers and dealers, levies by regulatory agencies and securlies
exchangus, and transfer laxes and dulis.

Use of estimates:

The preparation of financial statements in accordance with IFRS requires management to
wse accounling estimales. Il also requires managemen! o exercise its judgment in the
procoss of applying the Trust's accounting policlos.  Estimatos are continually ovaluatcd
and based on histordcal experance and ofher factor, including expaciations of fulure
evants that are beleved o be reasonabla under the circumsiances. Aclual results could
differ from those estimates.

Cash and cash equivalents:

Cazh and cash equivalents repreaent cash positions as well as any trades that are in iransit
a5 &l December 31, 2014, December 31, 2013 and January 1, 2013,

Met assal attibutable to holders of redeamable unils per wnit:
The net assats aftributable to holders of redeamable units per unit is calculated by dividing

the net assets attributable to holders of redeemable units of a particular class of units by
the total numibar of unite of that particular class outstanding at the end of the year.

12
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Maotea io Financial Statemants (oconfinoed)

Years anded Decambear 11, 2014 and 2013

3. Significant accounting policies (continued):

{1

Incroaso not assol attibutable to holders of redeomable uniis per wnit

Increase In net assets atinbutable to holders of redeemable unite per unit is based on the
increase in nel assets attributable to holders of redeemable units attributed 1o each claas of
units, dividad by the waighted average numbar of units outstanding of that class during tha
year. Refer to note 12 for the calculation.

4.  Related party transactions:

{a) Specially Foods Group Inc. Servicus Agreemenl:

The Trusl has an investment in e securiies of Specially Foods Group Inc. ("SFG™).
Anothar fund managed by the Inmvestment Manager also has an Invesiment in SFG
securities. A senior executive of the Investment Manager is alao 8 member of the board of
dirsctors of SFG. During 2012, the Investmant Managar antared into a servicas agreasment
with SFG (the "SFG Services Agreement”), whereby the Investment Manager is o provide
efrategic advice and analyels to SFG and In return will eam a fee for theee senices. As per
its intemnal policy and approved by the Trust's Independent Review Commitiee, the
Investment Manager reducad tha managament fees and administrative tees that it charges
o the Trusl in order o pass along e economic benalil of the fees earmed by the
Investmant Manager from the SFG Services Agreement in an amount proportionate to the
Trust'a relative investment in SFG securities. During the year ended December 31, 2014,
e Investment Manager reduced management fees by 567 063 (7013 - 558.775) and
reduced administrative fees by $36,215 (2013 - $32,225), which fees and cosls would have
been subject o harmonized sales tax ("HST™). Therefore, the total impact of fee reductions
amounted 1o 5116, 703 Incluave of HST (20713 - g1 03,8960). Tha Invastmant Managear will
continwe to reduce the management fes and adminisirative fees accordingly, Tor so long as
the Trusl is invested in SFG securilies and the Investment Manager continues o receive
foes under tho 5FG Sordoos Agrocmont.

13
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Matea io Financial Statemants (confinued)

Years anded Decamber 11, 2014 and 2013

4.

Related party transactions (continued):

{b) Managemant foos:

(c)

The management fee payable io the Invesiment Manager Is based on the Trust's average
weekly net assets attributable to holders of redeemable units at the end of each week and
payabla on the last business day of aach calandar month as follows:

Avarage weekly nel assels atlibulable (o

holdars of redoemablo units Managomaont foo
Up to and including $250 million 065% plus HST
Between $250 million and $500 million 0.80% plus HST
5500 million and maone 0.55% plus HST

Tha nat managamant faes for the year anded Decambaer 31, 2014 amounted lo 554 451
(2013 - $80,330). The Investment Manager reduced the net management fees by $67,063
(2013 - $50,775), as described In further detall in (a). In the absence of the net
managemeant fee reduction, total net management fees for 2014 would have amounted to
approximatety $170,232, inclusive of HST (2013 - 3147 87G). The net management fee
payable as of December 31, 2014 amounted o $17.283 including HST (December 31,
2013 - $28,823; January 1, 2013 - nil).

Administrative fees:

Subject to the supernvision of the Trustee, the Investment Manager agrees o be responsible
for and provide cerlain administrative services to the Trust. The Trust will pay the
Investmant Manager a fea basad on tha Trust's avarage waokly net assets attributable to
holders of redeamable units at the end of sach week and payahle on the last business day
of sach calendar month as follows:

Average woeekly not assets atiributable (o

holdars of redeemable unils Administrative fees
Up to and including $250 million 0.35% plus HST
Batwaan $250 million and S500 millian 0.30% plus HET

£500 million and mone 0.25% plus HST

14
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4

Related party transactions (continued):

{d)

{e)

]

The net administrative fees for the year ended December 31, 2014 amounted to $50,741
(2013 - 43,211). The Investmant Manager reduced tha net administrative flea by $38,215
(2043 - 532 225), as described in further detail in (a). In the absence of the mel
administrative fee reduction, total net adminkstrative fees for 2014 would have amounted to
approximately £81,663, inclusive of HST (2013 - §79,626). The net administrative foo
payable as Decambar 31, 2014 amounted o 58 164 including HST (December 31, 2013 -
$15,404; January 1, 2013 - nil).

Incentive fea:

An incentive fae will be payable to the Investmant Manager in any year, aqual 1o 209 of the
amaunt by which the net asset atiributable o holders of redeemabls units per unil al the
end of the year, adjusted for contributions, distributions and redemptions during the year,
excoads the net assel attributable to holders of redeemable units per unit at the beginning
af the year by more than 5%, plus any shortfall from the prior year. This fee i3 accrued
monthly but calculated and paid annually. Incentive fee expense for the year ended
December 31, 2014 amounted to $11,343 Inclusive of HST (2013 - $801.886). The
incantive fee payable as December 31, 2014 amounted 1o $11,343 including HET
(December 31, 2013 - 591,866, January 1, 2013 - 5131,117).

Investor relations foos:

The Invesimant Manager is paid a monthly investor relatione fee of $1,000 plue applicable
sales tax for unitholder reporting and other services provided under a asrvice agreemeant.
The aggregale investor relations fee for the year ended December 31, 2014 amountad to
$13,580, inclusive of HST (2013 - $13,560).

Other related party transactions:
Certain members of the Investmant Committes and their affiliated entities (excluding senior
exgcutives of the lnveslmenl Manager and their afliliates) are unitholders in the Trusl, Al

December 31, 2014, such related parfies held 722,780 (2013 - ¥22,780) uniis representing
approximatety 43.1% (2013 - 42.5%) of tha redaemabia units of tha Trust.

16
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Years anded Decamber 11, 2014 and 2013

8.  Unitholders' entitiements:

The unithodders' enfilements with reapect to the nel assets afiibulable fo holders of
redesmable unils and distribulion of income are generally as follows:

(&)

(b)

(=)

(d}

Entittement in respecl of nel assels allributable to holders of redesmable unils:

A pro rata share of the nel assels attribulable o holders of redeemable units of the Trust in
thiy proportion that cach unlihoiders’ cquity boars to the aggregate unitholdors' coguity.

lax designations and slectons:

Ihe Trustos shall fila all tax ratums, on bahalf of tha Trust, required by law.

Radamption of redesmable units:

By defivering an Annual Redamplion Request to ba received by the Trust's ragistrar and
transfer agenl on or before the twentieth business day prior to the applicable Annual
Redumption Date, being the valuation dale following August 31 in any year, subject to
complianoo with applicable laws and tho provisions, unitholders shall be entitied to require
the Trusat to redesm aome or all of their units outstanding at net asset attriblilabla to holdera
of redearmable unils as of the Annual Redemplion Dala.

Distributions:

The Trusl intends to make semi-annual distributions o unitholders of record as of the last
valuation date of cach of Juno and Docombor In cach calendar year, of such amount por
unit &5 tha Truates, upon conaultation with the Investment Manager, may detarming. 1t ia
anticipated thal the annual distribution will be at least equal to the net capital gains plus the
net ingome of the Trust for that year, net of any tax losses brought forward from prior years.

During the yvear, the Trusi made distibutions of 3015 per unit on June 30, 2014 and
§0.15 per unit on December 30, 2014 for total distributions of $0.30 per unit (2013 - $0.24)
or $506,511 (2013 - $408,113).

As at December 31, 2014, the Trust had cumulative nol capital losses of §17,4908,761
(2013 - 517,494, 761) for incoma tax purposas that may be carred forward and appliad o
reduce fulure nel capilal gains.

Az al December 13, 2014, the Trust had non-capital losses of 385810 (2013 - nil) for
income lax purposes thal may be carmied forwand and applied o reduce fulure laxable
incomi.

16
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6. Redeemable units of the Trust:

The Trust Is authorzed o sswe an unlimied numboer of redecmable units of beneficlal iInterest,
aach of which represents an aqual, undivided interasl in the nat assets atiributabla o hobldars of
redesmalbda units of the Trust. Each redeamable unil entiies the holder 1o one vole and to
parlicipate equally with respect to any and all distributions made by the Trust. The redemption
price per undt will bo cqual to the not assot attributabie to holders of redeemable units por unit

calculated on the redemplion date.

2014 2013
Rodeomable units, beginning of vear 1,700,470 1.700.470
Redaamabla units iandarad for radamplion (24, 200) (6, FO0)
Recirculation of redeemable units tendered for redemption = TG, 700
Redoemable units, cnd of yoar 1,676,270 1,700,470

T. Expenses:

Tha Investmant Managor has the powar to incur and maka paymaont out af the Trust's proparty
any charges or expenses which, in the opinion the Investment Manager, are necessary or
incidental to, or proper for, carrying oul any of the purposes of the Declaration of Trusl,
Including without limitation all fees and expenses relating to the management amd
administration of tha Trusl. The Trust will be rasponsible for any income or axcse taxes and
brokerage commissions on portiofio ransactions.

8. Indemnification of the Investment Manager:

The Trusl has indemnified the Investmen] Manager (and each of its directors and officers) from
and agalnst all labilittes and expenses, reasonably incumad by the Investment Manager, other
than labiiiea and expensea incurred as A reaull of the Investment Managera wiliful
misconduct, bad faith or negligence. Tham ware no claims or axpanses against the Investmant
Manager requiring indemnification during the year ended December 31, 2014,

17
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9.  Financial instruments risk management:

Managing lhe risks of the invesiment portfolio is a critical element of the invesiment
management process. The Investment Manager's overall risk management process seeks to
minimize the polentially adverse elfecl of risk on its financial performance in a manner that is
consislant with the Trust's investment mandate. To accomplish this goal the Investment
Manager utilizes a range of well-eslablished tools and methods b manage the risk of the Trust.

In the normal course of business, the Trusi is exposed b a variety of financial risks: credit risk,
liquidity risk and market risk {including cumrency rizk, interast rala risk and olher price risk). The
value of investmenis within the Trust's porfolio can fluctuale on a daily basis as a result of
changes in inlerest rates, economic conditions, markat and company news relaled to specific
securities within the Trust. The level of risk depends on the Trust's inveskment abjectives and
the type of secunties it invesls in.

(a) Credit risk:

Credit risk is the rigk thal the counkerparty to a financial inslrument will fail to dischamge an
obligation or commitmant that it has enlared inlo with the Trust. Where the Trust invests in
debt instruments and derivatives, this represards the main concerrdralion of credit risk. The
market wvalue of debt instruments and derivatives incudes consideralion of the
craditworthiness of the issuer and, accordingly, represarts Lhe majorily of the credit risk
exposure of the Trust. As at December 31, 2014, the market value of the Trusl's debt
portfolio was $3.9 million {19% of nat assets attributable bo holders of redeemabla units)
{December 31, 2013 - 347 milion (21.3% of nel assets aftibulable to holders of
radeemable units); January 1, 2013 - 52.9 million {15.6% of nat assets altributable to
halders of radeernable units)), and cornprised non-raled bonds (7.8%, 15.9% and 7.5% of
net assels atidbulable 1o holders of redeemable unils for December 31, 2014,
Decernber 31, 2013 and January 1, 2013, raspeciively), defaulted bonds (10.7%, 4.5% and
7.0% of nel assets atirbulable to holders of redeemable unils for December 31, 2014,
December 31, 2013 and January 1, 2013, respeclively) and bonds rale single-B or lower
{05%, 10% and 1.1% of net assels atlribulable to holders of redeemable units for
December 31, 2014, Decambear 31, 2013 and January 1, 2013, respeclivaly).

All transaclions exaculed by the Trust in listed securilies are setllad/paid for upon delivery
using approved brokers., The risk of default is considerad minimal, a5 delivary of securities
s0ld Llakes place ance the broker has received paymenrt, and purchases are paid for once
the securities have been received by lhe broker. The trade will fail if either party fails to
rmeet its obligation.
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9.  Financial instruments risk management (continued):
(b} Liguidity risk:

Liguidity risk is defined a3 the risk that the Trust may not be able to setlle or meet ils
abligations on time or at a reasonable price.

The Trust's exposure to liquidity risk primarily relates to annual redemption of units. Ciher
than the high yield and defaulted bonds, the Trust primarily invests in equity securitias that
are fraded in aclive markets and can be readily disposed of.  In addition, the Trust retains
sufficiant cash to maintain liguidity.

{¢) Market risk:
{i} Currency risk:

Currency risk is the risk that the value of a financial instrumert will fluciuate due to
changes in foreign exchange rates. Cumency risk arises from financial instruments
{including eash and cash equivalents) that are denominated in a currency alher than
tha Canadian dollar, which represants tha funclional and presantational currency of the
Trusl. The Trust may ermler into foreign exchange cardracis for hedging purposes 1o
raduce ils foreign cumency axposure, or bo establizh exposura 1o foreign cumancies.
The Trust's exposure to anather currency is as follows:

December 31, 2014:

Impad on et asseds anrburabla 1o

Exposure heolders of redeemable units
Cash and Cash and
cash Financial cash Finangial
currgncy equivalanls A58 Tetal  equivalons aggals Teral

United Slates dollar ~ $  (7.818] % 669693 $ 6.689116 § 78} % ©6.969 § 66,851

% of ngt assels
attribulable o
holdars of
redgemable units - 24 324 - 03 0.3
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December 31, 2013:

Financial instruments risk management (continued):

Impad on et asseds anrburabla 1o

Exposure heolders of redeemable units
Cash and Cagh and
cash Financial cash Finangial

currgncy equivalanls A58 Tetal  equivalons aggals Teral
United States dollar 3 47R512 3 5118715 3 55397227 §F 4785 § 51187 3 55572
% of nat aseels

attribulable o

holdars of

redgemable units 2.2 234 256 01 0.2 0.3
January 1, 2013

Impac an nel assals attributable to
Expgsyrg higers of redeamatbia units
Cash and Cash and
cash Firaneglal cash Financlal

CUMency aquivalanls assals Tolal  equivalants assals Total
United States dolar 3 302,119 3 3,708,850 3 4012983 § 303 3 3r090 § 40120
% of nal azsels

atiribulable o

holders of

mdeamable unkts 17 )z 214 — n2 nz

As at December 31, 2014, if the Canadian dollar had slrengthened or weakened by 1%
in relalion b all curmencies, with all olher variables held conslarl, nel assets aliribulable
to holders of redeemable units would have decreased or increased, respectively, by
approximalely 0.3% ($66 5881) (December 31, 2013 - 0.3% (355,972} January 1,
2013 - 0.2% ($40,130%. In prectice, the actual results may differ from this sensitivity
analysis and the diference could be rmalerial.
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9.  Financial instruments risk management (continued):

{ii} Interest rate risk:

Inlarest rate risk arises from the possibility that changes in interest rales will affect
future cash flows or fair valuas of financial instruments. Interest rate risk arises when
the Trusi invests in interest-bearing financial instruments. The Trusl is exposed o the
risk that the value of such financial inslumeards will fluctuale dua to changes in the
prevailing levels of market interest mles. There is no sensifivity o interest rale
flucluations on any cash balances.

Az the Trust has significant expasure to high yield and defaulted bonds with no
exposura o govemment bonds, its bond invesimenis tend 1o be affected mora by
changes in overall aconamic growth and company-specific fundamenlals ather than
changes in interest rates. Howewer, high yield bonds do have a degree of interest rale
risk, which is illusiated in the lable balaw.

Az at Decaernber 31, 2014, the Trust's exposure to debl inslruments by madurity and the
impact on ils nat asset allibuleble ko holders of redesemable unils if the yield curve is
shiflad in parallel by an increase of 25 basis poirts ("bps™), halding all ather variables
constant {"sensitivity™), would be as follows:

Decambear 31, Decambear 31, January 1,
2014 2013 2013
Markel* by malurity date:
1 year or |ess - - -
1- 3 vears 3¥7¥,380 2772271 -
3 - 5 yaars 1.340123 853,985 1,373,540
More than 5 years - - 205,125
Sanasitivity 1o 25bps viald
change increase or decrease
nat a55ats 9612 20,885 10,821

*Excludes cash and dofauled bonds.

In practice, acloal results may difer fom the above sensitivity analysis and the
diflerence could be material.
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10.

Financial instruments risk management (continued):

{iii} Olher price risk:

Other price risk is the risk that the market value or fulure cash flows of financial
instruments will flucluate becauss of changes in market prices (other than those arising
from credit risk, interesd rale risk or currency risk). All investments represent a risk of
loss of capilal. The Investment Manager of the Trusl moderales his risk through &
careful selection and diversification of securilies and gther financial inslruments within
the limits of tha Trust's investment objeclives and stralagy. The Trusl's overall market
positions are monitored on a regular basis by the Invesiment Manager.

As at Decamber 31, 2014, 51.0% (December 31, 2013 - 56.4%; January 1, 2013 -
57.2%) of the Trust's nat assets attributable to holders of redeemable units were
invested in securities traded on Norh American siock exchanges. |If securly prices on
the North American stock exchanges had increased or decreased by 10% as at the
year end, with all gther laclors remaining constant, nel assels atiributable to halders of
radeemable units could possibly have incressad or decraased by approximately 5.1%
$1.050,792 (December 31, 2013 - 56% $1.235.043; January 1, 2013 - 5.7%
%1,050,022). In practica, the aclwal resulls may differ from this sensilivity analysis and
the difference could be material.

Fair value measurements:

Financial instrumants ara measured at fair value using a three-tier hisrerchy based cn inpuls
used to value the Trust's investments. The hierarchy of inpuls is summarized below:

Lewel 1 - quaied prices {unadjusted) in public markels for iderdical assets or liabilities;

Level 2 - dealer quoted prices in over-the-counter markeis for identical assets or liabilities,
ar inputs other Lhan quafed prices that are observable for the asset or liability, either direclly
{i.e., as prices) or indirectly fi.e., derived from prices); and

Level 3 - inputs for the asset or ligbility that are nof based on observable market data
{unobservable inpuis}.
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Fair value measurements {continued):

Changes in valuation methods may result in transfers inlob or out of an investiment's assigned
lavel. The following lable presents the Trusl's financial instruments that have been maasurad
at lair value, an a recurring basis:

Dacamber 31, 2014 Lavel 1 Lavel 2 Lavel 3 Todal
Investments:

Bonds % 1828845 5% 2088711 % - $ 3517618

Equities B 676,753 - 3,622 844 12,299 597

Warrants and opticns 2,325 - - 2,325

$ 10507923 % 2088771 % 3622844 § 15219538

Dacember 31, 2013 Level 1 Level 2 Level 3 Tolal
Investments:

Bonds § 347275 § 1200083 &% - % 4672815

Equities 8,838,731 - - 8,836,791

Wamants and options 43,200 — 2,511,533 2,554,733

§ 12352747 % 1200083 & 2511533 § 16,064,243

January 1, 2013 Lavel 1 Lavel 2 Lavel 3 Todal
Investments:

Bonds % 1373935 % 1485974 % - % 2860913

Equities 9,103,881 - - 2,103,881

Warranls and oplions 22,400 - FEAE 3 L ¥93,B15

$ 10500220 % 1486974 % V771415 § 12,758,609

The Trust did nol have any transfers between Level 1, Level 2 and Level 3 included in the fair
value hierarchy in 2014 ar 2013,
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Fair value measurements {continued):

The lable belgw shows a reconciliglion of the ppening and clgsing balance of financial
instrumants recorded in Laval 3:

Baginning End

of year, Realirad LInrealized Sakeg of year,

January 1, fair valuva fair value or December 31,

2014 gain galn purchazas 2014

Sparialty Foods Group - warmant § 2,511,533 - % - % (2511533 § -

Spedialty Foods Group - aquity - - 1,111,311 2,511,510 622,844

3 2,511,502 - F 1111311 3 — F 3.0 Bd44

Baglnning Enc

of year, RAaalizad Unrealized Sales of year,

January 1, fair valuva fair value or December 31,

2013 gain g4din purchasas 2013

Sparialty Foods Group - warrant § TrL.ms - $1M0118 % - F 251157

The table below sets out information about significant unobservable inpuls used at
Dacember 31, 2014 in measuring financial instruments categonzed in Level 3 in the fair value

hierarchy:
Range
December 31,  WValugtion Unobservable  (weighted Sansitivity Lo changes
Description technigue InpLr avarage) Ingignificam unebse rvabla Inpurs
Unlisted privala Fresant EBITDA o.0x EBITDA. Tha astimaled fir value would
equity valua of multiple Mo allemalive ingrease (decrease) by §144,181
Invastmants axpacigd assumphicn 1o or 4.0% for each (.5x Increase
o lgchyse. [ecroasa) In 1ha EBITDA multiple.
dislribulicns
received
Drgcount 3% e 10% Tha aetimated Rl value would
rata discoun rala increasa {decreaza) by $19. 778
(7% weighled or 0.5% for each 100bpe increase
aVerage]. [decreasa) in lha discounl rale,
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Fair value measurements {continued):

Fair value at Ranga

December 31,  WValugtion Unobservable  (weighted Sansitivity Lo changes
Description 213 techniqua InpLr avarage) Ingignificam unebse rvabla Inpurs
Unlisted privala Fresant EBITDA 4 0x EBITDA. Tha astimaled fir value would
equity valua of multiple Mo allemalive ingreass (decrease) by $161,190
invastmenls F 251150 expected agsumplicn Lo or §.4% for each 0.5x increase
fure dlpchose. [decraasa) In 1ha EBITDA multiple.

dislribulicns

recaivad
Drgcount 25% discount Tha aetimated Rl value would
e ralg increase (decreasa) by 520,387
Mo alemative or 0.8% for mach 100bps
agsumplion Lo ingrease (decreasa) in lhe
digchnge, diszounl ale,
Fair value al Range

January 1,  WValugtion Unobservable  (weighted Sansitivity Lo changes
Description 213 techniqua InpLr avarage) Ingignificam unebse rvabla Inpurs
Unlisted privala Fresant EBITDA 1l EBITDA. Tha astimaled fir value would
equity valua of multiple Mo allemalive ingrease (decrease) by $131,481
invastmenls F 77415 expeced agsumplicn Lo or 1.7% for each 0.5x increase
fure dlpchose. [decraasa) In 1ha EBITDA multiple.

dislribulicns

recaivad

Drgcount 25% discount Tha aetimated Rl value would
e ralg Imcraase (decraasa) by 30,402
Mo alemative ar 1.23% for each 100bps
agsumplion Lo ingrease (decreasa) in lhe
digchnge, diszounl ale,

The Manager is responsible for performing the fair value measurements included in the
financial statemenis of tha Trust, including Leval 3 measurements. The Manager obtaing
pricing for Level 3 financial instrumerds fom a third parly pricing vendor, which is reviewed and

approved by the Manager.

Financial instrurnents nat measured at fair value:

{a) The cash and cash equivalents, inkerest and dividends receivable, accourds payable and
accrued liabilities, management and adminisiretion fees payable and incentive fees
payable are short-term financial assets and financial liabilities whose camying amounts

approximate fair value.
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Notes to Financial Slatemerds (continued)

Years ended December 31, 2014 and 2013

1.

Fair value measurements {continued):

(b}

Cash and cash eguivalenks and gther receivables include the contraciual amounis for
selllament of trades and other obligations due bo ihe Trust. Accruals represent the
contraciual amounts and obligalions due by the Trust for seftlement of lrades and
EXpanses.

The Trust's redeemable unils are measured al he redemplion amourd and are considered
a residual imerest in the assets of Lhe Trust after deduciing all of ks liabilities.

The redemption value of redeemable units is calculated based on the nst difference
behween tolal assets and all other ligbilities of the Trust in accordance with the Declaration
of Trust. The units are redeemable annually, at the holders’ oplion, for cash equal 1o the
proportionate share of the Trust's net assel value attributable b the share class as
described in Lhe Declaration of Trust and in note 5{c} of lhese finangial stalements.

Net gain {loas) from financlal asaets at falr value through profit or lossa:

2014 2013
Mel realized gain on financial assels:
Financial assels held for rading L 138,820 5 -
Financial assets designated al fair value
through profit and loss 834,174 1,632,007
F73,564 1,632,007
Mel change in unrealized gain {loss) on financial assets:
Financial assets held for ireding {8.875) 1,760,918
Financisl assals designated at fair value
through profit and loss {1.468.153) 1,246,023
(1,477.028) 3,008,841

% (703,034) $ 4,638,848

The realized gain from financial assels at kir value through profit or loss represents the
difference bebween the carrying amount of the finandal asset al the beginning of the reparting
perigd, or the transaction price if it was purchased during the repering period, and its sale or
sattlemant prics.

The unrealized gain (loss) represents the diference belween Lhe carmying amount of a financial
asset at the beginning of the reporling period, or the transaction price if it was purchased during
the reperting period, and ils carrying amount st the and of the raporting period.

26
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Years ended December 31, 2014 and 2013

12,

13

14,

Increase in net assets atiributable to holders of redeemable units per unit:

The inagease in nel assets attributable to holders of redeemable units per unit for the year
endead December 31, 2014 and 2013 iz calculaled as follows:

2014 2013
Increase {decrease} in net assels attributable to
holders of redeemable units % (402580} $ 3,963,093
Weighted average of redeemable units outslanding
during the year 1,664 084 1,700,470
Increase {decrease} in net assels attributable to
holders of redeemable units per unit % 024 % 233

Capital disclosures:

The Investment Manager has policies and procedures in place to manape the capital of the
Trust in accordance with the Trusls investment objectives, stralagies and resinctions, ss
delailed in the offering docurmnent.  Information about the capital is described in the staternents
of changes in net assels atirfbutable b holders of redeemable units and the Trust does not
have externally imposed capilal requirernents.

Transition to IFRS:
The eftect of the Trusl's transition b IFRS is summarized in this note as follows:
{a) Exemptions and excaplions from full relrospective application:

First-time adoplers of IFRS must apply the provisions of IFRS 1. IFRS 1 requires adopliers
to retrgspeclively apply all IFRS standards as of the reporling date with certain optional
exermnplions and cerain mandatory exceplions. As allowed under IFRS 1, the Trust elected
to designale all invesiments at fair value through profit and loss which were previously
camied at fair value under Canadian GAAP a3 required by Accounting Guideling 18,
Investment Companies. The Trusl did not apply any obher IFRS 1 exemplions or
axcaptions.

27



547

RAVENSOURCE FUND

Notes to Financial Slatemerds (continued)

Years ended December 31, 2014 and 2013

14,

Transition te IFRS (continued):

(b}

{c)

(d)

Stalement of cash flows:

Under Canadian GAAP, the Trust was exempt from providing a slatement of cash flows.,
1A5 1, Presenlation of Financial Stalemenls requires that a complete sat of financial
slatements include a statement of cash flows for the curment and comparative years,
without exceplion.

Classification of redeemable unils issued by the Trusi:

Under Canadian GAAR, the Trust accourled for ils redeemable units as equity. Under
IFRS, 1AS 32 requires that units or shares of an entity which include a contractual
ohligation for Lhe issuer to repurchase or redeem them for cash or ancther financial asset
be classified as financial liability. The Trust's redeemable securilies entitte unitholders the
right to redeem their inlerest in the Trust for cash equal to Lheir proporlionale share of the
net asset valuae of the Trust, amongst other contraclual rights. These redesmable
secarities involve multiple cordraclual obligations on the part of he Trust and, therefore,
maat the crlara for classificalion as financial liabilities on irensilion to IFRS. Tha Trust's
obligation for net assets atiribulable b unitholders is measured at FYTPL, with fair value
keing the redemption amaour.

Ravaluation of invastmants at FYTPL:

Under Canadian GAAP, the Trust measurad the fair values of il investmerts in
accordance with Section 3855, Financial Inslrumenis - Recognition and Measuremen,
which required the use of bid prices for long positions and ask prices for shorl positions, to
the extenl such prices are available. Under IFRS, the Trusl measures the lair values of its
invesimenis using 1ha guidance in IFRS 13, Fair Valua Measurement, which raguires that if
an assel or a liabilily has a bid price and an ask price, then ils fair value is to be based on a
price wilthin the bid-ask spread that is most representalive of fair valua. It also allows the
use of mid-market pricing or olher pricing conventions that are used by markat paricipants
as a practical expediant for fair value measuraments within a bid-ask spread.

As Lhe lair values of all of the invesiments of the Trust under GAAP at December 31, 2013

and January 1, 203 fell wilhin the bid and ask prices, there were no revaluation
differences on these dalas,
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548

14. Transition te IFRS (continued):

(e} Reconciliation of equity and comprehensive income as previously reparted under Canadian

GAAP o IFRS:

The following is a reconciliation of amounts previously reporled under Canadian GAAP to

IRFS:
Decernber 31, January 1,
Equity 2013 2013
Equity as reporiad under Canadian GAAP $ 21889457 % 18,344,477
Ravaluation of invastmants at FVTPL - -
Mat assais atrbulable 1o holdars of
ragdeamabla units $ 21880457 $ 18,344.477
December 31,
Comprehensive income 2013
Comprehensive income as reporled under
Canadian GAAFR $ 3,963,003
Revalualion of invesiments at FVTFL —
Increase in net assets atiribulable to holders of
redeemable units $ 3963093
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Canada

INDEPENDENT AUDITORS' REPORT
To tha Unitholders of Ravensource Fund

We have audited the accompanying financlal statements of Ravensource Fund, which comprise the
stalaments of financial position as al December 31, 2015 and 2014, tha statemants of comprehanaive
income, changes in net assels attributable to holders of redeemable uniis and cash flows for the
yeara then ended, and notes, comprising A summary of aignificant accounting policies And ather
axplanatory information.

Managamant's Responsibiity for the Financial Stafemants

Managemenl is responsible for the preparation and fair presentation of these financial slatements in

accordance with Intcmational Financial Reporting Standards, and for such Intemal control as
management delermines is necassary to enable the preparation of financial statements thal are fres
from material misstatcment, whother duo to fraud or crror.

Auditors' Rasponsibility
Our responsibility is o express an opinion on these financial statements based on our awdits. We
conducted our audits in accordance with Canadian generally accepled auditing standards. Those

slandards require thal we comply with ethical requirements and plan and perform the audil to oblain
reasanable assurancs abaut whather the financial statomants are free from mataral misstatemant.

An audit involves performing procedures 1o obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on our judgment, including the
assessment of the nsks of materal misstatement of the financial stalemeants, whether dus {o fraud or

error.  In making those risk assessments, we consider internal control relevant to the entity's
preparation and fair presentation of the financial statements in order o design audil procedures that

are appropriate In the crcumstances. but nol for the purpose of exprossing an opinion on the
effectivenass of the entity's intemal control. An audit also includes evaluating the appropriatenass of

accounting policies used and the reasonableness of accounting estimates made by management, as
wall as avaluating the overall presantation of the financial statements.

We beligve thal the auwdil evidence we have oblained in our audils is sufficient and appropriate to
provide a basis for our audit opinion.

Opinion

In pur opinion, the financial statements present fairly, in all material respects. the financial position of
Ravensource Fund as afl December 31, 2015 and 2014, and its financial performance and #s cash
flows for the years then ended in accordance with Intemational Financial Reporting Standards.

Kims 42
,-fﬁ

Chartered Professional Accountants, Licensed Public Accountants

February 18, 2018
Toranta, Canada

HPMAT LU i o Tt i badeliy pcdosrihog arad & mageniagt Firm o g MPMI
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2015 2014
Assets
Cash and cash equivalents $ 6487078 $ 4435683
Financial assats designated at fair value through
profit or loss {cost - $13,740,182;
2014 - $15,076,156) (note 3(a) and (¢}) 16,549,548 16,217,213
Financial assets held for trading {cost - nil;
2014 - nil) {nate 3(a), (b} and {c)) 63,000 2,325
Interast and dividends receivable 34,983 82,271
23,134 818 20,741,492
Liabilities
Accounls payable and accrued liabilities 649,516 80,253
Management and administrative fees pavable
{nate 4{b) and {c)) 30,394 3n019
Incentive fee payable {note 4{d)} 113,603 11,344
213513 101,616
Mat assels atrbulable o holders of
radeemabla unils $ 22821106 $ 20,633,875
Number of redeemable units outstanding {nake &) 1,874 B70 1678270
Mat assels atrbulable o holders of
radeemabla units per unit {nola 5) % 13.89 % 12.31

See accompanying notes 1o financial slatements.

Approved on behalf of the Trust:

Investment Manager

Stomoway Portlclio Managemeant Inc.
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2015 2014
Incoma:
Interast income for distribution purposes L 38,857 $ 38597
Dividands and incoma trust dizslribulions 253,885 270,594
282 752 636,565
Met change in fair value on financial assets at
fair value through profit or loss (note 11);
Mat realized gain on financial assets, including
foreign exchange adjusiments 1,199,238 773,594
Met change in unrealized gain {loss) on financial assets 1.646 427 {1,477,028)
Changa in unrealized gain on forward coniract 63,000 -
2,908,665 {703,034}
3,201,417 (66,469
Expanses (incoma):
Management fees (nola 4({b}) 160,443 170,232
Adminisirative fees (nole 4(c)) 86,392 891,663
Impaci of management and
adminisirative fee reductions {note 4{a)} {120,041) {116,703)
Incentive fee (note 4{d}} 102,258 11,344
Invesiar relations fees (nate 4{e}) 13,560 13,560
Legal fees 22089 31,991
Accourling fees 26371 24 408
Trust adminisiration and ransfer agency fees 20,0040 23,504
Audit fees 24 328 23,220
Listing fees 22013 19,197
Other 26,553 14,919
Independerd review commiltes fees 4 000 7,600
Transaclion casls 9,230 21,158
337 204 336,091
Increase {decrease) in net assets atiributable to
halders of redeemable units $ 2804208 $ [402,560)
Average number of units outstanding 1,675,182 1,664,004
Increase (degrease) in net assets atiributable to
haolders of redeemable units per unit L 1.67 5 {0.24}

See accompanying nofes o financial slatements.
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2015 2014
Mat assels atrbulable o holders of
radeemabla units, beginning of year $ 20630876 $ 21,893,457
Increase (decrease) in nat assats atinbulable to
holders of redeamable unils 2.804 208 {402,550
Capital iransactions;
Redemptions of radeamakbla units {note 5{c) (20,338) {350,510
Distribulions paid to holders of redeemable
units {note 5(d)) {502,641) (506,511}
{522,979) (857,021}
Mat assels atrbulable o holders of
radeemabla unils, end of year $ 22321106 $ 20,633,876

See accompanying noles to financial slatements.
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2015 2014
Cash flows from (used in) operating activitias:
Increase (decrease) in nat assets atinbulable to
holders of radeamable unils $ 2804205 % (402,560}
Adjustments for non-cash items;
Nat realized gain on financial assats,
including foreign exchange adjustments {1,199,238) {773,5994)
Met change in unrealized gain {loss)
on financial assels {1,646 427) 1,477,028
Changa in unrealized gain on forward contract (63,000) -
Changa in non-cash balances:
Dacrease (increasea) in interast and dividends raceivable 47,278 {28,585)
Increase in accounts payable and accrued liabilitias 0,263 6,015
Increase (decrease) in incentive, management and
administrative fees payable 102624 {894,750
Proceeds from sale of investments 4,845 858 6,539,145
Purchase of investments (2 331,341) {7.419,666)
Net cash flows from {used in) operating activities 2672236 {1,497 367)
Cash fipws from (used in) financing aclivities:
Redemptions of redeemable units (20,338} {350,510
Distributions paid {o holders of redeemable units,
net of reinvested diskibutions {502 641) {506,511)
Net cash flows used in finandng activities {522 974) (857,021}
Increase {decrease) in cash and cash equivalents 2,149.257 (2,354,388)
Foreign exchange gain {loss) on cash {101,862} 22,292
Cash and cash equivalents, beginning of year 4,439,883 8,771,779
Cash and cash equivalents, end of year $ 6487078 $ 4.439,682
Supplemental cash flow information:
Interast received 5 110,431 3 411,386
Dividends recsived 224 5848 253,763

See accompanying noles o financial slatements.
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Fair valug

Number of Average Fair as % of net

shares/units Investments pwnsed cost value assat valus

Canadian equities:
4¥ 700 Canwel Holdings Cormp. 31,069 277 529 0.99
228,100 Chinpok Enargy Ing. ATE 156 132,208 058
8,028 Connacher Qil and Gas Lid. 223,500 1,044 -
1,000 Crystallex Intermnational Comp. a0 g2 -
44,000 Figra Capital Corp. 173,200 450 400 1497
140,375 Glacier Media Ing, 363,809 103,878 045
21,100 GYIC Comm - Class B 17,041 4 220 002
22,500 GVIC Comm - Class © 18,045 3375 Q.
8,800 Indigo Books & Music Ing. & 6TH 127 688 0506
2,352 500 Malipr Rasources Ing. 270,585 A5 255 0.1%
1,250,000 NAPEC Inc, 1,106,230 812,500 3868
655,000 Morthem Fronbiar Corp. 1,187 071 284 TH0 125
58400 MHuVista Enemy Lid. 312183 238,520 1.03
248,033 Flazacom Ralail Proparties Lid, 296, 064 1,160,784 2.06
174, 200 Supremex Inc. 396 B24 850,095 K
83,800 Tan Peaks Coffee Company Inc. 237487 282,537 4,33
23,200 Winpak Lid. 160 878 1,056 TG0 461
5622247 6,580 755 2874

U 5. equities:

4,362,500 Dalavaco Residential Properties Corp. 1,603,877 1,532,614 6.7
8,000 Genworlh Financial Ine. 441 137 2BF 174 169
13,157 Quad Graphics 585,635 168,346 074

1,323,266 SeaCo Lid. - 66 -

55 Specialty Foods Group 239,967 5,162 593 22 52
2,880,716 ¥.258,383 367
Fixed incoma:

244000 Anderson Energy Lid.
7.50% due January 31, 2MG 185,818 65,880 0Zg

425300 Andarson Enangy Lid.
7.25% due Junse 30, 2017 13,923 127,718 058

10,128 Connacher Qil & Gas Ltd,

12.00% due August 31, 2018 12,3499 4 065 002

3,850,000 Crystallex Imtemational Corp.

2.375% due Dacamber 30, 2011 * 1,889,122 2273220 a9

1,000,000 Delphi Holdings Canp.

G.55% due Juna 15, 2006 * F32.498 41,520 018

1,043 000 Exall Energy Corp.

7.75% dua March 31, 2017 352,035 - -
G.000 Gaefrac Enemgy Services Ing.
% due February 28, 2017 * 4 207 - -
427,260 Guestlogix Ing.
7% cdua Decambar 31, 2018 * 172,116 187,984 Q.82

4 284 000 Ivanhoe Enaemgy Ing.

5.75% due Juna 30, 2016 ™ 1,776,864 — —
5,259 983 2,700 397 1179



RAVENSOURCE FUND

Schedule of Invesimerds (continued)

Decamber 21, 2013

558

Fair value
Number of Average Fair as % of net
shares/units Investments pwnsed cost value assat valus
Wharranis, options and lorward contracs:
250 000 Napec Inc. $1.25 June 1, 2017
Resimcled Qciober 2, 2015 - - -
465,000 Morthern Fromier Corp, $3.40
February 28, 2016 - - -
Forward contract:
Sell 6,875,000 CAD, Buy 5,000,000 USD
1.38950, March 18, 2016 — 63,000 0.28
Met investments owned 13,762 546 16,612 18 f2 48
Brokerage commissions (22 75} — —
Teotal portfolio of investments $ 132740182 16,612,548 7248
Uhar net assatz 6 MA,5558 27 52
Mat assels $ 22921106 100 .00
*Dafauled

See accompanying noles to financial slatements.
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RAVENSOURCE FUND

Notesa to Financial Statemeants

Years anded December 11, 2015 and 2014

1. Trust organization and nature of operations:

The Ravensource Fund (the “Trust™) Is a closed-end Investment trust which was created undor
tha lawa of tha Provinea of Ontara pursuant to a daclaration of trust, datad April 28, 1997, aa
amended January 15, 2001 and as furlher amended and resiated as al Awgust 22, 2003,
July 1, 2008, and July 3, 2015. The Trust's units ame listed on the Toronto Stock Exchange
(RAV.UN).

Computershare Trust Company of Canada acts as trustes for the Trust (the “Trustes®). At a
spoecial meeting of the Trusts unitholders, Stomoway Portfolio Management Inc., an Ontanio
comporation, was appointed as the investmen! manager ("Investment Manager™) of the Trust,
effective July 1, 2008. The Trust's principal place of business is localed at 30 St. Clair Avenue
Wesl, Suite 801, Toronto, Onlarko, MAY 341,

The Investmenl Manager provides porifolio management and administrative services to the
Trust, subject to the overall supervision of the Trustee. The Investment Manager is authorized
o imvest the Trusfs assets and make investment deciziona on behalf of the Trusl.  Senior
axecutives of the Investment Manager own 158,500 (2014 - 187 153) units, represanting 5.5%
(2014 - 11.2%) of the gutstanding units as al December 31, 2015.

The capital of the Truest s nepresanted by the nel assaels attibulable o holders of redeamable
units of the Trust, and comprises investments, and cash and cash eguivalents offset by
liabilities of the Trust A.Er!'hl:lmfulfnuﬂnﬂd in tha Doclaration of Trust, the principal investment
objective of the Trust iz o achieve abaoluie annual retums, with an emphasia on capilal gaina,
through investment in selecled North American securities. The Trusl will invest its properly
primarily In Morth Amercan high yicld and distrossed debt securities, and In eguity securitios.
The success of the Trust depends on the investment decisions of the Investment Manager and
will be influenced by a number of risk factors, including liquidity risk, market risk, investment in
options, and leverage from bormowed funds.

2. Basiz of prosentation and adoption of International Financlal Reporting Siandards
("IFRB"):

The policies applied in these financial statoments are based on IFRS in effect as at
February 18, 2016, which is tha data on which tha financial stataments wera authorized for
igsue by he lnvestrmeant Manager.
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RAVENSOURCE FUND

Notes i Financial Statemants (continued)

Years anded Decembear 51, 2015 and 2014

3. Significant accounting policies:
Accounting standand Issuod but not yet adopted:

The following new standard and amendments io existing standards were |ssued by the
International Accounting Standards Board ("IASB™):

The final version of IFRS 8, Financial Instruments ("IFRS 8°), was issued by the IASB in July
2014 and will raplace IAS 34, Financial Instrumants - Hecognition and Measuramanl. IFRS 9
infreduces a model for classification and measummant, a single, forward-looking expaclad loas
impairment model and a substantially reformed approach to hedge accounting.  The new
single, principle-based approach for determining the classification of financlal assets Is driven
by cash flow characteratics and the buaineas madel in which an asast s held. The new model
alzo resulls in a single impairment model being applied to all financial instruments, which will
require more timely recognition of expected credit losses. It also includes changes in respect of
own credit risk in measuring liabilities elected to be measured at fair value, 50 that gains
caused by the deteroration of an entity's own credil fisk on such liabilitiea are no longar
recognized in profit or loss. IFRS 8 is effective for annual perods beginning on or after
January 1, 2018, howavar, |z avaliable for early adoption. In addition, the own credit changes
can be early applied in isolation withoul otherwise changing the accounting for financial
instruments. The Trust is in the procass of assassing the impact of IFRS 9 and has not yat
determined when it will adopt the new standard.

The fnllowing is a summary of the significant accounting policies followed by the Trust
{a) Valuation of investments:

Securities listed upon a rocognized public stock exchange are valued at their bid prices on
the valuation dates. In a siluation where, in tha opinian of the Inveatment Manager, a
market quotation for a securty is inaccurate, unreliable, or not readily available, the fair
value of the security is estimated using valuation techniques generally used in the indusiry.
These techniques take into account marke! factors, valuation of similar securiies and
inlermst rates

Shart-tarm nolas, Ireasury bills, bonds, assel-backed sacurtias and other dabl instrumeants
fraded in ower-the-counter markeds are valued at bid quotations provided by recognized
investment dealers.



561

RAVENSOURCE FUND

Matea in Financial Statemants (confinued)

Years anded Decamber 11, 2015 and 2014

3. Significant accounting policies (continued):

Seourtics not listed upon a recognized publlc stock exchange or not traded in over-the-
eauntar markets are valuad using valuation techniquas, which aka into aceount market
faciors, valuation of similar securities and inlerest rates.

{b) Valuation of forward contract:

(c)

Tha Trust anterad into a forward contract to hedga itself against fareign curancy exchango
rate risk for its forelgn cormency denominated assels and liabilkties in caze of adverse
foreign currency Muctuations against the U.S. dollar and as parl of its investment stralegy.

Forward contract cumency transactions are confracts or agreements for delayed defivery of
specilic curmancies in which the saller agrees 1o make delivery al a speclied fulure dale of
spocified currencies. Risks associated with forward currancy contracts are the inability of
countarpartias to meat the terms of their respective contracts and movemants in fair valua
and exchange rates. The Trust considers the credit risk of the counterparty for forwand
conbracts in evalualing potential cedil risk and selecting counterparties to forward
contracts.

Claseification:

The Trusl classifies its invesiments in debt and equily securities and derivalives as financial
assois and financlal Habllibos at falr valuo through profit or loss "FVTPLT).

This category has two sub-categories: financial assets or financial liablitles held-for-trading;
and those designated at FVTPL at incaption.

i1} Financkal assets and financkal lkablities held-for-trading:

A financal assel or financial lability is classifed as held-Tor-trading il il s acguired o
incurred principally for the purpose of gelling or repurchasging in the near term or if on
initial recognition is part of a portfolio of identifiable financial investments thal ane
managed together and for which there iz evidence of a recent aclual pattern of
short-lerm profit-laking. Derivalives, including warrants and oplions, are categorized as
heid-for-trading regardiess of the Trusts intention 1o hoid the security for a prolonged
period of ime.  The Truat doas nat classify any derivatives as hadges in a hadging
relalionship.
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3.

Significant accounting policies [continued):

(il) Financlal asseis and financial llabllitics designated at FYTPL:

Financial assete and financial Habilttes classifled ag FVTPL are financlial Instruments
that are not classified as held-for-trading and their performance is evaluated on a fair
value basis in accordance with the Trusr's documantad investmant sirateqy.

Tha Trust recognizes financial instrumants at fair valua. Purchasas and salas of financial
aszsals are recoqgnired al their trade dates.  Aside from s holdings of warrantas and othar
derivative investmenls, the Trusl's investments have been designated al FVTPL. The
Trust's obligation for net assets atirbutable to holders of redeemable units ks presentod on
the financial statements al the redemption amount as determined accnnding to the
Daclaration of Trusl All olher financial assefs and financial Rabilites are measured at
amortized cosl. Under this method, financial assels and financial liabilities reflect the
amount required 1o be recelved or paid, discounted, when appropriate, at the contract's
effective intereal rate, Tha Trust's accounting policies for measuring the fair value of ta
investments and dervatives are identical to those used in measuring its net asset value for
tramsaciions with unitholders,

(d} Ofsatting fnancial instrumeants:

Financial assels and financial liabilities are offset and the net amount reported in the
slalements of financial position when there s a legally enforceable righl to offsel the
recognized amounts and thera g an intention 1o eattle on a nat basie, or 10 realize the asset
and satile the liability simultaneousty.

The Trust and it custedian have agreed that In the event of o default. the cusiodian

resarves the right to aell any and all proparty the Trust holds with the custodian or any of ita
affiliates, to offset any indebtedness the Trust may have.

10
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3.

Significant accounting policies [continued):

(o) Recognition/dorccognition:

it

The Trust recognizes financial aseets or financial fabllities designated as trading securities
on a trade date basis - the date it commits to purchase or sell the instruments. From this
data, any gains and lossas arsing from changes in fair valua of tha assats or liabilities ans
recognized in the stalemants of comprehensive income.

Dither financial assals are demcognired when, and only when, the contraciual rghls to the
cash flows from the assel expire; or when the Trust fransfers the financial assel and
substantialty all the rsks and rowards of ownership of the assct o another entity.  The
Trust derecognizes financial liabilities when, and anly when, the Trust's obligations are
discharged, cancellad or expired.

IRComa mecognilion:

Intereat income s accrued daily and dividend income is recognized on the ex-dividend
date.

Tha intarast for distibution purposas shown on tha statamanta of comprahansive iIncoma
represents the coupon inferast received by the Trust accounted for on an accrual basis
The Trusl does nol amorlice premiums paid or discounts received on the purchase of fixed
Incomo socurities, oxcopt for Zoro coupon bonds, which arc amortized on a stralght-lne
hasia.

Realized gainloss on cale of investments and unrealized appreciation/depreciation in
invastmants are datarminad on an averaga cost basis. Averags cost doeas not includs
amortization of premiums or discounts on fixed income securities with the exception of zero
coupon bonds,

1
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3.

Significam aceounting policies (continued):

{@

(h}

{i}

Income taxes:

The Trust iz taxable as a mulual fund trust under the Income Tax Act {Canada) on ils
incame, including nel rmealized capilal gains in the Laxalion year, which is nol paid or
payable to its unitholders as at lhe end of the laxalion year. 1t is the intention of the Trust fo
dislribule all of its net income and suffident nel realized capital pains so that the Trust will
not be subject to income taxes.

Forgign currency translation:

Transactions in curmmencias other than the Canadian dollar are translated al the rates of
exchange prevailing at the transaclion dates. Assets and liabilities denominated in
curmancias othar than the Cansdian dollar ara translated at the applicabla exchange rates
prevailing at the reporting dates. The funclional curmency of the Trust is the Canadian
dollar. Rasulling exchange difarances are racognized in tha statemenis of comprehansive
incorne in nel realized gain an financial assebs.

Transaction cosis:

Transaction costs are expensed and are included in the statemenis of comprehansive
incame.  Transaction costs are incrermenlal costs that ame direclly abidbutable o the
acquigition, issua, or disposal of an inveziment, which includa fees and commissions paid
to agents, advisors, brokers and dealers, levies by megulatory agencies and securities
exchanges, and transfer laxes and duties.

12
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3.

Significam aceounting policies (continued):

(i}

(k)

(1}

Use of eslimales:

The preparetion of financial statemenis in accordance with IFRS reguires managemant to
use accounting estimates. It also requires management to exercise its judgment in the
pracess of applying the Trust's accounting policies. Eslimates are continually evaluated
and based on historical experence and other factors, including expectalions of future
events thal are believed to be reaspnable under lhe cirrumstances. Actual esulis could
differ from thosae astimates,

Cash and cash equivaleris:

Cash and eash equivalents represent cash positions, as well as, any trades that are in
transit a5 at December 31, 2015 and 2014,

Mel assets attributable to holders of redeemable units par unit:
The nel assets atiributable to holders of redeemable units per unit is caleulated by dividing

the net assets atlibuleble to holders of redeamable units of a particular class of unils by
the tolal number of units of that paricular ¢lass putstanding at the end of the year.

{m) Increase {decreasa) in net assels attributable 1o holders of redeemable unils per unit;

Increase (decrease) in net assals attibutable 1o holders of redeemable unils per unit is
based on the increase {decrease) in net assels alliribulable b holders of redeemable uniks
alributad to esch class of unils, divided by the weighted average number of unite
outstanding of that class during the year. Refer to note 12 for the calculalion.

13



566

RAVENSOURCE FUND

Matea in Financial Statemants [confinued)

Years anded Decamber 11, 2015 and 2014

4, Related party transactions:
(@) Speclalty Foods Group Inc. Servicos Agroemont

The Trust has an Imvestment in the securities of Speclalty Foods Group Inc. ("SFG).
Another fund managed by the Investment Manager also has an investment in SFG
sacuritias. A sanior axecutive of tha Investmant Manager i3 also a mambar of tha Board of
Directors of SFG. During 2012, the Invesiment Manager entered into a services agreement
with SFG (the "5FG Services Agreemeant”), wheraby the Invesiment Manager kg to provide
strategic advice and analysis 1o SFG and, in retum, will cam a fee for these services., As
per its intarnal palicy and approved by the Trust's Independent Review Committee, the
Investment Manager reduced the management fees and administrative fees that it charges
io the Trusl in order lo pass along the economic benefi of the fees samed by the
Investmant Manager from tha SFG Servicas Agraamant in an amount praportionata to tha
Trust's relative invesiment in SFG securities. During the year ended December 31, 2015,
e Investrment Manager reduced management lees by 569,166 (2014 - 367,083) and
reduced administrative foos by 837,085 (2014 - $36,215), which fees and costs would have
baan subjact to harmonized sales tax ("HS17). Themfara, tha total impact of fea raductions
amounted fo $120,041 inclusive of HST (2014 - $116,703). The Investmant Manager will
continue o reduce the management fee and administrative fees accordingly, for so long as

the Trust Is Iinvested In SFG scourities and the Investment Manager continues fo reccive
faaa under tha SFG Sarvices Agreamant.

(b} Management feas:
The managemont fees payable to the Investmont Managor are based on the Trusis

avarage woakly net assets attributable to holders of redeemable units at the end of aach
waak and payable on the last business day of sach calandar month as follows:

Average weekly nel assets atinbutable (o

holders of redeemable units Management fee
Up to and including $250,000,000 0.65% plus HST
Between $250,000,000 and $500.000,000 0.60% plus HST

H500,000,000 and maone 0.55% plus HST

14
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4.

Related party transactions (continued):

(c)

The net management fees for the year ended December 31, 2015 amounted to 82,286
(2014 - §54 451). Tha Invasiment Manager raducaed tha net managamant feaa by $50, 166
(2044 - 567 063), as described in further delail in (a). In the absence of e mel
management fee reduction, fotal net management fees for 2015 would have amounted to
approximately £160,443, inclusive of HST (2014 - £170,232). The net management foos
payable as al Decamber 31, 2015 amounted 1o $19,756 including HST (2014 - $19,618).

Administrative feos:

Subject to the superdsion of the Trustee, the Investment Manager agrees 1o be responsible
for and provide ocardain Aadministratve sendices to the Trual.  The Trust will pay the
Investment Manager a fea basad on the Trust's average weekly net aszals aliribidable to
holders of redeemable units at the end of each week and payable on the last business day
of each calondar month as follows:

Average waekly nel assets aftributable o

holdors of redeamable uniis Adminkstrative foo
Up to and including $280,000,000 0.36% plus HET
Between $250,000,000 and 500,000,000 0.30% plus HST
£500,000,000 and maore 0.25% plus HET

The net administrative fees for the year ended December 31, 2015 amounted to $44,500
(2014 - 550,741). The Investmant Manager reduced the net adminisirative fees by 537 065
{2014 - 5306,215), as described in further detail in {(a). In the absence of the net
administrative fees reduction, total net administrative fees for 2015 would have amounied
o approximately $86,392, inclusive of HST (2014 - §91,663). The net administrative fees
payabls as at Decambaer 31, 2015 amountad 1o 510,638, inclisding HST (2014 - $10.407).

16
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4. Related party transactions (continued):

{d) Incentive foo:

An Incantive fee will be payabie to the Investment Manager in any year, equal o 20% of the
amount by which the nel asset attibutable o hotders of redeemable unita per unit at the
and of the year, adjustad for contributions, distributions and redamptions during the yaar,
exceeds the nel assels atfributable to holders of redeemable units per unit at the beginning
of the year by more than 5%. pius any shorifall from the prior year. Thie fee Is accrued
monthly but calculated and paid annually. Incentive foe expense for the year ended
Deceamber 31, 2015 amounted 1o $102,259 inclusive of HST (2014 - 511,344). The
incentive fee payable as al December 31, 2015 amounted to $113,603, including H3T of
which $11,344 related to incentive fees eamed in 2014 and $102.2508 related to incentive
fea aamad in 2016 (2014 - $11.344).

(e} Investor relations fees:

)

The Investment Manager is paid monthly invesior relations fees of $1,000 plus applicalde
salos tax for unitholdor reporting and other scrices provided under a sorvics agrecmant.
The aggregate invesior relationa fees for the year endad Dacamber 31, 2015 amounted to
$13,560, inclusive of H3T (2014 - $13 580).

Other ralated party transactions:

Certain mambar of the Inveatmant Committes and their affiliated antities (excluding seniar
exacutives of the Investment Manager and their affillates) are unitholders in the Trust. Al
December 31, 2015, such related parties held 722,790 (2014 - 722,790) units, representing
approximatoly 43.2% (2014 - 43.1%) of the redecmable units of the Trust.

L Unithalders' entiflements:

The unitholders' entilements with respect to the nel assets atinbutable to holders of
redeemable units and digtribution of income are generally as follows:

(a) Emitlement in respect of net assels attributable to holders of redeemable units:

A pro rata share of the net aseets attributable to holders of redesmable units of the Trust in
the proportion that each unitholders’ equity bears 1o the aggregate unitholders' equity.

16
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Unitholders’ entitiements (continued):

(b)

(<)

(d}

Tax designations and elections:

The Trustes ghall file all tax returna, on bahalf of the Trust, required by law.
Redamplion of redeemable units:

By defvering an Annual Redemplion Request to be recelved by the Trusl's regishar and
transfer agent on or before the twentieth business day prior o the epplicable annual
redempticn date. being the valuation date following August 31 In any year (“Annual

Redamption Date®), subject to comphance with applicable laws and the provisions,
unitholders shall be entilad to require the Trust fo redeam some or all of their unils

outstanding as net sssets attributable to holders of redeemable units as of the Annual
Redemption Date.

Distributions:

The Trust intends to make semi-annual distributions to unitholders of record 83 of the last
valuation date of sach of Juna and Dacamber in sach calendar year, of such amount par
unit as the Trustee, upon consultation with the Investment Manager, may determine. It is
anticipated that the annual distribution will be at least equal to the net capital gaine plue the
net income of the Trust far that year, net of any tax losses brought forward from prior years.

During the year, the Trust made distributions of $0.15 per unit on June 30, 20156 and
50.15 per unit on December 31, 2015 for total distributions of $0.30 per unit (2014 - 50.30)

or $502,641 (2014 - 5506,511).

Az al December 31, 2015, the Trust had comulative nel capital losses of 316,751,698
{2014 - $17,498,761) for income tax purposes that may be cared forward and applied o
reduce future net capital gains.

As at Decomber 31, 2016, the Trust had non-capital losses of $199,098 (2014 - $85,810)

far income tax purposaes that may be camed forward and applied to reduce fulure years’
taxable income.

17
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6. Redeemable units of the Trust:

The Trust Is authorzed o Bswe an unlimied number of redecmable untts of bencficlal iInterest,
aach of which rapresants an aqual, undividad intarast in the net assets atiribidable o holdars of
redeamabla units of the Trust. Each redeamable unil entities the holder 1o one vole and to
parlicipate equally with respect to any and all distributions made by the Trust. The redemption
prico por unit will be cqual to tho not asscts atifbutable to holders of redoemable unlls per wnit

calculated on the redemplion date.
2015 2014
Redeemable units, beginning of year 1,676,270 1,700,470
Redaamabla units iandarad for radamplion (1,600) (24,200)
Redeemable units, end of year 1,674,670 1,676,270
T. Expenses:

The Invesbment Manager has he powear bo incur and make payrment oul of the Trusls proparty
any charges or expanses which, in the opinion the Invesiment Manager, are necessary or
incidantal to, or propar for, camying out any of tha purpasas of tha Declaration of Trust,
incheding withoul limitation  all fees and expenses raelating to the management and
adminisiralion of the Trusl. The Trusl will be responsible for any income or excise laxes and
brokorage commissions on portiolio transactions.

8. Indemnification of the Investmant Manager:

Tha Trust has indamnifiad the Investmant Manager (and aach of its diractors and afficars) fraom
and againsi all liabilitias and sxpanses, reasonably incumed by the Investmant Manager, ather
than lisbiliies and expenses incurred as & result of the Investment Managers willful
misconduct, bad falth or negligence. There were no clalms or exponses against the Investmeont
Manager requiring indemnification during the year ended Decamber 31, 2015,

18
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9.  Financial instruments risk management:

Managing lhe risks of the invesiment portfolio is a critical element of the invesiment
management process. The Investment Manager's overall risk management process seeks to
minimize the polentially adverse elfecl of risk on its financial performance in a manner that is
consislant with the Trust's investment mandate. To accomplish this goal the Investment
Manager utilizes a range of well-eslablished tools and methods b manage the risk of the Trust.

With the ability of laking both long and shor positions, he Trust may incur bolh interest
expanse and borrowing fees. While tha use of borrowad funds can substaniially improve the
ratum on invested capital, s use may also increase the adverse impacl to which the
invesiment portfolio of tha Trust may be subjected by increasing the Trust's exposura o capital
risk and higher currerd expenses. The Trust did not use any bormowed funds as al
Decembar 31, 2015 and 2014.

In tha normal course of business, the Trust is exposad 1o a varety of financial rsks: credit risk,
liquidity risk and markel risk (including currency risk, interest rate risk and other price risk). The
value of investments within the Trusl's porifolic can flucluate on & daily baszis as a result of
changes in interest rates, economic conditions, markel and company news related to specific
securities within lhe Trust. The level of risk depends on the Trust's invesiment objectives and
the type of securilies it invests in.
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Financial instruments risk management (continued):

{a)

(b}

Credit risk:

Credit rizk is the risk that the countarparty to a financial instrument will fail to discharge an
obligation or commitmeni that it has entered inlo with the Trust. Where Lhe Trust invesis in
debt instruments and derivatives, this represeris the main concertralion of credit risk. The
market value of debt instrurnenks and derivatives includes consideralion of the
creditworthiness of the issuer and, accordingly, represents lhe majority of the credit sk
exposura of the Trust. As at December 31, 2015, the market value of tha Trust’s debt
portiolio was $2,700,000 {11.8% of net assels atiribulable to holders of redeemable units)
(2014 - $3.900.000 {13% of nat assats attibutable ko holders of redeemable units)), and
comprised non-rated bonds (0.8% and 7.8% of net assels altibutable to holders of
radeemabla unils for December 31, 2015 and 2014, respeclivaly), defaulted bonds {(10.9%
and 10.7% of nat assels attributable to halders of redeemable units for Decernber 31, 2015
and 2014, respoctively) and bonds rate single-B or lower (0% and 0.5% of net assels
allribulable to halders of redeemable units for December 31, 2015 and 2014, respactively).
As at December 31, 2015, the markel value of the Trusl's forward contracl was $63,000
{2014 - nil} and was hald with Bank of Monlraal which i5 reted Ak,

All transaclions execuled by the Trust in listed securilies are setlled/peid for upon delivery
using approved brokers, The risk of default is considerad minimal, a5 delivery of securities
sold lakes place ance the broker has received paymert, and purchases are paid for once
the securities have been received by lhe broker. The trade will fail if either party fails to
meet its obligation.

Liguidity risk:

Liguidity risk is defineqd as the risk thal the Trusi may not be able to setfle or meet ks
obligations on time or at a reasanable price.

The Trust's expesure to liquidity risk primarily relales to annual redemption of units. As per
tha Declaration of Trust, tha Trust has 35 days’ nolice 1o make a redemplion paymant,
during which time the Investmen Manager can raise sufficient cash to satisfy lhe paymert.
In addition, Lhe Trusi has the right o resell units tendered for redemption. In addition, the
Trust relains sufficierd cash to mainkain liquidity.
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9.  Financial instruments risk management (continued):
ic) Market risk:
(il Cormency nsk:

Currency risk is the risk that the value of a financial instrumerd will flucdluate due to
changes in foreign exchange rates. Cumency risk arises from financial instruments
{including cash and cash equivalenis) that are denominatad in a comancy other than
the Canadian dellar, which represents Llhe lunclional and preserational currency of the
Trust. The Trust may enter inlo foreign exchange contracts for hedging purposes to
raduce its Poreign cumrency exposure, or o establish exposure b fureign cumencies.
Tha Trusts exposura to another curmancy is as follows:

2019;
Impad on net assels abiributable (o
Exposiirg holdars of redeamabla units
Cash and Cash and
cash Financial cash Finandal
Curmency equivalenls assets Telal  equivalants agzals Tatal

Unitod States dollar 5 (1,002,332) 3 2603190 % VOO867 § (19023 3 28032 3 7,009

% of nal aasels

atiribulable o

holdars of

redeemabla units B3 114 3.1 {0.1) 0.1 -
2014

Impad on net assels abiributable (o
Exposyre holdgrs of redegmable Lnits
Cash and Cash and
cash Financial cash Financial

CUMency aquivalanls assals Tolal  equivalants assals Total

United Statesdollar §  (7.816) § 659633 § BESI,116 $  (78) § B6I69 5 66,831

% of nal assels
altritwiable o
holdars of
mdesmakla units - 4 324 - 0.3 03
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Financial instruments risk management (continued):

(ii}

As at December 31, 2015, if the Canadian dollar had strengthened or weakened by 1%
in relation 1o all currancies, wilh all other variables held conzlant, net assets atirbulable
i holders of redeemable units would have decreased or increased, respectively, by
approximately 0.0% {$7,008) (2014 - 0.3% ($66.691)). In praclice, the aclwal resulls
may differ from this sensitivity analysis and the difference could be material,

Interest rate risk:

Intarest rate risk arises from the possibility that changes in interast ralas will affect
future cash flows or fair valuas of financial instruments. Interest rate risk arises when
tha Trust invests in intarest-bearing financial instrumenis. The Trust is exposed to the
risk that the value of such financial inslumeards will fluctuale dua to changes in the
prevailing levels of market interest mles. There is no sensifivity o interest rale
fluciualions on any cash belances.

Az the Trust has significant expasure to high yield and defaulted bonds with no
expesura o govemment bonds, its bond invesimenis tend 1o be affected mora by
changes in overall aconamic growth and company-specific fundamenlals ather than
changes in interest rates. Howewer, high yield bonds do have a degree of interest rale
risk, which is illusiated in the lable balaw.

As at Decemnber 31, 2015, the Trust's exposure to debl instruments by madurity and the
impact on its net assats attributable to holdars of redeamable units if the yield curva iz
shiffed in parallel by an increase of 25-basis-points ("bps™}, holding all ofher variables
conslant {"sensitivity™), would be a3 follaws:

2015 2014
Markel* by malurity date:
1 year or |ess - -
1- 3 vears 4,065 377,380
3 - 5 yaars - 1,340,123
Mare than 5 years - -
Sensitivity 10 25bps yield change increase or
decrease nef assets 15 8,612

*Excludes cash, defaulted bonds and bonds to ba converted o equity.
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10.

Financial instruments risk management (continued):

In practice, achual results may differ om the abowe sensitivily analysis and the
diffarence could be malanal.

(iii} Other price risk;

Olher price risk is the risk thal the market value or future cash flows of financial
instrumants will fluctuate because of changes in market prices {olher than lhose arising
from credit risk, interesd rale risk or currency risk). All investments represent a risk of
loss of capital. The Invesiment Manager of the Trust moderates this risk lhrough a
caraful selection and diversification of securilies and other financial instruments within
the limits of tha Trust's investment objeclives and stralagy. The Trusl's overall market
pasitions are monitored on a regular basis by the Investment Manager,

As al December 31, 2015, 32.6% (2014 - 51.0%} of the Trust's net assets atribulable
to holders of redeamabla units ware inveslad in securities raded on North American
stack exchanges. | security prices on the North American stock exchanges had
increased or decreased by 10% as at the year end, with all other factors remaining
constant, net assels attribulable o holders of redeemable uniks could passibly have
increased or decreased by approximately 4 0% (5908 785) (2014 - 5.1% ($1,050,792)).
In praclice, the aclual results may differ from Lhis sensitivity analysis and the difference
could be material.

Fair value measuremenis:

Financial inslrumerds are rmeasured at fair value using a three-tier hierarchy based on inpuls
used tp value the Trust's investmenls. The hierarchy of inpuls is summarized below:

« Level 1 -quoled prices (unadjuslad) in public markets for identical asseats or ligkililies;
+  Lewvel 2 — dealer-quoted prices in over-the-counter markets for identical assets or liabilities,
or inputs other than quoled prices that are observable for the asset or liability, either direclly

{i.e. as prices) or indiractly {i.e., derived from prices); and

e  Lloval 3 - inputs for the asset or liability that are not besed on observable market dala
{unobservable inpuis}.

2
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Fair value measurements {continued):

Changes in valuation methods may result in transfers inlob or out of an investiment's assigned
lavel. The following lable presents the Trusl's financial instruments that have been maasurad
at lair value, an a recurring basis:

2015 Lavel 1 Lavel 2 Lavel 3 Total
Invastments:

Bonds 3 /1582 % 231BBOE 5 - $ 2,700,297

Equities & 6BE 258 - 5,162 893 13,849,151

Warrants and optians - - - -

Forward contract - 63,000 - 63,000

$ 8067850 $ 2381805 § 5162893 § 16,612,548

2014 Lenel 1 Lewvel 2 Lewel 3 Talal
Invastments:

Bonds $ 1828845 $ 2088771 &% — % 38178618

Equities 8,676,753 - 3,622 844 12,295,897

Wamants and options 2,325 - - 2,325

$ 10607923 % 208771 % 3622844 % 15215538

Tha Trust did not have any transfers betwesn Leval 1, Level 2 and Leval 3 included in the fair
value hierarchy in 2{15 or 2014,

The Llable below shows a reconciliglion of the opening and clasing balance of financial
instruments recorded in Lavel 3:

Baginning End

of year, RAaalizad Unrealized Sales of year,

Cecambar 31, fair valua fair value or [ecember 271,

2014 gain gain purchases 2015

Spacially Foods Group - squity $§ JE228HM § - $19%0049 % - F 5,162,833

24
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Fair value measurements {continued):

Baglnning Enc

of year, RAaalizad Unrealized Sales of year,

Dacamber 31, fair valua fair valua ar Decambear 31,

2013 gain gain purchases 2014

Spacially Foods Group - warrant § 2511533 § - % - % 2511531 § -
Specialty Foods Group - squity - - 1111311 2.511,533 31522 844
§ 251,533 3 - 3 1111311 3§ — & 3,622,044

The lables below set out information about significant uncbservable inputs used as at
December 31, 2015 and 2(14 in measuring financial insiruments categarized in Level 3 in the

fair valua hiararchy:

Fair valua at Ranga

December 21,  Valuation Urobgervabla  (woghmod Sonslthvity 10 changes
Description 2015 technigua input avarags) in significant uncbearvable inputs
Lnlislad privale Frasanl EBITA 5.25x EBITDA, The estimatad fgir value waould
gnuity valua of muftl ple No allernalhva Incrogse (decrease) by $266,082
invastmeanls % 5162883 expaciad assumplion L or 5.2% for each 0.5x increase
hulure discioza. [decraaza) in lhe EBITDA multiple.

diglrbuticng

recalvad
Discount ¥ o 10% The astimaled fir valus would
mte discoum rata increase (decreasa) by §38,.093
(7.2% weighted or 0.7% for each 100-bps
average). incragse (dacreasal In the
discount rala.
Fair valua at Ranga

December 31,  Waluation Unobasrvabla (wwighted Sansiivity Lo changes
Description 2014 techniqua input avarags) in significant uncbearvable inputs
LInlleted privala Presant EBITOA (= ERITDA. Tha satimated Rir value weuld
aguiry valua of mutiple No allgrmalha Incropse (decrease) by 144,151
invastmeanls $ 3.62284 pxpaciad assumplion L or 4. 0% for each 0.5x increase
hulure discioza. [decraaza) in lhe EBITDA multiple.

diglrbuticng

recalvad

Discount ¥ o 10% The astimaled fir valus would
mte discoum rata increase (decreasa) by §19.778
(7% weighled or 0.5% for each 100-bps
average). incragse (dacreasal In the

discount rals.

25
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Notes to Financial Slatemerds (continued)

Years ended December 31, 2015 and 2014

Fair value measurements {continued):

The Invesiment Manager is respensible for performing the fair value measurements included in
tha financial slatements of the Trust, including Level 3 measuramants. The Investmant
Manager gblains pricing for Level 3 financial insiruments fom a third party pricing vendor,
which is reviewad and approved by the (nvesiment Managar.

Finangial instrumenks not measured at fair value:

{a)

(b}

The cash and cash equivalents, inkerest and dividends receivable, accourds payable and
acerued liabilities, managament and administralive fees payable and incantive fee payable
ara shord-term financial assets and financial liabiliies whose camying amounts approximate
fair valuas,

Cash and cash equivalents and inlarast and dividends receivable include ihe contractual
amaunis for setlemend of rades and olher obligalions due to he Trusl. Accruals represent
the cortrectual amounls and cbligalions due by the Truzt for seltlement of trades and
EXpenses.

The Trust's redeemable unils are measured al the redemption amourd and are considered
a residual imlerest in the assels of the Trust after deducling all of ils liabilities.

The redemption value of redeemabls units is calculated based on the net difference
betwaen tolal assats and all cther liakililies of the Trust in accordance with the Declaration
of Trust. The units are redesmable annually, at the holders' aplion, for cash equal to the
proportionate share of the Trust's net assel value atiributable D the share class as
described in Lhe Declaration of Trust and in note 5{c} of these financial skrlemenks.

26
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Notes to Financial Slatemerds (continued)

Years ended December 31, 2015 and 2014

1.

12,

Met gain (loss) from fMinancial assets at FVTPL:

2015 2014
Mel realized gain on financial assels:

Financial assets held-for-trading 5 - $ 138820
Financial assets designated al FVTPL 1,198,238 634,174
1,199,238 773504

Mel change in unrealized gain {loss) on financial assels:
Financial assets helgd-for-trading {2,325} (8.875)
Financial assets designated al FVTPL 1,648 752 {1.468,153)
Fareign £3,000 —
1,709,427 {1.477.028)

$ 2908665 $ (703.034)

The realized gain from financial assets at FVTPL represenks the diference between the
carrying amourd of the financial asset at the beginning of the reporting year, or lhe transaction
price if it was purchased during the raporting year, and ils sale or settlemant prics.

The unrealized gain (loss) represents the difference belween Lhe camying amount of a financial
asset al the beginning of the reporling year, ar the ransaction price if it was purchased during
the reporting year, and its carmying amount at ihe end of the reporting year.

Increase (decrease) in net assets atiributable to holders of redeemable units per unit:

The increase (decrease) in nel assels altiribulable to holders of redeemable units per unit for
the yaars endad December 31, 2015 and 2014 is calculated as follows:

2015 2014
Increase {decrease} in net assets attribulable to
holders of redeemable units $ 2604208 $ (402,560
Weighled average of redeernable units oulslanding 1675182 1,684,084
Increase {decrease} in net assets attribulable to
holders of redeemable units per unit L 1.67 5 {0.24)

27
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Notes to Financial Slatemerds (continued)

Years ended December 31, 2015 and 2014

13

Capital disclosures:

The Invesiment Manager has pelicies and pmecedures in place fo manage the capital of the
Trust in accordance with the Trusls investment objectives, stralagies and resinctions, as
delailed in the oflering dacument. Information about the capital is described in the slaternents
of changes in net assels atirbutable b holders of redeemable units and the Trust does not

have externally imposed capilal requirements.

28
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KEPMG LLP

Bay Adelaide Centre

333 Bay Street, Suite 4600
Toronto OM MSH 255
Canada

Tal 416-777-8500

Fax 416-777-B818

INDEPENDENT AUDITORS' REPORT
Ta the Unitholders of Ravensource Fund

Wae have audited the accompanying financial statemenis of Ravensource Fund, which
comprize the statements of financial position as at December 31, 2017 and 2016, the
slaterments of comprehensive income, changes in net assets aliributable to holders of
redeemable unils and cash flows for the years then ended, and notes, compriging a
summary of significant accounting policies and other explanatory information,

Managemant's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of thesa financial
statements in accordance with Intlemational Financial Reporing Standards, and for
such internal contredl as management determines is necessary o enable the
praparation of financial statements thal are fres from material misstatemeant, whethar
dua to fraud or error,

Auvditors’ Responsibility

Cur responsibility is to express an opinion on these financial siatements based on ouwr
audits. We conducted our audits in accordance with Canadian generally accepted
auditing standards. Those standards require that we comply with ethical requirements
and plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from materal misstaterent.

An audit involves perfforming procedures to oblain audit evidence about the amounis
and disclogures in the financial statements. The procedures selected depend on ouwr
judgment, including the assessment of the risks of material misstatement of the
finandial statements, whether due to fraud or emor, In making those risk assessments,
we consider intermal control relevant to the entity's preparation and fair presentation of
the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectivenass
of the enlity’s internal control.  An audit also includes evaluating the appropriatenass
of accounting policies used and the reasonablenass of accounting estimates made by
management, as well as evaluating the owverall presentation of the financial
statements.

We believe that the audil evidence we have obtained in our audils is sufficient and
appropriate to provide a basis for our audit opinion,

PO LLP, & o Conelan ndad lablilty pistresnif and o masmier fem off T EPEG nebword of irndeperdient
it eveg. ] with KPP inerratael Coopaaated CRPA ereonal], o Beaa iy
FREG Cangcis prosvicken sarvioes i KPUGLLP,
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Page 2

Oypinion

In our opinion, the financial statements present faidy, in all materal respects, the
financial position of Ravensource Fund as at December 31, 2017 and 2016, and its
financial performance and its cash flows for the vears then ended in accordance with
International Financial Reporing Standards.

s £4F
//if,_.a

Charterad Professional Accountants, Licensed Public Accountants

March 2, 2018
Toronto, Canada
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2017 2016
Assets
Cash and cash equivalents £ 1,796,026 § 320954
Financial assets designated at fair value
through profit or loss (note 10)
(cost - $20,084,925; 2016 - $16,205,732) 23,228,312 21,057,520
Financial assets held for trading (note 10)
(cost - $129,333; 2016 - $8,033) 176,83 10,878
Interest and dividends receivable B4 505 44,061
25,285,674 24,322 403
Liabilities
Accounis payable and accrued liabilities B2, 7B 79,288
Management and administrative fees payable
(mote 4(b) and (c)) 38,322 37453
Incantive fee payable (nobe 4(d)) 116,987 138,585
238,105 256,366
Net assets atributable to holders of
radeamable units 5§ 25047569 § 24,066,037
Mumber of redeemable units outstanding (note &) 1,672,870 1,672,870
Met assets aftributable to holders of
redeemable units per unit (note 5) s 14.97 s 14.39

Ses accompanying notes to financial statements.

Approved on behall of the Trust:

=

Stomoway Portfolio Management Inc.,
as Invesiment Manager
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RAVENSOURCE FUND

Stalemenis of Comprehensive Incame

Years ended December 31, 2017 and 2016

2017 2018
IMcarmea:
Nividends and incorne rust distribulions § 150440 $ 185775
Intgrasl income for disiribution purposss BY.554 22750
237,994 208,524
Mect change in fair value on financial asscls at
fair value through prafit or less (note 117:
Mot malized gain {loss) on financial asscts, including
farcign cxchange adjusiments 4,430,494 {83571
Mot change in unrcalized Qain (loss) on financial asscts (2,563,250) 2077917
Changec in unrcalized 1oss on forward contract [63,000)
1,867 244 1,831,345
2,105,228 2,139,871
Expcnsos (income):
Management fees (note b)) 177,938 172,868
Adminisirative fees (nole 4ich) yh 812 93,081
Impaci of management and
administrative fee reduclions (note 4(a)) (120.413) (129.380)
Inzeniive fee {notle 4(d)) 115,909/ 138, 50
Interest expense by 284 23,8240
Legal fees Ah bid 24 11k
Accounting fees 28,40/ 27344
Avudt fees 24 388 23,004
Listing fees 22 583 17,000
Iransaclion cosls 13,698 4,941
Invesior relations fees (nole 4(e]) 14,560 13,560
Trust administration and ransfer agency fees 12,026 20.0C0
Independemn raview committee fees 11,600 11.238
Cther ¥F.M5 25 167
n04, 744 465 852
Increase in net assels attribuiatle to
holders of redeemable unils § 1,800,494 $ 1,673.018
Average number ol units outstanding 16872870 1,674,108
Increase in net assals attributable to
holders of redeemable unils per unit £ £.98 % 1.00

See accompanying noles o inancial slatements.
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2017 2016
Netl asaals allibutable to holders of
radasmableg unitg, heginning of year 5 24,066,037 § 77.971.108
Increasa in nel assals attributable Lo
holdars of radeamakla unils 1,600,454 1673019
Capital Iransactions:
Unita terdered Tar redemplion (noba S{c) (1,437 576) (75.947)
Racirgulalion af unils wrdared for redarmplion {note S{cY) 1,437,576 -
Diglrbutiona paid o haldars of redesimake
unita [nota Sid)) (518,967 (502, 131)
(618 962) (5628 088)
Netl asaals allibutable to holders of
radasmable units, and of year 5 25047569 § 74,066.037

See acrompanying noles oo inancial slatements.
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Stalerments of Cash Flaws
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2017 2018
Cazh flows used in operating aclivitias:
Increasa in nal assals allributabila 1o
holders of radesmable units 51,600,484 $ 1.873.019
Adjusimaeants lor nan-cash ilems:
Mei raali-ad loss (gain) on inancial agsels,
including lfargign sxchange adjustments {4,430,.494) 83.571
Mel charme in unreali-ed loss (gain) an financial assels 7,863,250 (2.077.917)
Changa in unrealised 1oss on lorwand contracl - 63,000
Change in non-cash balances:
Increases in interast and dividands recaivabls {40,444) {(3.068)
Increasa in accounts payabla
and accmsd liabililias 3498 9773
Increase {decrease’ in incentive, management
and administrative fres payvahle {21,755} 33,081
Procerds from sale af investments e.014 058 1,141,185
Purchase of investmeams [E.643,230) (A.648.264)
(4ha 62/) (2,731./51)
Cash flows used in financzing activities:
Units tendered for redemplion f1,432,026) (25957
Recirgulation of units tendered for redemption 1,402,528 -
Distributions paid to holders of redeemable unils,
nel of reinvesled distribulions (G 14,962) (B2 101)
(618,962) (h28.088)
Decrease in cash and cash egquivalents {1,073 584) {4,259 .804)
Fareign exchange gain (loss) on cash 160,071 {17.6593)
Cash and cash equivalents, beginning of year 3,208 544 B.ABF.07R
Cash and cash equivalents, end af vear % 1,796,026 $ 2,205 644
Supplememal cash flow infomation:
Interest received B Lo oz % 24 780
Dividends recaived 138,508 200,078

See accompanying notes to financial slatements.



590

RAVENSOURCE FUND

Sechedule of Invesiments

Deccember 31, 2017

rarvalug
Mumber af fverage Fair as % of net
sharcs/units Inyosmicnts owncd cost valuz assct valug
Caradian equit es:
AF TCO CariWel Bulding Maieriels Croup Lid =) 341089 & 351,072 140
2, HBEA Cardiral EnAqgy L. 3425 14 573 0.
278,100 Chinpok Mnemy Ir; 1 B0 o | naz
B,026 Caornacher O 1and Gas LD 223 500 - -
1,000 Crysta lox Irlernationa Corp o
315,843 Slacier Media Ing, 433,083 173,714 0.69
1,148 800 Gremn e Stralegic Royally Corp. 172,518 114 E9C 048
21,100 SVIC Comre - Class B 17.081 2743 am
2,60 SWIC Commr - Class C 18,045 1,800 0.
110,365 InFlay il Sorp. 211,501 209,594 .84
40353 Manitok Energy Irc. 4 241 1414 0.1
1,760,000 NAPET Ire. 1473750 3,377 800 12 .49
B&, D Mortherr Fromear G, 1,165,001 - -
SB.4C0 NuY sta Fnemgy | td 317,183 ABG G168 186
248,033 F aza Retail REIT A26,218 1054 140 421
2,378 Foinl Loma Hesources Lid, 261 &83 -
174,200 Supremex . 395 824 B3 500 313
H3 400 [an Paaks Coffan Co lnc 247 487 ahh 418 222
8,611,253 7,162,601 28.61
LIS, atquitiag:
296,657 Firrr Capilal American Really Partners Carp 2 5AE06E3 2.412,251 9.6
350000 Semworh Financial InG. 1,712 831 1367 572 b.44G
271,026 GXl Acguisition Com. Gless A 354 840 343,788 1537
B1F a4 GXI| Arzpunshon Com. Class B 19,22 . *Rar 413
915, TGEG Old PSG Wind-Mown 1 d T 858 261618 103
13,157 Quad!Eraphics Inc. 585,835 A73,868 148
1,323,250 ScaCo Lid. 495
2,026 Spanian Bruadoasling Syhswe- Inc
Frafarmd Sharas 10, 75% 1,843,701 1,785, R
12063 Spacia ly Noode Gouo L1 - 10 575 0 od
28,321 Specialy Foods Groun LLE Class 1
Prekorred Shares 1,175,032 4.649
90,663 Specialy Foods Gous LLE Class 2
Prelerred Shares - 2439 481 a.74
4,718,230 10973194 43 81
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Schedule of Invesiments (canlinuad)

Deccember 31, 2017

591

raryalug
Mumber af fverage Fair as % of net
sharcs/units Inyosmicnts owncd cost valuo assct valug
Sixed ncome:
10,128 Curmacher Qil & Cuas Lid
12.011% dur Ang 31, 2INE* 12,349 - -
3530 0G0 C-rysia lex Irtemationa Carp
8 375% due Dec 33, 20111 1,865 122 28981 ,63% 11.81
1,750,000 Cealret Capilal Corp.
6% due Dwc 22, 2015 1,454 600 1,454 E00C 5.8
1,030,000 Celphi Holdings Comp
B 55% dus Jun 15, 206 * 70 .SHO - -
1,043,000 Exal Enermgy Corp.
T.750% dug Mar 31, 2017~ 352,036
5,000 Sasfrac Enengy Services Inc.
T3 due Feb 268, 2017 * 4207 - -
FHE, LD Granv |lg StralAgic oAty Som.
8% due Dac 31, 20168 B30 755 636 720 2
B41, 260 Sueslogxine
79 due Dwec 31, 2015 ° — 149,568 .04
4 284 000 Iwanhoe Eqegy Ino.
4. 05% dua Jan A, 2018 * 1,F 7B EE4 - -
q, 7,67 RV I 20,34
Warmanla:
¥.C0C,000 Cealrct Capilal Corp. 30 12 Do 22, 2019 120,400 175,708 0.7
Ba7h Curdes Corp. $6.00 Jan 30, 2019 B,933 1,131 —
125,133 176,831 0.m
Mel nveshinenls traned 21,145 492 23409143 a3 46
Brokerage commissians [(35.234) - -
Talal porfolio of invesimants g1 114 258 23403143 B3 16
Othcr el asscls 1,642 426 .54
MNrt asscls 25047 565 100.0]
* De'nulled

See accompanying noles o inancial slatements.
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RAVENSOURCE FUND

Males ta Financial Slatemenis

Years ended December 31, 2017 and 2016

1. Trust arganization and nature of aperations:

The Ravensource Fund {he "Trust"] is a closed-end invesiment trust which was created under
the laws of the Provinee of Ontario pursuant to a Declaralion of Trust, dated April 2B, 1997, as
amended January 15, 201 and as further amended and restated as al Auogust 22, 2000,
July 1, 2C0B and July 3, 2015, The Trusls unils are isled on lhe Toranto Slock Fxchange
(RAV.LND.

Compulershare Trust Company of Canada acts as trustes for the Trust (the "Trustee™). At a
spocial mecting of the Trust's unitholders, Stamaoway Porolio Managemont Inc., an Ontario
corporation, was appoinled as the investmenl manager ("Investment Manager®) of the 1rust,
glfactive July 1, 2008, The Truatl's principal place ol husiness is located at 30 51 Clair Avenus
West, Suile 901, Toronin, Ontario MWW 341,

The Investment Manager provides porfolinc managemeni and administrative services o the
Trust, subject to the overall supervision of the Trustee. The Investment Vanager is autharized
to invest ihe Trust’s assels and miake invesiment decisions on behalf of the Trust. Senior
exgcutives of the Invastmant Mananer own 158,044 (2016 - 188,800) unils, rapresanting 9.4%
{2016 - 9.9%) of the outslanding units as at December 31, 2017.

The capital of the Trust is represented by the net assets atiributahle to halders of redeemable
units of the Trust, and comprises invesiments, cash and cash equivalenis, and inlerest and
dividends receivable, offsel by liahililies of the Trusl. As more fully oullined in the Declaration
al Trust. tha principal invashnant ohjesclive of lha Trust is o achisve abaolute annual raturns,
with an emphasis on capilal gains, through investment in selected North American senurities.
The Trust will invest its property primarily in Narh American high yield and distressaed debl
secunties, and in eguity secunties. The success o the Trust depends an the investment
decisions of the Investrmenl Mamager and will be influenced by a numbar of rigk lactors,
including liguidity risk, markel risk, investmant in oplians, and leverage from barrowed funds.

2 Basis of presentation:

The paolicies applicd in these financial statements are based on Intemational Financial
Neporting Slandards ["IFRS™) in effecl as at arch 2, 2018, which is the date on which the
financial stalements were authorized far issue by the Investmen! Manager,
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RAVENSOURCE FUND

Noles to Financial Stalements (continued)

Years ended December 31, 2017 and 2016

3. Significam aceounting policies:
Accaunting slandard issued but nat yel adopted:

The fallowing nesv slandard and amendimanis o existing standards wers igauad by the
Inernational Accounting Slandards Board {"|ASB"):

The final version of IFRS 8, Financial Instruments {"IFRS 9", was issued by the |1ASE in July
2074 and wil roplace Intemalional Accounling Slandard 38, Financial Instrumcnts

Hecognilion and Measurement. IFRS % introduces a model for classificalion and measurement,
a single, forward-looking axpacied loss impairmenl model and 2 subslantially reformed
appraach 1o hedge accounting. The new single, principle-based approach for determining the
classification of financial asscts is driven by cash flow charactoristics and the business model in
which an asset is held. The new model alsc resulls in a single impaiment medel being applied
ta all financial instruments, which will require more timely recognition of expected credit losses.
It also includes changes in respect of own credit risk in measuring liahililies elecled o be
measured at fair value, so lhal gains caused by the deleripration of an entiby's own credit risk
on such habilities ara no longar recagnicad in prafit or loes. IFRS 9 is affactiva for annual
pefiads beginning on or after January 1, 2018. The Trust plans to adapt the new standard on
the roquired cRective date.  The Trusl is stil assessing the impact of IFRS 5 an the
classification of financial assets and financial liabilitiss. However, the Trusl does not believe
adoplion of this new standard will have a significant impact 1o he Trust's financial slalamens.

The Tollowing ia a summary of lha gigrificant acaounting palicias [ollewad by tha Trusl:
(a) Valuation of investments:

Securities lisled upon a recognized public stock exchange are valued al their Rid prices on
lhe waluation dates. In & siluation whers, in lha apinion of the Inveslment Managear, &
markel fqualation for a security is inaccurale, unreliable, ar not readily available, the fair
valuc of the soecurity is estimated using valualion techrigues gencrally used in the industry,
These technigues lake intc account market factors, valuation of similar secunties and
inlargst rates.

Shert-term notes, ireasury bills, bonds, asset-backed securties and cther debl insirumerrhs
traded in over-lhe-counler markets are valued al hid quotations provided by rerognized
invesiment dealers.

Securities not lisled upon & recognized public siock exchange o not raded in aver-the-
counter markets are valued using valuation techniques, which take inlo accounl markef
facioms, valualion of similar securities and inlerest rates.

8
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RAVENSOURCE FUND

Noles to Financial Stalements (continued)

Years ended December 31, 2017 and 2016

3

Significar aceounting policies {cantinued):

(b) Waluation of fonvard cantract:

()

Tha Trusl may enler inta 8 forwerd conlract 1o hadge ilsslf againal lorsign curmency
exchange rale risk for s forgign currency-denominaled assels and lighilities in case aof
adverse forgign currency fluclualions against the U.S. dollar and as par of its invesiment
slrategy.

Forward coniract currency lransactions are contracis or agreements for delayed delivery of
apecilic currgnas in which the sallsr sgrees 1o make dalivery al a spacified fulurs dala of
specified cumencies. Risks assaciated wilh bbrwand curency contracls are the inability af
caunterparlics to meet the terms of their espective contracts and mavemenis in fair value
and exchange rates. The Trust considers the credil nsk of the counterparty for foreard
confrarts in evaluating polential credit risk and selecting countemparties o forward
canlracis.

Classification:

The Trust classifies its investrments in debt and equity securities and dervalives as financial
assels and financial liabilities at fair value through prefl or lass ("FYTPL™.

This category has two sub-categories: financial assets ar financial liabilities held-for-trading;
and those designated al FVTPL at inceptian.

(i1 Financial assels and financial liabilities held-for-lrading:

A financial asset or financial liability is classified as held-for-trading iF it is acquired or
incurrad principally for ihe purpose of sclling or repurchasing in the noar termm or if on
initial recogniion is part of a portfolio of identifiable finandal investments that ame
managed together and far which there is evidenre of a recent actual pattem of
short-lerm profit-taking. Derivalives, including wamants and options, are catagarized as
helg-for-trading regardiess of the [msl's inlention to hold the security for 8 prolonged
periad af ima. The Trust doas not classily any derivalives as hadges ina hadging
relaticnship.

{ii} Financial aszals and financial iabiliies dasignated at FYTRL

Financial asssts and financial lighililes classilied as FYTRL ara financial inslrumeants
thal are not classilied as held-far-trading and their perfarmance is evaluated an a fair
value basis in acoordance with the Trust's documenied investment stratogy.

8
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RAVENSOURCE FUND

Noles to Financial Stalements (continued)

Years ended December 31, 2017 and 2016

3

Significar aceounting policies {cantinued):

[d)

le)

The Trusl recognizes financial instruments at fair value. Purchases and sales of
financial azsots are recognized at their trade dales. Aside from its holdings of warrants
and cther derivative investmenis, the 1rusts investmenis have been designaled 21
FWTPl. Tha Trusls obligalion for nat assals allributabile o holders of redesmabls
units is presented on the financial staterments atl the redemplion amount as delemined
acconding to the Dceclaration of Trusl. Al other financial asscts and financial liabilitizs
are measured at amorized cost. Under this method, financial assels and financial
liahilities reflect the amaunt required b he received or paid, discounted, when
appragriale, at ihe contrad's efective inlerest rate. The Trust's accounting policies for
measuring the fair value of its investments and derivatives are idenlical 1o those used in
maasuring ils rel assel values lor ransaclions wilh unilholders.

Jfsetting financial instruments:

Fimancial assels and financial liabililies are ofset and the net amount repored in the
slalamenia of liranscial posilion whan thare is e legally enforcaable right lo offsel the
recegnized amounds and there is an intention to settle on a net basis, or ta realize the assel
and sottle the ligbility simultancausly.

The Trust armd ils custodian have agreed that in the event of a defaull, the custodian
reserves the righi 10 sell any and all property e [rusi holds wilh the cusladian or any af ifs
affilialas, lo offsal any indebisdress lha Trust may have.

Recognition/derecognition:

[he lrust recognizes financial assets or financial liabilities designaled as trading securities
or a lrade dale basis - the dele L commils o purchasa or sell the nstramenta. From his
date, any gains and lesses arising from changes in fair value of the assets or liabilities are
recognized in the slatoments of comprehensive incame,

Other financial assets are derecognized when, and anly when, the contraciual rights 1o the
cash flows from the assel expire; or when the 1rust iRnsfers the financial asset and
substantially all the rnsks and rewards of ownership of the assel to ancther enlity. The
Trust derecognizes financial liabillies when, and anly when, the Trust's chligations are
dischamed, cancelled ar oxpired.

10
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Noles to Financial Stalements (continued)

Years ended December 31, 2017 and 2016

3

Significar aceounting policies {cantinued):

if)

(9

{h}

Income recognition:

Interessl income is ascrusd daily and dividend income s racagnized on the ex-dividend
date.

The interast far distribulion purpaoses shown an the stalements of comprehensive income
represcnts the coupan intercst received by the Trust accounted far en an accrual basis.
[he lrust does not amorize premiums paid or discounts recgived on the purchase of fixed
income sscuritiss, excepl far sero coupon bonds, which arg amorti-ad on & siraighl-ling
basis.

Realized gain {Inss) an sale of financial assels and the change in unrealized gain (loss] an
financial asscts are determined on an average caost basis. Average cosl does not include
amorization of premiums or discounts on fiked income securilies with the exception of zerg
coupan bnds.

Income taxes:

[he lrust is taxakble as @ mutwal fung {rust under the Income lax Act (Canada) on its
ingome, ncluding nal reali-ad capilal gains in the laxalion ysar, which g nol paid or
payable 1o ils unitholders as at the end of the lasation year. Itis the intenlion of the Trust ta
distribute all of its net income and sufficicnt net realized capital gains sa thal the Trust will
not be subject to income taxes.

Foreign currgncy translation:

Transactions in currcncics other than the Canadian dollar are translaled ot the rates of
axchange prevaling at the treansaclion dales.  Assets and liabilities denominated in
currencies cther than the Canadian dollar are translated at the applicable exchange rales
prevailing al the reporing dales. The functional currency of the Trusl is the Canadian
dollar. Hesulling exchange differences are recognized in the statements of comprehensive
ingome in nel ealiqed gain (osa) on linancial assels ard nat changs in unraalisad gain
(loss) on financial assets.

11
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Noles to Financial Stalements (continued)

Years ended December 31, 2017 and 2016

3

Significar aceounting policies {cantinued):

(i}

1),

LY,

{1}

Transaction costs:

Trangaction cosla are axpensed amd ara included in the stelamanis of comprehansive
income.  Transaction cosls are incremental cosls that are direclly altribulable o the
acguisition, issue or disposal of an investment, which include fees and commissions paid ko
agents, advisors, brokers and dealers, levies by regulatory agencies and securities
exchanges, and transfar taxes and duties.

Lse of aslimales:

The preparation of financial statemenle in accordance with IFRS requires managemen Lo
use accounting estimates. |t alsa requires management to exercise its judgment in the
process of applying the Trusts accourting pelicies.  Estimates are ocortinually ovaluated
and baseqd on historizal experience and other factors, including expectations of fulure
svants lhal are baliavad 0 ba ragsonabla under ha cirgumstanoes.  Aciual rasulls could
differ from those estimates.

Cash and cash rquivalems:

Cash and cash equivalents rapresent cash positions, as well as any trades thal arg in
{ransit as al December 31, 2017 and 2016,

Ned assels attributable to holders of redeemable units per unit:
Tha nat agseta aliributable 1o holdars of redasmable unils per unil is calculalad by dividing

ihe net assets allributable ta holders af redeemable units of a particular class of units by
the total number ot units af that particular class outstanding at the end of the year.

(m) Increase in net assets atributable to halders of redeemahble units per unil:

Increase in net assets attribulable ta holders of redeernable units per unil is based an tha
increase in net assets abributable to helders of iedeematble units attributed o each class of
unils, divided by the weighted average number of units outstanding of thal dase during the
yEAr.

12
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Motes to Financial Statements (continuad)

Years ended December 31, 2017 and 2016

4.

Related party transactions:

(a) Specialty Foods Group Inc. Services Agresment:

The Trust has an investment in the securiies of Specialty Foods Group LLC ("SFG")L
Another fund managed by the Investment Manager also has an investment in SFG
sacuriies. A senior executive of the Investment Manager is also a member of the Board of
Managers of SFG. During 2012, the Investment Manager enfered into a services
agreement with SFG (the "SFG Services Agreement”), whereby the Investment Manager is
to provide strategic advice and analysis to SFG and, in retumn, will eam a fee for these
saervices., As per its intemal policy and approved by the Trust's Independent Review
Commitlea, the Investment Manager reduced the management fees and administrative
fees that i charges io the Trust in order 1o pass along the economic benefit of the fees
eamed by the Investment Manager from the SFG Services Agreement in an amount
proportionate to the Trust's relalive investment in SFG securities. During the year ended
December 31, 2017, the Investment Manager reduced management fees by $73,866
(2016 - 574,422) and reduced administrative fees by 538,774 (2016 - 340,073), which feas
and costs would have been subject to harmonized sales tax (HST"). Therefore, the total
impact of fee reductions amounted to 5128413, inclusive of HST (2016 - 5128,380). The
Invesiment Manager will continue to reduce the management fee and administrative feas
accordingly, for s0 long as the Trust is invested in SFG securities and the Investment
Manager continues to receive fees under the SFG Services Agreemant.

(b) Managament feas:

The management fees payable to the Investment Manager are based on the Trust's
average weekly net assels atiributable fo holders of redeemable unitzs al the end of each
week and payable on the last business day of each calendar month as follows:

Average weekly net assets attributable to

halders of redeemable units Management fee
Up to and including $250,000,000 0.65% plus HST
Batwean $250,000,000 and $500,000,000 0.60% plus HST

500,000,000 and mora 0.55% plus HST

13
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Motes to Financial Statemenis (continued)

Years ended December 31, 2017 and 2016

4.

Related party transactions (continued):

(c)

The net management fees for the yvear ended December 31, 2017 amounied to 204,465
(2016 - $88,771). The Investment Manager reduced the net management fees by $73,866
(2016 - $74,422), as described in further detail in (a). In the absence of the net
management fee reduction, tolal nel management fees would have amounied to
approximately 5177938, inclusive of HST (3016 - 3172 868). The net management feas
payable as at December 31, 2017 amounted to $24,909, including HST (2016 - $24,370).

Administrative feaes:

Subject to the supervision of the Trustee, the invesiment Manager agrees (o ba responsible
for and provide cerlain administralive services to the Trust. The Trust will pay the
Investment Manager a fee based on the Trust's average weekly net assets attributable to
holders of redeemable units at the end of each week and payable on the lasl business day
of each calendar month as follows:

Average weekly net assets attribuiable to

holders of redeemable units Administrative fee
Up to and including $250,000,000 0.35% plus HST
Between $250,000,000 and $500,000,000 0.30% plus HST
$500,000,000 and more 0.25% plus HST

The net administrative fees for the vear ended December 31, 2017 amounted fo 350,868
(2016 - 347,800). The Investment Manager reduced the net administrative fees by $39,774
(2016 - $45,283), as described in further detall in (a). In the absence of the net
administrative fees reduction, total net administrative fees for 2017 would have amounted
o approdimately 595 812, inclusive of HST (2016 - $93,083). The nel administrative fees
payable as at December 31, 2017 amounted to $13,413, including HST (2016 - $13,123).

14
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Motes to Financial Statements (continued)

Years ended December 31, 2017 and 2016

4.

Related party transactions (continued):

(d} Incentive fiea:

An incantive fea will be payable to the Investment Manager in any vear, equal to 20% of the
amount by which the nel assel attributable to holders of redeemable unils per unil at the
end of the year, adjusted for conirbutions, distributions and redemptions during the year,
exceads the net assets atfributable to holders of redeemable units per unit at the beginning
of the year by more than 5%, plus any shortfall from the prior year. This fee is accrued
monthly but calculated and paid annually. Inceniive fee expense for the year ended
December 31, 2017 amounted fo $116,997 (2016 - $130,585), inclusive of HST. The
incentive fea payable as at Decamber 31, 2017 amounted fo $116.,997, including HST
(2016 - $130,585).

(&) Imvesior redations fees:

The Invesiment Manager is paid monthly investor relations fees of 1,000 plus applicable
gales tax for unitholder reporting and other services provided under a service agreement.
The aggregate investor relations fees for the year ended December 31, 2017 amounted to
$13,5660, inclusive of HST (2016 - $13,560).

Unitholders” entilements:

The unitholders’ enlifements with respect fo the nel assels affributable to holders of
redeamable units and distribution of incoma are genarally as follows:

(a) Entitlement in respect of net assets attributable to holders of redeemable units:

A pro rata share of the net assels attributable to holders of redeemable units of the Trust in
the proportion that each unitholders’ equity bears io the aggregale unitholders’ aquity.

(b) Tax designations and elections:

The Trustee shall file all tax retums, on behalf of the Trust, required by law.
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Noles to Financial Stalements (continued)

Years ended December 31, 2017 and 2016

5,

Unilholders® entitlements {continued):

)

(d)

Redemplion of redeemable units:

Ry delivaring an Annual Redamptian Raguest lo be racaived by he Trusl's regisirar and
fransfer agent on or before the twentielh business day prior 1o the applicable annual
redermption dale, being the valualion dale folowing August 31 in any year (“Annual
[tedemplion Date"} subject to compliance with applicable laws and the provisions,
unilhalders shall be entitled ta require the Trust o redeem some ar all of their units
outstanding as not asscts alidbutable 1o holders of redeemable units as of the Annual
Hedemplion Dale.

Distributions:

The Trust inlends te maks scmi annual distributians to unithalders of record as of the last
valuation date of each of June and Lecember in each calendar year, of such amount per
unil as tha Trostes, upan cansullalion with (ha Investrreanl Mananes:, may detarming. 1t is
anticipaled that the annual distribution will be al least equal to the net capital gains plus the
net incame of the Trust for that year, net of any lax 1osscs brought ferward from prior years.

Durirg the year, the Trust made dislributions of $0.22 per unit on June 30, 2017 and 5014
per unil on Decernber 29, 201/ for tolal distributions of $518,962 (2016 - $502,131).

As at December 31, 2017, the Trust had cumulative net capital losscs of $13,895 501
[2016 - $16 780 088 for income tax purpases that may be camied forvard and applied to
reduce fulure net capilal gains.

Ag al Dacembsr 31, 2017, the Trust had non-capilal losses of $320,011 (7016 - 545,750)

for income tax purposes that may be carried forward and applied ta reduce future years!
taxable income.

16



602

RAVENSOURCE FUND

Motes to Financial Statements (continued)

Years ended December 31, 2017 and 2016

6. Redeemable units of the Trust:

The Trust iz authorized to issue an unlimited number of redeemable units of beneficlal intarest,
each of which represents an equal, undivided interest in the net assets attributable to holders of
redesmable units of the Trust. Each redeemable unit enfittes the holder fo one vote and to
participate equally with respect {o any and all disiributions made by the Trust. The redemption
price per unit will be equal o the net assets attributable to holders of redesmable units per unit

calculated on the redemption date.
2017 2016
Redesomable units, baginning of year 1,672,870 1,674,670
Redoomable units tendered for redemption (103,6598) {1,800)
Recirculation of redeamable units tenderad
for redemplion 103,698 -
Redeemable units, end of year 1,672,870 1,672,870
7. Expenses:

The Invesiment Manager has the power to incur and make payment out of the Trusfs property
any charges or expenses which, in the opinion the Investment Manager, are necessary or
incidental to, or proper for, carrying out any of the purposes of the Declaration of Trust,
including without limitation all fees and expenses relating to the management and
administration of the Trust. The Trust will be responsible for any income or excise taxes and
brokerage commizsions on porffolio transactions.

8. Indemnification of the Investment Manager:

The Trust has indemnified the Investment Manager (and each of its directors and officers) from
and against all liabilities and expenses, reasonably incumed by the Investment Manager, other
than liabilities and expenses incurred as a result of the Investment Manager's willful
misconduct, bad faith or negligence. There were no claims or expenses against the Investment
Manager requiring indemnification during the year ended December 31, 2017 (2016 - nil).

9.  Financial instruments risk management:

Managing the risks of the investment porifolio i a critical element of the nvestment
managemant process. The Investment Manager's overall risk management process seeks o
minimize the polentially adverse effect of risk on its financial perfformance in @ manner that is
consistent with the Trusts investment mandate. To accomplish this goal, the lnvestiment
Manager utilizes a range of well-established tools and methods to manage the risk of the Trust
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Noles to Financial Stalements (continued)

Years ended December 31, 2017 and 2016

9.  Financial instrumenls risk managernent (continued):

With the ahilipy of 1aking holh Iong and shor positions, the Trust may incur bolh interest
cxponse and barowing fecs. While the use of bomowed funds can substantially improve the
return on invested capilal, it use may also increase the adverse impacl lo which the
invesment parfalio af the Trust may be subjercled by increasing the Trust's expoasure 1o capital
risk and higher current expenses,  The Trusl did not use any borrowed funds as at
December 11, 2017 and 2076.

In the nomal course of business, the Trust is expascd te a varcoty of financial rsks: credil rsk,
liquidily risk and market risk {including curmmency risk, interest rale risk and olher price nsgk}). The
valua of investmenis within the Trusl's portiolio can fluctuala on a daily besis as a resull of
changeas in interesl rates, economic conditions, markat and company news related o specific
securities within the Trusl. he level of risk depends on the 1rust's investment objectives and
the type of securities it invests in.

(2) Cradit risk:

Credit risk is 1he risk 1hal the counlemparty to a financial insirument will fail {0 dischame an
obligation or commitment that it has entered into wilh the Trust. Where the Trust invests in
debt instruments and dervalives, this represents the main concentralion of credil risk. The
market wvalue of dobt instrumenis and denvalives includes consideration of the
creditworhiness of the issuer and, accordingly, represenis ihe majority of the credit risk
pxpoasure of the Trusl. As al Decembar 21, 2017, the markat value of lha Trust's dalil
portiolio was 35,092,517 (20.3% of net assets attribulable to halders of redeemabile units)
{2016 53,643,509 {15.1% of not assets attributable to helders of redecmable unils)), and
camprised of non-rated bonds (8.3% and 0.5% of nel assels atiribulable to holders of
redeemable units for December 30, 2017 and 2016, respectvely) and defaulled bonds
(12.0% and 14.6% of nel assets atribulable o helders of redeemable units for
Decembyer 31, 201/ and 2016, respectively).

All transactions oxecuted by the Trust in listod scouritics are settiedipaid for upon delivery
using approved brokers. The nsk of default is considered minimal, a6 delivery of securities
sald 1akes place once the hroker has received payment, and purchases are paid for once
ihe securilias have been received by the broker. The rade will fail if either parly Fails ta
meet ils obligation.
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Years ended December 31, 2017 and 2016

89 Financial instrumenls risk management (continued]:
(bY Liguidity risk:

liguidity rigk is defined as (ha rigk lhal the Trust may not ba able o ssttle or meat itg
ubligations on time or al a reasonable price.

The Trust's exposure ta liquidity Ask pAmarily relates o annual redemption of unils. As per
the Declaration of Trust, the Trust has a 25 day nolice to make a redemption payment,
during which {ime, the Investimen{ Manager can rise sufficieni cash {0 satisfy the payment.
In addilion, the Trust has the right to rasell units landersd for rademplion and generally
relains sufficient cash o maintain liquidity.

ic) Markel risk:
{i] Currancy righ:

Currency risk is the nsk that the value af a financial instrumemnl will lucluate due to
changes in foreign exchange rates. Cumency risk arises fram financial insiruments
{including cash and cazh equivalents) thal are denaminaled in a cumency other than
the Canadian dollar, which regresents the funclional and presentalionzl cumrency of the
Trual. The Trusl may aner inka forsign sxchangea conlracts for hedging purposes Lo
reduce ils foreign cumency exposurg, or to establish exposure 1o foreign currgncies.
The Trusl's cxposure ta another currency is as follows:

2017
Irrzacl ol +- "% on et assels atl- calas o
=5 F{A PN IH I qldiers ol rodeeinaale Lo ks
Cashad Cash and
uensh Frarmigl vash = rancil
Curueny eoL valonls FECL Iulal cyurwlents dssUls lula

Unted Slates do a* § (30357360 5 1288403 & 0319037 5 (30357 & (385G 5 123 18

™ ol Fel assets
arrbatable te
holders af
recEEYTad & unils 1) 557 L35 {01 0.6 0.5
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605

9.  Financial instrumenls risk managernent (continued):

2016:
Ir=eclof 4= "% an 7e’ assels att* zataz e
Sxgugreg I wglglerg gl redeemagle pafy
Caahpnd Caak and
Egh Finarwial Ly = rengial
CLrrengcy eCL valenly EELE] Tolal  eguivlents guaely Tl
UAtad Slates 4o a- 3 (3,802,354} S 17 AESARE % RBANAEA  § {368 § PAAFA 5 HAACE
% ol rel ARERTE
akr bulakla to
holdars =1
racAATAS B unilk [10.6) 3% R AG.a {0.2] [h na

As at Uecember 31, 201/, if the Canadian dellar had strenglhened or weakened by 1%
in ralalion to &l currancias, with all alhar variableg held constanl, nal aseeiz atribulable
1o holders of redeemable unils wauld have decreased or increased, respeclively, by
appraximately 0.5% ($109,181) (2016 0.3% (EB8, 805, In practice, the actual results
may differ from this sensitivity analysis and the difflerence could be malenal.

(i} ImMerest rate risk:

Imerest rate risk arscs from the possibility thal changes in interest rates will affect

fulure cash flows or fair values af financial instruments.

Inlerest rale risk arises when

the Trust invests in interesl-hearing financial instruments. The Trust is exposed to the
risk that lhe value of such financial instruments will Mucluale due to changes in tha

prevailing levels of markel inlerest rales.
fluclualions on any cash balances.

There is no sensitivity 1o inleresl rale

The Trusl has expeosure to high yield bonds (8.3% of net assels (2016 - 0.5%)} and
delaulled bonds (12.0% of nel assats (P016 - 14.6%)) wilh no sxpasure o governmenl
bands. [t band investmenis tend to be affected more by changes in overall economic
growlh and company-specific fundamenials rather than changes in interest rates.
Changes in interesl rams do not directly affect the market value cf defaulted bends as
the underlying issurrs have stopped making interes! paymenis and thus da nat offer a
vield campornent 1o the halder. However, the Trust's high vicld bonds do have a degrec
of inlerest rate risk, which is summarized in lhe table below.
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9,

Financial instrumenls risk managernent (continued):

As at December 31, 2017, the Trust's exposure to interest rate sensilive debt
instruments by maturity and the impact an il net assets attribulable o holders of
redeemable unils if the yield curve i shifted in paralel by an increase of 25-basis-
pointa {"bps”). holding all ather variables onstant, sensilivity, would ba as [ollows:

2017 2018
Market by maturily dale™:
1-3years § 2081320 S 161,878
Sensilivity to 20 bps vield change incraase ar
decrease nel assels B 0,006 2 1,14

*Excludae cask, defaullad bonds and Bonds to 0a comerled to agu by,

In practice, aclual results may differ from the above sensitivily analysis and the
difference could be material.

(i) Oiher price risk:

Oiher price risk is the rigk ihal the markel value or future cash flows of financial
instruments will flucluate because of changes in market prices [olher than those ansing
fram credit risk, imerest rale rdsk or currency risk). All investments represent a sk of
lozs of capital. The Invesimont Manageor of the Trust moderates this risk through o
careful selection and diversificalion of securities and olher financial insirumenis within
iha limils of the Trust's investmenl ohjesclivas and stralagy. Tha Trusl's overall markel
pasilions are menitored on a regular basis by the Invesiment Manager,

As al December 31, 2017, 47.7% (2016 - 45 5%) of the Trusl's net assets atribulable
In holders of redeemable units werg invesled in securities traded on Narth Amerizan
slock exchanges. |If security prices on ihe Horh American slock exchanges had
incregased or decreased by 10% as al the yeer and, wilh all alher faclars rarmaining
conslant, net assels attributable 1o holders of redeemable units could possibly have
increasod  or deocreasced by approximalely  4.8%  (F1,185503) (2016 4.5%
{51,084,24%)). In practice, the aciual results may differ frem this sensilivity analyzis
and tha differance could be malarial.
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607

1G.

Fair valug measuremernls:

Financial instruments are measuncd at fair valuc using a three licr hicrarchy based an inputs
used to value the Trust’s investments. The hierarchy of inputs is summanzed below:

s Level 1 - gquoted prices (unadjusted) in public markets for idenlical assets or liabilities;

= Leval 2 - dealer-qualed prices in over-lhe-counler markels for identical assels or liabilities,
or inpuls other than queoted prices ihat are observable for the asset or liahility, eiher
direcily fi.e., as prices} or indirectly [i.e., denved from prices); and

» Level 3 - inputs for the asset or liability that are not based an abservable market data

funobservable inpuls).

Changes in valuation methods may result in ransfers inlo or oul of an investment’s assigned
lavel. Tha Mllowing lablas presant the Trusls fingncial inglruments hal have bean maasured

at fair value, on a recurring hasis:

2017 sl 1 L gl 2 L gl 3 Teatal
Investmonts:

Bonds 3 G6I6720 % ¥ 4455787 % 5,092 517

bEquilies 11,317,111 1,85 004 b, 023,560 TH,1.35, /95

wWarrants - 176,811 - 176,831

$ 11953901 § 1971885 § 0479357 § 72405142

2016 Level 1 Level ¢ Level 4 1aial
Investments:

Bronds 3 127708 % 3481621 % MA7S F  3AR43.508

Equities 10,804 842 — A, 609 F6G 17.414 411

Warrants and oplians 10,878 - - 10,878

$ 09324 § 3481691 $ BENALAH § 21,068 580
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1G.

Fair value measuremeris [continued):

Ouring the year ended Oecembear 31, 2017, there was ane transfer from Level 1 to Level 3 in
the amaunt of 5263,618 as the Old PSGE Wind Down Lid. commen shares were delisted from
the exchange (2016 - the amount of 334,179 as Guesllogix debentures were de-listed). Iherg
was ond ransfer from lavel 7 o lewel 3 in the amounl of $2,430.599 s Cryatallex
Inlernalional Corp. debentures were priced using the average of twa hid quoles received far the
socurty at December 31, 2017, Also, due to changes in market conditions for one bond
investmenl, a quoted price in an aclive market became available and as such this investment
was transferred fram Lewvel 2 to Level 1. The Trusl did nal have any alher transfers bebween
Level 1, Level 2 and Level 3 included in the Fair valug higrarchy in the yezar ended
Uecember 1, 207 ¢ gr 2016,

The tabl>s below show a roeconciliation of the apening and closing balance of financial
instruments recorded in Level 3:

Hagzinning End
of wear, “ransher Traater Lnrcalized Sakes of Joar,
Janaary 1, frem from farvalua or [Decemba- 31,
07 | gl 1 | evel = nain {loss) puJrghases 017
SHG - eygaty § bagE e ¥ - 5 — % (i magogay EodbbrbEY) & -
Specialty Mood
Groua G 18,978 18,5749
Specielity Food
Groua |
Class 1 prefermrez
shares - - - 1,°75,032 - 1,175,022
Speciahy Food
Growa LLG,
Clases 2 prefarraz
shares 2.439..8" 243548
GX1 Azguisil on
Corp - equity 1,703,432 T 1,176,500
Did PSS Wi
Docrwer = @G by - 261,618 - - - 2E1,614
Guestlogn  debsenture 34,179 "3,272 [27.513) 15.558
Cealne: Cepilal
Carp. - 2abentLre - - - - * A5 BOD 1,454 600
Cryalgliex Inangliong|
Corp. - - 3,430,555 48 960) - 2,981,829
Tclal F GG43 748 & 618§ 34305896 F FYAMGT L ! 130875) F 047G A5T
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Noles to Financial Stalements (continued)

Years ended December 31, 2017 and 2016

609

1G.

Fair value measuremeris [continued):

Beaginring End

of waar, Tr-ansfar Lrrealizad Salas of year,

January 1, frewrr fa rvalus or Decembes 31,

2018 Level 1 gain pJrchases 2018

SFG - ana by F SARPERI §F - 5 Maaa E - F HRALEQPA
Gucstlog  doebseture 175 M.-71a
Xl Aczguisit on Cora - eyguily - - 2447 R s 1.203.543
Talal 7 SARPERI §F MATn % PRTARM F CATALTY 5§ R G43.748

lhe lables below sel oul information about significant unobservable inpuils used as =l
Decarnbir 31, 2017 and Decyrmber 31, 7016 in measuring financial inglrumants categorized in
Level 3 in the fair value hierarchy:

rarveLe, Ma-pe
Decenbe- 21,  Walualion Lrobservable [weighted Seasibiv iy to cnanges
Descr =%ion 207 techmque input AvErage) In ignif cant unobgervable IrpJts
L1 gtad private Arpranl FaITA FNOXFRIT 8 Erlimatad ‘air va e wiiw o
Ak valua of rnlipla Na allarnativa naraaca [drcraara’ by $2EA BT
investmants 5 3,E3AA7 ANpeStel asrLmH 270 o 7.4% ‘or aach 1 5% incraase
‘Lhure tl eCinse sacrearA’ intha “RITEA multc e
dirt1mt ons
Ara vl
15 st 11% Frlimatad ‘air va Le wiiw o
ralm nereasa (drcraare) by £33 338
ar 0 5% tar eack 100 Bps
datreara infraase) In e
st -ate
L1 gtad private
Ay Trar gartian
I et meenils 1, %0118 MNdapplcadla prea Me: appllcable Mat applicak e
Ln eed private Traresacticn
borde 144,600 MNodapplcadla prea Me- appllcab e Mat applicak e
Oefaullad Ealivated ‘alr va Le wou =
Ooads 7 R01.6  Awvarage of Daker 345 - 56 par noreasa [decraaze) by 5817 477
Sroer ouoles 3120 lacavaLe pr 3C.4%%
quctes
el wead
Oe‘aullad Monito's
bonde esimate of
18,551 Mol applcadla [na digiibaticn Mot appllcable Mat applicak e
5 E4TEA5T
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Noles to Financial Stalements (continued)

Years ended December 31, 2017 and 2016

10.  Fair value measuremenis [continued):

Fairve Lg, Fape
December 21, Waelwalion Lragwervable [wzigh Lt Seuiliv Iy 17 enanges
Oewer 2tign DG lechnigue input BwWrege] i wiygnil canl unpggervable irpals
lin E'AC private ~rerAnl F 3T, ENOx FRIT A, Frlimatad *ar va LA woL C
Ay wvalua nf rnlplA N allarnativea naraaca [danraara; by $238 FE3
iviestmAntr & RANG,NAG Axpeated AasrLm 27 tn or 2% ‘or aach 1 G¥ incrAAse
‘Liure C Ecinke tdarearAt in tha “RITEA multzo e
drtiat ons
el vl
Clszaurnt 3% o 10% Esl matad ‘alr va LeweL &
rale £ ECOUFE rate noreasa (decraaze) by 531013
(& E™ we gnee ar 9 5% ler aack 100 bps
avaraga) dacrease (incraase) In e
Elszaunt rate
Ln eee private
exLliky Fecant
I e meenils 1,385,533 W applcasla  1kansactan Ma- appllcable Mot appllcas e
Oe‘aullad D-aker
borEE 1T Holapplcasla gqueles Mo appllcable Mot applicas e
5 E G574

The Invaalimani Managar is respangibla far padonming the lair valug measuramenls includad in
the financial slatements of the Trust including Level 3 measurememns. The Investment
Manager cblains prcing for Levol 3 financial instruments from & third party pricing vendor,
which is reviewed and approved by the Investment Manager.

Financial instruments not measured 21 fair value:

{21 The cash and cash oquivalents, interest and dividends receivable, accounts payable and
accrued liabilities, management and administralive fees payable and incentive fee payable
are shorl-term finanrial assets and financial liahilites which camying amounis approximate

fair valuas.

Cash and cash egquivalents and interest and dividends receivable include the contractual
ameounis for settiement of trades and cther abligatians due to the Trusk. Accruals represent
the contraclual amounts and obligations due by the Trusl for settlement of trades and

BXORNSES.
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RAVENSOURCE FUND

Noles to Financial Statements (continued)

Years ended December 31, 2017 and 2016

10.  Fair value measuremenis [continued):

ib) The Trust's redeemable units are measured at the redemption amount and are cansidered
a residual interest in the asscls of the Trust after deducting all of its labilitics.

The redermption value of redeemable units is calculated based on the net diference
between {olal assels and all other liabilities of the Trust in accomdance with the Declaration
of Trusl. The units are redeemable annually, at the hclders’ opticn, for cash equal o the
proporticnate share of the Trust's net asset value atliributahle tn the share class, as
described in the Declaration of Trust and in note 5(2).

11. Net gain from financial asseis al FYVTPL:

2017 2018
Met realized gain (loss) an finandal assets:

Financial assels held for trading 4 T 454,000
Financial asscls designated at FWTPL 4,430,454 D47 571
4,430,404 (83,571}

MNal changa in unmalised gain (loss) an financial asseia:
Fimangial assalz beld-far-drading 45,544 (61.045)
Finangial assels designated al FYTR| {7 608,794} 200750987
(2,963,200] 2,014,817

§ 1.857.244 $ 1,031,345

The realized gain (Inss) fram financial assets at FWTPL rapresents the difference between the
carrying amaunt of the financial asset at the beginning of the reparing year, or the Iransaction
price if it was purchased during the reporling year, and its sale or settlemeni price.

he net change in unrealized gain (loss) on financial assets represents the difference bebaean
lhe carrying amouni of a financial assst al the beginning of the reporling year, or he
transaction price if it was purchased during the reporting year, and ils carrying amaunt at the
end of the reparting yoar.
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RAVENSOURCE FUND

Noles to Financial Stalements (continued)

Years ended December 31, 2017 and 2016

12

13

Capital disclosures:

The Investment Manager has policies and pracedures in place 1o manage the capital of the
Trust in accardance with the Trust's investment objectives, strategics and resinclions, as
delailed in {he offering documend. Information about the capital is descriced in the stalemenis
ol changas in nel asasls allibulatila o holders of redearmabla unils and the Trusl doas nal
have exlernally impased capital requirermenis.

Comparalive imormation:

Certain 2016 informatian has been reclassified to conferm with the financial siatement
presentation adopted in 2017,
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KPMG LLP

Bay Adelaide Cenire

333 Bay Street, Suite 4600
Toronto OM MBH 255
Canada

Tal 416-777-8500

Fax 416-777-8818

INDEPENDENT AUDITORS' REPORT

To the Unithodders of Ravensource Fund

Opinion

We have audited the financial statements of Ravensource Fund (the Entity), which

comprisa:

+ the siatements of financial position as at December 31, 2018 and December 31,
2017

+ the slatements of comprehensive income for the years then ended

+« the slalements of changes in nel assels altribulable to holders of redeamable
units for the years then ended

+ the slatements of cash flows for the years then anded

« and noles to the financial statements, including a summary of significant
accounting policies

(Hereinafter referred to as the “financial statements”™).

In our opinion, the accompanying financial statements present fairy, in all material
respects, the financial position of the Entity as at December 31, 2018 and
December 31, 2017, and its financial paformance and its cash flows for the years
then ended in accordance with International Financial Reporting Standards (IFRS).

Basis for Opinion

We conducted our audit in accordance with Canadian generally accepted auditing
slandards. Our responsibiliies under those standards are further describad in the
Auditors’ Rasponsibilittes for the Audit of the Financial Statements® section of
our auditors’ repor.

We are independent of the Entity in accordance with the ethical requirements that are
relevant to our audit of the financial staterments in Canada and we have fuffilled our
other ethical responsibilities in accordance with these requiremants.

We believe that the audit evidence we have oblained is sufficient and appropriate to
provide a basis for our opinion,

FFMD LLP, i o Conefan mfad lablilty poriremhg and o masmies fem of e PG nebword of rdependient
araperigt erveg. ] with KPUL] ierraiael Coopsasteg (TRPAT svetonal], o Beaa ety
FRAG Cangchs prosvickes sarvices o KPR LLP,



KPMG

618

Page 2

Other Information
Management is responsible for the olher information. Other information comprisas:

* the information included in Management Report of Fund Performance o be filed
with the relevant Canadian Securities Commissions.

Our opinion on the financial statements does not cover the other information and we
do not and will not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the
other information identified above and, in doing s0, consider whether the other
information is materially inconsistent with the financial statements or our knowledge
obtained in the audit and remain alert for indications that the other information appears
to be materially misstated.

We oblained the informalion included inm the Management Repordt of Fund
Performance filed with the relevant Canadian Securiies Commissicns as al the date
of thizs auditors’ reporl. I, based on the work we have performed on this other
information, we conclude that there i3 a8 materal misstalement of this other
information, we are required to report that fact in the auditors’ report.

Wa have nothing to report in this regard.

Responsibilities of Management and Those Charged with
Governance for the Financial Statements

Management i5 responsible for the preparation and fair presentation of the financial
slatements in accordance with Infernational Financial Reporling Standards (IFRS),
and for such internal control as management determines is necessary to enable the
preparation of financial statements thal are free from material misstatement, whether
due to frawd or eror.

In preparng the financial stalements, management is responsible for assassing the
Entity's ability to conlinue as a going concemn, disclosing as applicable, matlers related
to going concemn and using the going concern basis of accounting unless
management aither intends o liqguidale the Enlity or to cease operations, or has no
realistic allemative but 1o do so.

Those charged with governance are responsible for overseeing the Entity's financial
reporting process.

Auditors' Responsibilities for the Audit of the Financial Statements
Our objectives are to oblain reasonable assurance about whether the financial

statements as a whole are free from matenal misstaterment, whether due to fraud or
arror, and to issue an audilors’ repor that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with Canadian generally accepted auditing standards
will always detect a material misstaterment when it exists.
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Misstatements can arise from fraud or error and are considered material if, individually
of in the aggregale, they could reasonably be expecled o influence the economic
decisions of users taken on the basis of the financial statements.

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

We also:

Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or emor, design and perform audit procedures responsive to
those risks, and oblain audil evidence that is sufficient and appropriate o provide
a basis for our opinion,

The risk of not detecting a malerial misstaternent resulting from fraud ks higher
than for one resulting from emor, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the ovemride of internal control.

Obtain an understanding of intemal confrol relevant o the audit in order to design
audit procedures thal are appropriale in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Entity's intermal
conirod,

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

Conclude on the appropristeness of management's use of the going concem
basis of accounting and, based on the audil evidence oblsined, whether a
material uncerainty exists related fo events or conditions that may cast significant
doubt on the Entity's ability to continue as a going concemn. If we conclude that a
material uncertainty exists, we are required o draw aflention in our auditors’ report
to the relaled disclosures in the financial stalements or, if such disclosures are
inadequate, to modify our opinion., Ouwr conclusions are based on the audit
evidence oblained up to the date of our auditors” reporl. However, future events
or conditions may cause the Enfity 1o cease to continue a3 a going concam.

Evaluate the owverall preseniation, structure and content of the financial
statements, including the disclosures, and whether the financial statements
represent the underying fransactions and events in 8 manner thal achieves fair

presentation.

Communicale with those charged with governance regarding, among other
matters, the planned scope and timing of the audit and significant audit findings,
including any significant deficiencies in internal control that we identify during our
audit.
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+ Provide those charged with govemance with a slatement thal we have complied

with relevant ethical requirements regarding independence, and communicate
with themn all relationships and other matters that may reasonably be thought to
bear on our independence, and where applicable, related safeguards.

s 24P
z’ff__ﬂ,_

Chartered Professional Accountants, Licensed Public Accountants

The engagement partner on the audit resulting in this auditors' report is
James Loewen.

Taronio, Canada

February 28, 2019
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2018 2017
Assets
Cash and cash equivalents § 885453 § 1,796,026
Financial assets at fair value through profit or loss
{note 10) (cost - $17,912,250; 2017 - $21,114,258) 21,080,245 23,405,143
Interest and dividends receivable 21,812 84,505
30,005,591 25,285,674
Liabilities
Accounis payable and accrued liabilities a7 585 82.7BG
Foreign exchange contract (note 10) 161,685 =
Management and administrative fees payable
(mote 4(b) and (c)) 53,583 38322
Incentive fes pavable (note 4{d)) BE4, 580 116,887
1,197 433 238,105
Net assets atributable to holders of
redeamable units $ 28,808,158 § 25047569
Mumber of redeemable units outstanding (note &) 1,672,870 1,672,870
Met assets aftributable fo holders of
redeemable units per unit (note 5) s 17.22 s 14.97

Ses accompanying notes to financial statements.

Approved on behall of the Trust:

moway Portfolio Management Inc.,
as Invesiment Manager
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Stalemenis of Comprehensive Incame

Years ended December 31, 2018 and 2017
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2018 2017
IMcarmea:
Nividends and incorne rust distribulions § FBB14D $ 150440
Intgrast income for disiibution purposes ZTE,043 87 054
hB4,183 237,004
Mct change in fair valuc on financial asscts at fair valuc
through prefit or loss and forzign exchange cantract
Mot malized gain on financial assets, including
farcign cxchange adjusiments 4,422 508 4,430,454
Mot change in unrcalized Qain (loss) on financial asscts B86, 112 (2,563, 2507
Mot chango in unrealized loss on forcign exchange
contract [161,685)
Hat changs in fair valug on financial asseats and
lorsign exchangs conlrast 5,156,935 1.BG67. 244
5,721,118 2,105,238
Expenses {income):
Managemeni fees (note 4(0)) 144 ZRE 177,91
Adminisirative fees (nole 4ich) 104,616 95,812
Impaci of management and
administrative fee reduclions (note 4(a)) (84 07) (128411)
Inzeniive fee {notle 4(d)) HH4 5580 1165.89¢
Legal fees 130,41/ a5 hibd
Interest g, Fa2 hf 2By
Independeni review committee fees 32,260 11,600
Accounting fees 40,510 29.40f7
Iransaclion cosls 249,580 13,694
Audit fees 28577 29 388
Listing fees 18,870 £2 583
Trust administration and ransfer agency fees 15,308 12,028
Investor relations fees (nole 4(e]) 13,600 13,580
Cther 10,582 7305
1,448 6658 04 744
Increase in net assals attributable to
holders of redeemable unils § 4,282 450 $ 1,800 4594
Average number ol units outstanding 16872870 1.672.870
Increase in net assals attributable to
holders of redeemable unils per unit £ 255 % 096

See accompanying noles w inancisl slatemenis.
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Stalements of Changes in Net Assets Attribulable fo Holders of Redeemable Linils

Years ended December 31, 2018 and 2017
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2018 2017
Mal assals allributabls to holders of
radagmalile unita, beginning of year § 25,047,569 § 74,065.037
Increasa in nel assals attributable 1o
holdars of redeamabla unils 4,787 450 1,600, 494
Capital Iransactions:
Unita terdered Tar redemplion (noba S{c) (837.867) [1,437.578)
Racirgulalion af unils wrdared for redarmption (note S{ch) 937 867 1,437,575
Diglrbutiona paid o haldars of redesimake
unitg [note 5(d)) (501,861) (618.967)
(501,861) (618,962)
Mal assals allributabls to holders of
radasmable units, and of year 5 ZB.808,158 $ 25047569

See acrompanying noles oo inancial slatements.
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Stalerments of Cash Flaws

Years ended December 31, 2018 and 2017
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2018 2017
Cazh and cesh squivalenta, benginning of yaar § 1,796,076 $ 3.209.544
Increass (decraasa) in cash and cash sguivalenls
during lha yaar:
Cazh flows from (usead in} oparaling activities:
Increasa in nal assels atiributabla to
holders of radeemalile units 4,787 450 1,600,454
Adjusimants lor nan-cash itams:
Mel rgali-ad gain on financial asssls,
including Moreign sxchange adjustmeanis {4,422 508) (4.,430.494)
Met change in unmeslized {gain) logs on financial asesls (886,11%) 7,563,750
Met change in unrealized lass an foreign exchange
canmracl 161 685 -
Change in nan-cash halances:
Decrease (increase) inimerest and dividends
receivahle 32693 {40,444
Increase in Arcounts payahle
and accrued liabilities 14 149 3,498
Increase [decrease’ in incenlive, management
and administrative fres payahle TH2 844 {21,758
Procerds from sale af investments 11,470,886 A,014.CRA
Purchase of investmeams (3 ER8.638) (6,643, 230)
Met cash flows from {used in) operaiing aclivities 007 098 fuha B21)
Cash flows from {used in} inancing activities:
Linits tendered for redemplian [832,867) [1.432 526
[Recirculation of units kendered for redemption 832 887 1,432, 526
Dislnbutions paid to holdems of redeemable units,
nel of reinvesied disribulicns [501,861) (518 562)
Met cash flows used in financing activilies (G07,861) (618,962)
Fargign exchange gain (Joss) on cash (146,730) 160,071
Increase [decrease’ in cash and cash equivalenls 7,058,508 [1.413.518)
Cash and cash equivalents, end af vear $ B,804,6HM $ 1,795 026
Supplemantal cash Now information:
Interast paid B 00, 7h2 % 7 78q
Interast received 325,695 59,042
Dividends recaived 260,73 138,508

See accompanying notes to financial slatements,
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raryalug
Shkaresfunitd fverage Fair as % of net
Par vaug Inves ments pwned st wvauc asset Walug
Caradian equit es:
A7 FCO CariWel Bulding Maieriels Sroup Lid 341,058 219,127 0.78
1,000 CryRia lax Intarmahona Corp. 4O - -
H5 T Murden Corp Gerigs 3 Prefarrad Shares 1.0 237 B34 187 376G
2612 Durdes Corp. Sernes 2 Preferred Shares B7T . 5E0 755 4658 2.7h
o4 856 Flow Capita Soro. 68,985 Ga.558 .24
315,843 Slacier Media Inc 483,043 183,18% 0.4
211C0 GWVIC Camrurical urs Corp. Cless B 17,091 1,268 -
22500 A IG Comrrurical ore Corp Class © 18,045 1,125 -
A5, 280 Manitak Erergy IPc. 4,241 - -
Bo5,0Cc0 Morlherr Frondicr Corp. 1,187.071
248,033 Flaza Fetail REIT 275,945 Gh4 G27 3.31
174,200 Supremex . 395 824 429 048 148
B340 Swisa Walar Decafrinatad Cofea Inc. 2475 ARS 416 FH3 145
4,531,681 4 Q05,292 13,511
L5 enuities:
206,657 Firm Capilal American Realty Partners Corp 2,545,063 2919.C68 374
495,000 Semvorh Financial InG, 2,662,549 3,148,571 10,533
271,026 GX| Aguisilion Gorp., Cless A 355 830 203 976 .71
K17 a4 GXI| Arzpunshon Com. Class B B19 242 A8 4002 1.81
515 F66 Old PSG wWind-MNown 1 700 B35 A58 131 137
13,157 Quad!Fraphics Ing 595,635 221,103 iy
1,223,256 Sealo Lid. - - -
2,026 Spanian Bruadoasling Syswe- Inc
Frafarmd Sharas 10, 75% 1,523,701 1,90M 348 .52
|66 Spacia ly Noode Gouo L1
Past slosing paymen: ighs - 196137 7.6
o BUB, 245 u (28,208 41.33
Sixpd noome:
3,721,000 Crysld lex Irtemaliona Carp
YA55% due Dac H], 201 1,545,710 Hahy SHE 2247
20C0D Mow Capital Cop
7t due Jur 30, 2021 1,640 1,500 0.
1,086,220 Flow Capital Carp.
5% due Dec 31, 2015 868,588 1,010,185 2.50
L2 100 Spamsn Bmardcaxsting SyrR™ Ine.
12 5% dus Apr 15, 7T T Sh6 2H7 51 ROy 207
3406, 435 8 0645 B6Z 28.00
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Schedule of Invesiments (canlinuad)

Deccember 31, 2018

626

rarvalug
Shkaresfunitd fverage Fair as % of net
Par vaug Inves ments pwned st wvauc asset Walug
Warranils:

B,375 Curdee Comp $6.00 Jun 30, 2014 8,933 a3 | -
Met investments owned 17 565 297 21088 245 .24
Fureign excharmge caniracy

Sall $11,250 .01 USE, buy $15, 165 375 GAD

41 383, March 1, 701P - (151,685} [0 oa}

Brokerpge commissions 1£3,047)
Total porfolic o invesments 3 17512260 20,837 £60 72.60
Ciher el ghsels 7,870,598 27 .52
MNet assels $ 28,004,158 100.04]
* Da‘aulted

See accompanying notes to financial slatements,
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Males ta Financial Slatemenis

Years ended December 31, 2018 and 2017

1. Trust arganization and nature of aperations:

The Ravensource Fund {he "Trust"] is a closed-end invesiment trust which was created under
the laws of the Provinee of Ontario pursuant to a Declaralion of Trust, dated April 2B, 1997, as
amended January 15, 201 and as further amended and restated as al Auogust 22, 2000,
July 1, 2C0B and July 3, 2015, The Trusls unils are isled on lhe Toranto Slock Fxchange
(RAV.LND.

Compulershare Trust Company of Canada acts as trustes for the Trust (the "Trustee™). At a
spocial mecting of the Trust's unitholders, Stamaoway Porolio Managemont Inc., an Ontario
corporation, was appainted as the invesiment manager ({he "Invesiment Manager®! of the
Trusl, affective July 1, 2008, The Trust's principal place of business is looalad al 30 54 Clair
Avenue Wesl, Buile 801, Toronto, Onlario May 3A1,

The Investment Manager provides porfolinc managemeni and administrative services o the
Trust, subject to the overall supervision of the Trustee. The Investment Vanager is aulharized
to invest ihe Trust’s assels and miake invesiment decisions on behalf of the Trust. Senior
exsculives of the [mvaslmant Mamaner owen 163,927 (2017 - 158,044 units, represanting 9 8%
{2017 - 9.4%) of the outslanding units as at December 31, 20148.

The capital of the Trust is represented by the net assets atiributahle to halders of redeemable
units of the Trust, and comprises invesiments, cash and cash equivalenis, and inlerest and
dividends receivable, offsel by liabililies of the Trusl. As more fully oullined in the Declaration
al Trust. tha principal invashnant ohjesclive of lha Trust is o achisve abaolute annual raturns,
with an emphasis on capilal gains, through investment in selected North American senurities.
The Trust will invest its property primarily in Narh American high yield and distressaed debl
secunties, and in eguity secunties. The success o the Trust depends an the investment
decisions of the Investrmenl Mamager and will be influenced by a numbar of rigk lactors,
including liguidity risk, markel risk, investmant in oplians, and leverage from barrowed funds.

2 Basis of presentation:

The paolicies applicd in these financial statements are based on Intemational Financial
Neporting Standards ("IFRS") in effect as at February 28, 2019, which is the dabe on which the
financial stalements were authorized far issue by the Investmen! Manager,
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3

Significarl aceounting policies:
The fallowing is a summary of ihe significant accounting palicies fnllowed by the Trust:
(&) Fimancial ingtrurmenls:

{i] Recognition, initial measurement and classificalion:

For fiscal years beginning January 1, 2018, IFRS 8, Finanadal Instrumenle ("IFIXS §7)
has rgplacad Intemalional Accouniing Slandard ("IAS™) 39, Finangial Inslrumeants -
Recognilian and Measurement ("IAS 38"}, IFRS 9 inlraduces new classification and
measurement requiremenis for financial instruments, including impairment on financial
asseles and hedge accounting.

1 his new standargd requires assels o be classified based on the Trust's business mode!
for managing the linancial assels and conlraciual cash Mowe characteristios of the
financial assels. The standard includes hree principal classificalion calegories for
financial asscts measured at amorlized cosl, fair value threugh ether comprehensive
income, and fair value through prefit and loss ("FVYTPL"}). |t eliminales the existing
IAS 3% categories of held o malurty, lnans and rereivables and available far sale.
IFRS 9 largely retains ke existing requiremenis in 1AS 39 for the classification of
financial liakililies.

There were no changos o the moasurcment basis of the Trust's inancial instruments
as a result of adopting IFIS 8, and consequently, there was no impact tc net assets.

Financial assels and financial liabilities al FW1HL are initially recognized on the trade
dala, at fair walug, wilh lrangaction cosls recognicad  in lhe stalemanta of
rcomprehensive income.  Cther financial assets and financial liabilities are recagnized
an the date on which they arc eriginated at fair valuz.
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3

Significar aceounting policies {cantinued):

Original rlassification of inannial assets and liahilities under 1AS 35 were:

Desigrated as ot FYTPL: financial asscts designated at fair value threugh profit or
lpss;

Hald-for-trading: financal assals hald-for-lrading;

Loans and receivahles: cash and cash equivalents and interest and dividends
receivable; and

Cther financial liabililies: agcounts payable and acoued lighilities, management
and adminialralive leas payable and incentive lea payable.

Under IFRS 9, the Trust classifies financial assels and fnancial liakilities into the
following rategorins:

Fimancial assets at FVYTPL: debt securities, equily investmenls and derivative
financial inslrumenis;

Fimancial aseals at amorliqad coal: sl olhar inancisl aesels are classifiad as al
amarlized nost;

Fimancial liabilities at FYTPL, derivative financial instruments and sccuritics sold
shor, if any; and

Fimangial liabililies at amori-ed cost: all clthar linancial liabililiss are claseifiad as al
amorlized cosl.

The Trusl does nal classify any derivatives as hedges in a hedging relalionship.

Changes in accounting policies rasulling fram the adaption of IFRS 2 hava been
applied retrospectively, using the ransitional provisions allowing the Trust to nol restate
comparative periods.
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Significar aceounting policies {cantinued):

(i} Fair value measurement:

Sacurilies lislad upon a recannized public siock axchanga ara valued at Lhair cloging
bid prices as of the valuation dales. In a silualian where, in the epinian of the
Investment Vanager, a markel quaolation for a security is imnagcurate, unreliable, or naot
readily available, the fair value ol the secunty is estimated using valualion technigues
generally used in the indusiry. These techniques take intn account markel factors,
valuatien of similar sccuritics and interest rates.

Shor-temm notes, treasury bills, bands, asset-backed securilies and other deht
instruments ireded in over the counter markets are valued at bid quaolations provided
by recognized investment dealers.

Securlies not lisled upon a recognized public stock exchange ar net iaded in aver-lhe-
courter rmarkaty ara valued using valualion wchnigues, which lake into aceoond marksl
factors, valuation of similar securities and interes rales.,

The Trusl recegnizes financial instruments at fair value. Purchases and sales of
financial assets are recognized al thair iade dales. The Trusts obligation for net
assels atiributable to holders of redeemable units is presenled on the financial
staterments al lha rademplion amount as deiermined acoording to the Neclaralion of
Trust. All ather financial Assels and financial liabilities are measured at amarlized cast.
Under this method, financial asscts and financial liabilities reflect the amount reguired
to be received or paid, discounted, when appropriate, al the conlract's effective imerest
ratg. The Trusl's acoounling policias for measuring the fair value of ils investrmenls and
derivalives are identical 1o those used in measuring ils net asset value Far transactions
with unitholders.

The Trust may cnter inte foreign oxchange contracts to hedge itsolf against foreign

currency exchange rate nsk for its foreign currency-denominaled assets and liabilities
in cass of adversa forsign currency fluclualions against the U.S. dallar.

10
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Significar aceounting policies {cantinued):

(i)

Farward cumency transactions are classilied as foreign exchange contracts in the
Trust's financial slatements and represent agreemeonts for delayed delivery of specific
curmencies in which the seller agrees 10 make delivery at a specified fulure date of
spevifind currencies.  Risks asaociatad with forward curraney ransacliong are the
inabilily of counlemparties 1o meet the terms of their respective conlracts and
movements in fair valug and exchange rates. The Trust considers the credit risk of the
counterparty for forward cumency transaclions in evaluating potential credit risk and
selecting coumlerparties ta fnrward currency transaclions.

Offgatting limancial instruments:

Financial aseets and financial liabilities are offset and the nel amcouni reported in the
slatements of financial positinn when there is a legally enforceable right 1o offsed the
recognized amaunts and there is an inlention to settle on a nel basis, or o realize tha
assel and settle the liakility simuianegusly.

The Trust and its custadian have agroed that in the ovent of a default, the custodian
reserves the nght to eell any and all preperty the Trust holds with the custodian or any
of its affiliales, tn affsel any indehiedrness the Trust may have.

Recognition/daracogniian:

The Trust recognizes financial assets or financial liabilities on a trade date basis - the
dale it cammits o purchase or gell the instruments. From this dale, any gaing and
lnsses arising from changes in fair valug of the assets or liabilities are recognized in tha
siaterments of comprehensive income.

Cther finandal assels are derecegnized when, and enly when, the confractual rights ta
the cash flows from the asset expire; or when the Trusl iransfers the financial asset and
subalaniially all lha risks and revvards of ownarship of ihe gassl lo @nathar anlily. The
Trust derecognizes firancial liabilities whan, and anly when, the Trusts cbligalions are
discharged, cancelled or expined.

11
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Significar aceounting policies {cantinued):

(b)

lc)

(d}

Income recognition:

Interessl income is ascrusd daily and dividend income s racagnized on the ex-dividend
date.

The interast far distribulion purpaoses shown an the stalements of comprehensive income
represcnts the coupan intercst received by the Trust accounted far en an accrual basis.
[he lrust does not amorize premiums paid or discounts recgived on the purchase of fixed
income sscuritiss, excepl far sero coupon bonds, which arg amorti-ad on & siraighl-ling
basis.

Realized gain an sale of inancial assets and the change in unrealized Inss on financial
asscts arc determined en an average cost basis. Awverage cost docs not include
armorization of premiums or discounts on fiked income securilies with the exception of zerg
coupan bnds.

Income taxes:

[he lrust is taxakble as @ mutual fung trust under the Income lax Act (Canada) on its
ingome, ncluding nal reali-ad capilal gains in the laxalion ysar, which g nol paid or
payable 1o ils unitholders as at the end of the lasation year. Itis the intenlion of the Trust ta
distribute all of its net income and sufficicnt net realized capital gains sa thal the Trust will
not be subject to income taxes.

Foreign currgncy translation:

Transactions in currcncics other than the Canadian dollar are translaled ot the rates of
axchange prevaling at the treansaclion dales.  Assets and liabilities denominated in
currencies cther than the Canadian dollar are translated at the applicable exchange rales
prevailing al the reporing dales. The functional currency of the Trusl is the Canadian
dollar. Hesulling exchange differences are recognized in the statements of comprehensive
income in nel rgali-ad gain on financial asesls and nel changa in unrgali-ad lass on
financial assets.

12
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Significar aceounting policies {cantinued):

(e)

("

(g)

(h)

Transaction costs:

Trangaction cosla are axpensed amd ara included in the stelamanis of comprehansive
income.  Transaction cosls are incremental cosls that are direclly altribulable o the
acguisition, issue or disposal of an investment, which include fees and commissions paid ko
agents, advisors, brokers and dealers, levies by regulatory agencies and securities
exchanges, and transfar taxes and duties.

Use of aslimales:

The preparation of financial statemenle in accordance with IFRS requires managemen Lo
use accounting estimates. |t alsa requires management to exercise its judgment in the
process of applying the Trusts accourting pelicies.  Estimates are ocortinually ovaluated
and baseqd on historizal experience and other factors, including expectations of fulure
gvents lhal are baligvad o ba reasanabla undar the cirgumalances. Tha Trust may hold
financial instrumenis thal are not guoted in active markels, including derivatives. The
determination of the fair value of theso instruments is the area with the most significant
accounting judgemenie and estimales the Trust has made in prepanng the financial
stalements. See note 10 far mare infarmation an fair value measurements. Actual results
cauld differ from those estimatas.,

The assessmenl made by managemeamnl an the date of initial applization of IFRS 9 includes
the dotcrminatian af the business madeol within which a financial assct is hold and the
designation and revocation of previous designalion of cerlain financial assets and financial
liabililiss as maaaurad at FY TR

Cash and cash aguivalania:

Zash and cash eguivalents represent cash positions, as well as any trades that are in
lranuit as al Decambar 31, 2018 and 2017

Mal agsels alfributabla to bolders of redearnabla units par unil;
The nel assets attnbutable 1o holders of redeemable unile per unil is calculated by dividing

ihg nat assels sllibutable (o holdars of radesmable unils of 8 paricular class of units by
ihe total number of units af that particular class outstanding at the end of the year,

13
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4.  Significant accounting policies (continued):

{i)

Increase in nel asseis atfributable to holders of redeemable unils per weighted average
units outstanding during the year:

Increase in net assets attributable fo holders of redeemable units per weighted average unit
outstanding during the vear is based on the increase in net assets attribulable to holders of
redeemable units alfributed fo each cdass of units, divided by the weighted average numbear
of units outstanding of that class during the year.

4, Related party transactions:

{a) Specialty Foods Group LLC. Services Agreameani:

The Trust previously held an investment in the securities of Specially Foods Group LLC
"3FG"). Another fund managed by the Invesiment Manager also held an investment in
SFG securities. A senior executive of the Investment Manager was also a member of the
Board of Managers of SFG. During 2012, the Invesiment Manager entered inlo a services
agreement with SFG ("SFG Services Agreement”), whereby the Invesiment Manager would
provide strategic advice and analysis to SFG and in relurn eam a fee for these sarvicas.
As per its intemal policy, the Invesiment Manager reduced the management fees and
administrative fees that it charged to the Trust in order to pass along the economic benefit
of the fees eamed by the Investment Manager from the SFG Services Agresmeant in an
amount proportionate to the Trust's relative investment in SFG securities.

On Cctober 1, 2018, SFG was sold o Indiana Packers Corporation. On the complefion of
the sale of SFG fo Indiana Packers Corporation, the SFG Services Agreement was
terminated. Accordingly, the Investment Manager received the last payment under the
SFG Services Agreement in Q3 2018.

During the year ended December 31, 2018, the Investment Manager reduced management
feas by 354,111 (2017 - 573,B668) and reduced administrative fees by 529,137 (3017 -
$30,774), which would have been subject to harmonized sales tax ("HST"). Thereforse, the
total impact of the fee reductions amounted to $84,071, inclusive of HST (2017 - $128,413).

14
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4.

Related party transactions (continued):

(b} Management fees:

(c)

The management fees payvable to the Invesimeni Manager are based on the Trusts
average weekly net asseils atiributable fo holders of redeemable unils at the end of each
wesk and payable on the last business day of each calendar month as follows:

Average weekly net assals atiribulable to

holders of redeemable units Management fee
Up to and including $250,000,000 0.65% plus HST
Between $250,000,000 and $500,000,000 0.60% plus HST
$500,000,000 and more 0.55% plus HST

The net management fees for the year ended December 31, 2018 amounted to $133,141
{2017 - 504 469). The Invesimeant Manager reduced the nat management fees by 554,111
(2017 - $73,866), as described in further detail in (a). In the absence of the net
management fee reduction, total nel management fees would have amounied to
approximately 5194 286, inclusive of HST (2017 - $177,938). The net management fees
payable as at December 31, 2018 amounted to $34,829, including HST (2017 - $24,809).

Administrative fees:

Subject to the supervision of the Trustee, the Invesiment Manager agrees to be responsible
for and provide certain administrative services to the Trust. The Trust will pay the
Invesiment Manager a fee based on the Trust's average weekly net assels atiributable to
holders of redeemable units at the end of each week and payable on the lasi business day
of each calendar month as follows:

Avarage weekly net assals atiribulable to

holders of redeamable units Administrative fea
Up to and including $250,000,000 0.35% plus HST
Between $250,000,000 and S500,000,000 0.30% plus HST

$500,000,000 and more 0.25% plus HST

16
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4.

Related party transactions (continued):

(d)

(e)

The net administrative fees for the year ended December 31, 2018 amounted io $71,691
(2017 - $50,868). The Investment Manager reduced the net administrative fees by $29,137
(2017 - $39,774), as described in further detail in (a). In the absence of the net
adminisirative fees reduction, tolal net administrative fees for 2018 would have amounted
o approximately 5104616, inclusive af HST (2017 - $95.812). The nel administrative foos
payable as at December 31, 2018 amounted to 518,754, including HST (2017 - $13,413).

Incentive foae:

An incentive fee will ba payable to the Investrment Manager in any year, aqual to 20% of the
amount by which the net assel attributable to holders of redeemable unils per unil at the
end of the year, adjusted for contributions, distributions and redemptions during the year,
exceeds the net assets atfributable to holders of redeemable units per unit at the beginning
of the year by more than 5%, plus any shorifall from the prior year. This fee is accrued
monthly bul determined annually and paid afler the annual audil of the Trust's financial
statements is completed. Incentive fee expense for the year ended December 31, 2018
amounted fo $884,580 (2017 - $116,897), inclusive of HST. The incentive fee payable as
al December 31, 2018 amounted to $884,580, including HST (2017 - $116,297).

Invasior relations faas:

The Investment Manager is paid monthly investor relations fees of $1,000 plus applicable
gales tax for unitholder reporting and other services provided under a service agreameant.
The aggregate investor relations fees for the year ended December 31, 2018 amounted to
513 600, inclusive of HST (2017 - $13,560).

Unitholders' entilements:

The unitholders’ eniilements with respect fo the nel assels afiributable to holders of
redeamable units and distribution of income are genarally as follows:

(a)

Entitlement in respect of net assets atiributable to holders of redeemable units:

A pro rata share of the net assets attributable to holders of redeemable units of the Trust in
the proportion that each unitholders” equity bears lo the aggregale unitholders® aquity.

16
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&,

Unitholders® entitlements (continued):

(b} Tax designations and elections:

()

The Trustes shall file all tax relurns, on behalf of the Trust, required by law.
Redemption and recirculation of redeemable units:

By delivering an Annual Redemplion Request o be received by the Trust's registrar and
iransfer agent on or before the twentieth business day prior to the applicable annual
redemplion dale, being the valuation date following August 31 in any year ("Annual
Redemption Date™), subject to compliance with applicable laws and the provisions,
unitholders shall be entitled to require the Trusl to redeem some or all of their units
outstanding as net assets attributable to holders of redeemable units as of the Annual
Redamption Date.

The Trust has the rghl 1o enter inlo a Redirculation Agreement prior o the Annual
Redeamption Date with one or more invesiment dealers designated by the Investment
Manager (a “Recirculation Agent”). Through the recirculation process, interested
purchasers have the opportunity o purchase units sumendered for redemption prior to the
Annual Redemption Payment Date. During the year ended December 31, 2018, 56,961
unils (2017 - 103,688) of the 56,961 redeamable unils lendered for redemption (2017 -
103,698) were recirculated.

{d) Distributions:

The Trust intends to make semi-annual distributions o unitholders of record as of the last
valuation date of each of June and December in each calendar year, of such amount per
unit as the Trustee, upon consultation with the Investment Manager, may delermina. It is
anticipated that the annual distribution will be at least equal to the net capital gains plus the
net income of the Trust for that year, net of any tax losses brought forward from prior years.

During the year, the Trust made distributions of $0.15 per unit on June 29, 2018 and
$0.15 per unit on December 28, 2018 for total distributions of 3501 861 (2017 - 3618, 5962).

As at December 31, 2018, the Trust had cumulative net capital losses of $9,307,590

(2017 - $13,896,501) for income tax purposes thal may be carmied forward and applied to
reduce future net capital gains.

17
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2. Unitholders® entitlements (continued):

Az at December 31, 2018, the Trust had non-capital losses of 3282617 (2017 - 3320,011)
for income tax purposes that may be camied forward and applied fo reduce future years'
laxable incoma.

6. Redeemable units of the Trust:

The Trust is authorized to issue an unlimited number of redeemable units of beneficial interest,
each of which represents an equal, undivided interest in the net assets afiribulable to holders of
redeemable unils of the Trust. Each redeemable unil enfittes the holder 1o one vote and to
participate equally with respect to any and all distributions made by the Trust. The redemption
price per unit will be equal 1o the net assets attributable to holders of redeemable units par unit

calculated on the redemption date.
2018 2017
Redeamable units, baginning of year 1,672,870 1,672,870
Redeemable units tendered for redemption (56,961) (103,688)
Recirculation of redeemable units tendered for redemption 56,961 103,688
Redeemable units, end of year 1,672,870 1,672,870
7. Expenses:

The Invesimeni Manager has the power to incur and make payment out of the Trust's property
any charges or expenses which, in the opinion the Investment Manager, are necessary or
incidental to, or proper for, carmying out any of the purposes of the Declarafion of Trust,
including without limitation all fees and expenses relating to the management and
administration of the Trusl. The Trust will be responsible for any income or excize laxes and
brokerage commissions on portfolio transactions.

8. Indemnification of the Investmant Manager:

The Trust has indemnified the Investment Manager (and each of itz directors and officars) from
and against all liabilities and expenses, reasonably incumed by the Investment Manager, other
than liabilities and expenses incurred as a result of the Investment Manager's willful
misconduct, bad faith or negligence. There were no claims or expenses against the Investiment
Manager requiring indemnification during the year ended December 31, 2018 (2017 - nil).
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9.  Financial instruments risk managerment:

Managing the risks af the investment porolin s a eritical element of the investrment
management process. The Investment Manager's overall isk managemen] proccss sooks Lo
minimize the poentially adverse eflect of risk on ite finandial performance in a manner that is
consistent with the Trust's investmenl mandate. To acromplish this gaal, the Investment
Manager utilizes a range of well-established tools and methods to manage the risk of the Trust,

With the ahility of laking batlh lang and shorl positions, the Trust may incur both inferesi
gxpense and borowing fegs. While the use of bormowed funds can substantially improve the
return on invested capilal, it use may also increase the adverse impacl lo which the
inrvesment parlfalio af the Trust may be subjercled by increasing the Trust's exposure 1o capital
rish and higher current ¢xponses.  The Trusl did not use any bormowed funds as at
Uecember 1, 2018 and 2017.

In the nomal course of business, iho Trust is cxposcd to a varoty of financial rsks: credit Ask,
liquidily risk and market risk {including curmmency risk, interest rale risk and olher price nsgk}). The
value af inwestments within the Trusl's portiolioc can fluctuate on a daily basis as a result of
changes in interesl rates, economic conditions, market and company news related o specific
securities within the Trusl. he level of risk depends on the 1rust's investment objectives and
ha type af securilies it invasta in.

(2) Cradit risk:

Credit risk is 1he risk 1hal the counlemparty to a financial insirument will fail {0 dischame an
obligation or commilmant that il has enlgrad inta wilth the Trugt. Whars Tha Trost invsals in
debt instruments and dervalives, this represents the main concentralion of credil risk. The
market wvalue of dobt instrumenis and denvalives includes consideration of the
creditworlhiness of the issuer and, accordingly, represents the majority of the credit risk
pxpoasure of the Trust. Al framaactions execulad by the Trosl in listed securilies are
selledipaid for upan delivery using approved brokers. The risk of defaull is considered
minimal, a2z delivery of securities sqld takes place once the broker has receiverd payment,
and purchases are paid for once the secunties have been received by the broker. The
trade will fall if either party fails ln meet its nhligation.
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9,

Financial instrumenls risk managernent (continued):

(b)

As at Derember 31, 2018, the market value of the Trust's deht porifalio was $8,065 662
(208.0% of nel assots attributable 1o holders of redeemable units) (2017 $5,092.517
{20.3% of net assels atribulable {0 holders of redeemable unils)), and comprised of non-
ralad bords (3.5% and §.3% of net asesls aliribulabis 1o holders of redeamatila unils as al
Decarmnber 31, 2018 and 2017, respeclively) and defaulled bonds (24.5% and 12.0% of nel
asscts attributable to halders of redecmable unids for Docember 31, 2018 and 2017,
respeclively).

Az at December 31, 2018, the market value of the 1rust's foreign exchange contracl was
{$161.6858) (F017 - nil), anigred inlo in order {o hedge the Trusls exposura o the
LU.Z. dollar. The Bank of Mantreal was ihe counterpary which is rated AA by OERS.

Ligquidity rish:

Tha Trust's cash and cash aguivalant posilions arg a readily availabls sourca of liquidity.
The Investirment Manager ulilizas {he Trust's liguidilty o make investmeants on beball of the
Trust and te meet the Trust's financial abligations as they bocome due. In addition, the
Trust can raise additional liquidily through the sale of its investments.

Liguidity risk is defined as the risk thal the Trusl may not be able to settle or meet its
oiligations on lirme or al a reasonabie price. Tha Trust's sxposurs o liguidily riak prirmarily
relates to the annual redemplion of units. As per the Derlaration of Trust, the Trusl has 35
business days notics to make 3 redemption payment, during which tima the Investment
Manager can raise sufficient cash 1o salisfy the payment. |n addilion, the Trust has the
right. lo ressll unita landered for redemplion.

Cra measurg of ihe Troal's liguidity lo meel any such obligalion is the amount of cash,
cash equivalent positions and listed securities held by the Trust, expressed as a
perceniage of net assets attributable te helders of redeemable units. As of December 31,
2018, the Trust held $19780,758 of cash and publicly listed securities (2017 -
$13,751,058) or 68.6% of nel asssta atlributable o halders of redsemable units (2017 -
54.0%). While the Invesiment Manager believes that all af the Trust's securities can be
sald within the applicable Sh-business-day nolice perind, it may nol be able 10 do 50 withoul
adversely impacling lransacticn prices.
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89 Financial instrumenls risk management (continued]:
ic) Markel risk:
{i] Currancy righ:

Currency risk is the nsk that the value af a financial instrumemnl will lucluate due to
changes in foreign exchange rates. Cumency risk arises fram financial insiruments
{including cash and cazh equivalents) thal are denaminaled in a cumency other than
the Canadian dollar, which represents {he funclional and presentalional currency of the
Trual. The Trusl may aner inka forsign sxchangea conlracts for hedging purposes Lo
reduce its foreign currency expogsurg. The Trust's exposure 1o another currency is as

fallows:
2018;
Impac af +- 1%
or nel egxels
attriailakla
o ho gers of
radaamabla
Fxposune units
ash and Foreign
cakh Flrareal pCkF AR
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Lniled SHateg
dnl ar 3 i Bl F A0 1IR3 2 O05.300,060) 5 TERA1H FOTAM
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9.  Financial instrumenls risk managernent (continued):

(i}

2017
Imipgct, ol == 1%
or nal agsats
attrioJkable
iohozersol
redee nahle
Exppsygrg T(IT1F
Cagh and [ oreign
gash Finargal exghanne
Lurency equ va enls assels vonlrecl “olal | otal
L.nkad Statas
dol ar $ (3.035736) % -30B B33 L 4 10819, 057 % 125,91
% u” el pusets
Aftrin.ilakla 12
holders of
nedeemuble unils [12.°) 357 - 43E 0.5

As at UDecember 31, 2018, if the Canadian dellar had strengihened or weakenad by 1%
in relation . all currendies, with all other variables held constant, nel assets atribulable
to halders af redeemahble units would have decreased or increased, respeclively, by
appraximalely 0.0% (57, 664) (2017 - 0.5% ($1091917). In practice, the aclual resulls
may differ from this sensitivity analysis and the diference could be material.

ImMecrest rate risk:

Imerest rate risk arisas frorm lhe possibility thal changes in interest rales will afect
fulure cash flows or fair values of financial instruments. Inlerest rale risk arises when
iha Trual invests in interesl-Laaring financial ingtrumants. Tha Trowl is exposed (o the
risk that ihe value of such Anancial instruments will fluctuale due ta changes in the
prevalling levels of markel interest mles. There 5 ne sonsitivity to intorost rate
fluduations cn any cash balances.
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9,

Financial instrumenls risk managernent (continued):

(i)

The Trusl has expesure to high yield bonds (3.5% of net assels (2017 - B.3%)) and
defaulted bonds (24.5% of nol assots (2017 12.0%:)) with no oxposure to gavernment
bonds. Its bond investments tend Lo be affecled more by changes in overall economic
growih and rompany-gpacific fundaimanials rather lhan changes in inlarest rates.
Changes in interesl rates do not directly affect the market valug of defaulted bonds as
the underlying issucrs have stopped making interasl payments and thus do not offer 2
yield component to the holder. However, the Trusl's high yield bonds do have a degree
af interest rate risk, which is summarized in the table below.

As al Decarmbmr 31, 2018, the Trusl's exposura o inleresl rale sensilive debl
instruments by maturity and the impael an ils net assels attrbulable o holders of
redecmable units if the yield curve is shifted in parellel by an increasc of 25 basis
puints {"bps"}, holding all other variables conslant sensitivity, would be as follows:

218 207¢
Market by maturiby date™:
1- 3 yaars ¥ 1,011,685 $ 2,091,320
Sensitivity oz 25 bps yield change increase or
derrease nel assets % 2258 % o J0h

“Excludas cagk, defalltad hands and Bomdes to e convertad 1o a0 by,

In practice, aclual results rmay differ from the above sensitivily analysis and tha
difference could he material.

Crher price rigk:

Oilher price risk is the risk thatl the markel value or future cash fows of financial
instruments will fluciuale hecause of changes in market prices (olher than those arising
fram cradit rigk, inlgraal rate risk or curraney riskh. Al investiments reprasant a rigk of
lnss of capital. The Invesiment Manager of the Trust maderales this risk through a
carcful sclection and diversfication of securitics and other financial instruments within
the limits of the Trust's investment cbjeclives and stralegy. The Trusl's overall market
posilions ara menitored cn a regular bagiz by the Invealmen Manager.
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Noles to Financial Stalements (continued)

Years ended December 31, 2018 and 2017

9,

1C.

Financial instrumenls risk managernent (continued):

As al December 31, 2018, 37.9% (2017 - 47 7% of tha Trusl's net assets atribulable
to holders of redeemable units were invosied in sccurities taded on Marth American
slock exchanges. |If security prices on ihe Hodh American slock exchanges had
incregased or decreased by 10% as al the yeer and, wilh all alher faclars rarmaining
conslant, net assels atiributable 1o holders of redeemable unils could passibly have
incrcascd  or  decreased by approximalely  3.8%  (H1,090,622) (2017 4.P%
{51,185,503)). In practice, the aciual results may diler frem this sensilivity analyzis
and the difference could be malerial.

(iv) Conenlration rigk:

Conoentration rigk arises as a resull of the concentration of exposures within the same
category, whether geagraphical location, product type, industry seclar or counterparly
type. In particular, the key conceniration risk far the Trust is its exposure o any single
securly cr issuer. As 2l December 11, 2018, the Irust held an invesiment in one bond
which repressnted appraximately 72 4% (2017 - 11 9%) on a fair value basis and 5.9%
{2017 - 7.5%) on a cost basis of net assets afrbutable to halders of redeemahble units.
As at Decomber 31, 2017, the Trusl held an investment in one issucr's preferred and
comman shares, which represented approximalely 14 5% on a fair value basis and
C.0% on & cost basis of net aseals atiributable to holders of redaarmabla units.

Falr valuc measuremerms:

Financial instruments are megasured at fair value using a three-lier hierarchy based an inpuis
uzad ta valua tha Trust’s invaslmants. Tha hiararchy of inputs is summarnissd balow:

s Level 1 - quoted prices (unadjusted) in public markets for idenlical assets or liabilities:;

» Lovel 2 deoaler quoled prices in aver the counter markels for identical assots or liabilitios,
or inpuls pther than gucted prices that are observable for the asset or liability, either
dirsclly (i as pricas) or indirgclly (ig., dedved [rom pricas); and

= Level 3 - inpuls far the asset or liability that are not based on observable market data
funobscrvablc inpuls).
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645

1G.

Fair value measuremeris [continued):

Changes in valuation methods may result in insfers inlo or oul of an investment’s assigned
level. The following lables present the Trusts financial instruments that have been measured

at fair value, on a recurring hasis:

2018 sl 1 L gl 2 L gl 3 Teatal
Financial asscts at FYTRL:
Bonds ¥ 101168 % HS637H % BASTEER % B,D65662
Equitics 5,854 455 1,808,388 1,230,646 13,033,458
Wearrants B4 a4
10,906,140 2,504 BB T 688 744 21,099,245
Forsign sxchange conlract - {161,685} - {161.685)
3 10006140 % 2343176 % 7658244 % 20,937 560
201F Level 1 Level £ Level 3 1oial
Financial assets at FWTPL:
Bronds 3 636720 % — % 4455797 % R/,092 517
Equities 11,317,181 1,795 LR4 R 023 56D 18,135,765
Yyarrants — 176 A3 — 176 831
$ 1953001 § 190808 § §4790307 204051401
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Noles to Financial Stalements (continued)

Years ended December 31, 2018 and 2017

10.  Fair value measuremenis [continued):

The tables below show a reconcilialion of the opening and closing balance of financial
instruments recordod in Lol 3:

Sales,
purcheses.
Aejinning g3 el Fad
ol Y, “rngler | @ rslen Lneghseyd e ES uf yewn,
Janaary 1, frem from farvalua arz gher [Cecemba- 31,
08 Lol 1 Level 4 gain [loss) mowererls 2014
Spewally Food
Groua | 5 18,978 5 - 5 - 5 (18,73 % (180 & -
Speciality Food
Groug LLG,
Clazs 1 preferres
shigiey 1,175,038 - - CERTENY Lt R R -
Specialty Mood
Groua LLG,
Clags 2 preferrec
shams 2Adm 40" - - 1.860,M28 A, 300,510 -
Spewally Food
Groua LLT,
Fosl closing
payment rghls - - - - 198,137 18E.° 37
GX|AzqLlell am
Corp.  couiny 1.12E,b00 A58 122) GER. 278
Old PSE Wind
Mrwn - gqu by 25164 ‘02012 AEE, 31
Guesiloge - gedmniune 14,95l - - " 5.4400 [ 20 -
Cwealna: Capilal
Cworp.  zcbenture 1.454,600 285,200 HLE | R
Crauleliex Imemalional
Corp 7.981,634 13a75a7 100, 584 0457 094
Talal ¥ 0475357 ] £ $ EB359467 % 71603000 § TEEE.244

The Trust did not have any transfers bebween Level 1, Level 2 and Level 3 induded in the fair
value hicrarchy for the yvoar ended Decembeor 31, 2018,
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Noles to Financial Stalements (continued)

Years ended December 31, 2018 and 2017

Fair value measuremeris [continued):

Sales,
purckasee,
Beginning aa ized Eqd
o vesr, “rengler 1rangler Lnrealized gEins ol year,
Javaarg 1, fram frower farvalia arz ocher Dacembas 51,
07 Ll 1 Level 2 gain (loss) mowererls 2017
SHG - egaty ¥ S40B,02G § - % — § (2.845.484) & A S5T.EEZ) ¥ -
Speciahy Food
Soug LLC - - - 15,009 - 18,524
Specialty Mood
Groua LLG,
Clags 1 preferrec
shams - - - 1, 7.7 - 1,17E.032
Spewally Food
Groua LLT,
Clazs 7 preferres
shanes - - - 2439.48° - 2435491
GX|AzqLlell am
Corp.  couiny 1,203,643 TRy 1.12E.500
Old PSE Wind
Morwn - equ by 261,618 FE3G18
Guesiloge - gedmniune 34109 - - e Il ) [2f 51 14,544
Cealnat Capilal
Corp.  2ebenture * 46s 500 1,454 800
Crauleliex Imemalional
Corp 3,430,666 ‘d4A G0} 7,981 6349
Talal ¥ EA43T4R & PRIETH F 3450595 § 272267 % "130B75) 9,475,357

During the year ended Cecember 31, 2017, there was one transfer from Level 1 1o Level 3 in
the amount af 5263.618 a5 Ol PSG Wind-Down Lid. common shares were delisted. There
was onc transfor from Level 2 to Level 3 in the amount of $3,430,588 as Crvstallox
Intgrnational Corp. debeniures were priced using ihe average of wo bid Quotes received for he
sacurily at December 31, 2017, Also, dus 1o changes in markel conditions far one bond
invesiment, a quoted price in an aclive market became available and as such this invesimenl
was transferred from Lewel 2 o Lovel 1. The Trust did net have any other transfors botween

Level 1, Lewvel 2 and Level 3 included in the fair value hierarchy for the year ended
December 21, 2017.
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Noles to Financial Stalements (continued)

Years ended December 31, 2018 and 2017

1G.

Fair value measuremeris [continued):

The tables helow sel out informaflion about significarml unobservable inputs used as at
Decomber 31, 2018 and 2017 in measuring financial instrumeonts categarized in Level 3 in the
fair value hierarchy:

Farwaum,
NAcATER- 31, walualinn L.rzcrArvahla Inpauld [AnE bty o charger
[lrer o6 MA - techmiqua input val.ia rigrif Zant unocsArvabla irpats

LInigier privae ] 198,137 Zxoerie) Posl ¢ ayineg 51,184,230 The eal Tatey) ‘wir ve LE WL T
equily lure wdjuzimeni egemw erepye idecraage] by 515 221
cligdribud oy LB MYrRgRna gr 8% 1o pach I decrome

wrmpynl L roreaga) 1 lne claimiegeve

arganl Met pesels alr baleble o

hiichers of ~edeweriable 403 woa o

incresse {cecreaye) by 013

LInigier privae 665,378 Tregenl valae  Cigegunt rale L% The eal mutey) ‘wir ve LE
equily al exgecied would romeunge [devre pued
‘Liure cagh by B8, 317 555,679 or 10

vy o) lar each 300 o decr2ese

tiincrepge] in the dineganl mle

Ml wssuls atl btz ale o qoldors

of redeerille s woa o

mererse {oocieese] by Bl

U istesn povee HH8,141 = RIHRIET] [N TERIET] FL.52 pun The sl abed ‘o va e
cruily ‘Liuie Faunl Equily ERETH would roreese [deuroase) by
disl ol pns I'erosl 54,328 pr 159% Iun oat

distibutiores 40 UF rwrease (decuase) o

pro,oeled otk oo

pooshene, Net asscls

illraulaz oo ba e ol

redeirtale gty waa d

mererse {oocieese] by Bl

Dz*aaulled E &8 508 Aperages ol Huher caote $108 -51580 The sl nabed e va e
bancs broke - qaotes per 3120 B va e wauld rorease {decreass)
arwl ast price oy 37 415,973 {51 054 043}
or F2 {163%) asing b
high {low’) crod af tne Faage
Mizt sscis abr BLiable o
Aalders of redorrable v 1s
wauld roresse [decreass)
oy 4 S 3 THY
5 7GR Fed
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1G.

Fair value measuremeris [continued):

Oewer 2tign

LIn Is'ac nnvata
Ay
I estmAntR

Ln Isee private

equiky
Inestments

U= 1s%ec priva‘e
boncs

De‘aulled
boncs

De‘aulled
berncs

Fpirve g,
Degenbe- 27,
mir

& 3GARAAR

1,340,114

1,454,600

£,881,638

18,558

8 2470337

Weluelicn
lechnigue

Freranl
wvalua nf
aspeated
‘Liure
bt 2R
el vl

Nl app lcazla

Nol app icaale

Average of
CGrz«er
quotes
"ECE ved

Nol app icaale

Lragwervable
input

F3ITA,
rnlplA

Clszourt
raie

Trarsactian
proe

Trarzactian
proe

Broke:
gucles

Monite-'s
egimale o
Inp distritaticr

Range
[weigh b
BwWrege]

FN0x FRITA
N allarnativea
AasrLm 27 tn
C Ecinke

Mo appllcable

Na: appicakble

245 - $B5 per
2130 lace va LE

Na: appicakble

Seuiliv Iy 17 enanges
in wgnil zen unpgsenable irgpal

Frlimatad ‘ar vaLewou o
naraaca [danraara; by $26A K7
or 7.4% ‘or each 1 Gx incrAAse
‘dAac-AakA] in tne F 31T mahipla.
MR ARERE altrcaab e
lakaeesof mepaas e

Jnl'E wad d Incrasse

feeoreaka) o 1.1%

Ezlimataed ‘alr vaLeweL &
noreasa (decraaze) by 533 338
ar 9 8% ler aack 100 bps
dacrease (incraase) In e
digea At rate.

Me- assa's attr aJab e
laFeces of recearab e

Jnls wad d Incraase
fceoreaka) o 01%

Mot appllcas e

Mot applicas &

Eshmated ‘ar vaLe woL C
rerease (decrease’ by
527427 oril.8%

Me: asse's altr=Jakbe
laFocesof receeTaz e
Jni's wod d Increase
tcecrease) oy 3.7 %,

Mot applicas &

The Investmeanl Manager is respansible far pedfaoming the Fair value measurements included in

the financial statements of the Trust, including Lovel 3 moasurcmonts.

The Investnent

Manager abdains pricing for Level 3 financial instruments from third-party pricing sources, which

is reviemvwed and approvad by the Inveslmeant Manager.
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Noles to Financial Stalements (continued)

Years ended December 31, 2018 and 2017

1G.

1.

Fair value measuremerrs [continued):
Financial instruments not measured & fair value:

{(a) Tha cash and cash gquivalsmia, intarast and dividends recaivable, accounls payabla and
acerued liabilties, managemeant and administralive fees payable and incenlive fee payabla
are shorl-term financial assets and financial iabilities are initially recorded al amorlized cost
which camying amounts approximale fair values.

{Cash and cash eguivalenis and interest and dividends receivable include the contractual
arnaunla for satilemant of irades amd clhar obligalions dua ta tbe Trusl. Accruals raprasanl
ihe comlraciual amounts and obligalions due by lhe Trusl for settliemenl of frades and
SXPONSCE.

iB) The Trusts redocmable unils are cansidered a residual interest in the assets of ihe Trust
after deducting all of its lighililies. [ he redemplion value of redeemable unils is equal 1o net
gasaa allibuiable 1o holdars of redearmakle unilz a8 calculalad in acmordancs wilh the
Declaralian of Trusl. The unils are redeermable arnnually, al the holders' aplian, for cash
equal 1o the proportionate share of the Trusl's net assct value atidbutable 1o the share
class, as desaribed in the Declaration of Trust and in nale S{c}).

Capital disclosures:

The Invgstmen! Manager has policies and proceduras in place lo marage the capilal of the
Trust in accardance wilh the Trusts invesiment objectives, stralegies and reslrictions, as
delailed in the Ueclaration of Trust. Information about the capital is described in {he stalements
of changes in net assele atinbulable o helders of redeemakle unile and the Trust does naol
have exiernally imposed rapital requirements.
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KPMG LLP

Bay Adelaide Centre

333 Bay Street, Suite 4600
Toronto ON M5H 2S5
Canada

Tel 416-777-8500

Fax 416-777-8818

INDEPENDENT AUDITORS' REPORT

To the Unitholders of Ravensource Fund

Opinion

We have audited the financial statements of Ravensource Fund (the Entity), which
comprise:

e the statements of financial position as at December 31, 2019 and December 31,
2018

e the statements of comprehensive income for the years then ended

e the statements of changes in net assets attributable to holders of redeemable
units for the years then ended

e the statements of cash flows for the years then ended

e and notes to the financial statements, including a summary of significant
accounting policies

(Hereinafter referred to as the "financial statements").

In our opinion, the accompanying financial statements present fairly, in all material
respects, the financial position of the Entity as at December 31, 2019 and
December 31, 2018, and its financial performance and its cash flows for the years
then ended in accordance with International Financial Reporting Standards (IFRS).

Basis for Opinion

We conducted our audit in accordance with Canadian generally accepted auditing
standards. Our responsibilities under those standards are further described in the
"Auditors' Responsibilities for the Audit of the Financial Statements" section of
our auditors' report.

We are independent of the Entity in accordance with the ethical requirements that are
relevant to our audit of the financial statements in Canada and we have fulfilled our
other ethical responsibilities in accordance with these requirements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

KPMG LLP, is a Canadian limited liability partnership and a member firm of the KPMG network of independent
member firms affiliated with KPMG International Cooperative (‘KPMG International”), a Swiss entity.
KPMG Canada provides services to KPMG LLP.
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Other Information

Management is responsible for the other information. Other information comprises:

e the information included in Management Report of Fund Performance to be filed
with the relevant Canadian Securities Commissions.

Our opinion on the financial statements does not cover the other information and we
do not and will not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the
other information identified above and, in doing so, consider whether the other
information is materially inconsistent with the financial statements or our knowledge
obtained in the audit and remain alert for indications that the other information appears
to be materially misstated.

We obtained the information included in the Management Report of Fund
Performance filed with the relevant Canadian Securities Commissions as at the date
of this auditors' report. If, based on the work we have performed on this other
information, we conclude that there is a material misstatement of this other
information, we are required to report that fact in the auditors' report.

We have nothing to report in this regard.

Responsibilities of Management and Those Charged with
Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial
statements in accordance with International Financial Reporting Standards (IFRS),
and for such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether
due to fraud or error.

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

Those charged with governance are responsible for overseeing the Entity's financial
reporting process.

Auditors' Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditors' report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with Canadian generally accepted auditing standards
will always detect a material misstatement when it exists.
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Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of the financial statements.

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

We also:

Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide
a basis for our opinion.

The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control.

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

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

Conclude on the appropriateness of management's use of the going concern
basis of accounting and, based on the audit evidence obtained, whether a
material uncertainty exists related to events or conditions that may cast significant
doubt on the Entity's ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our auditors' report
to the related disclosures in the financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditors' report. However, future events
or conditions may cause the Entity to cease to continue as a going concern.

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

Communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit and significant audit findings,
including any significant deficiencies in internal control that we identify during our
audit.
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e Provide those charged with governance with a statement that we have complied
with relevant ethical requirements regarding independence, and communicate
with them all relationships and other matters that may reasonably be thought to
bear on our independence, and where applicable, related safeguards.

Chartered Professional Accountants, Licensed Public Accountants

The engagement partner on the audit resulting in this auditors' report is
James Loewen.

Toronto, Canada

February 28, 2020
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2019 2018
Assets
Cash and cash equivalents $ 5992900 $ 8854534
Financial assets at fair value through profit or loss
(cost - $19,683,646; 2018 - $17,912,250) (note 10) 23,658,174 21,099,245
Foreign exchange contract (note 10) 157,781 -
Interest and dividends receivable 58,299 51.812
29,867,154 30,005,591
Liabilities
Accounts payable and accrued liabilities 98,961 97,585
Foreign exchange contract (note 10) - 161,685
Management and administrative fees payable
(note 4(b) and (c)) 55,426 53,583
Incentive fee payable (note 4(d)) - 884,580
154,387 1,197,433
Net assets attributable to holders of
redeemable units $ 29,712,767 $ 28,808,158
Number of redeemable units outstanding (note 6) 1,672,870 1,672,870
Net assets attributable to holders of
redeemable units per unit (note 5) S 17.76 $ 17.22

See accompanying notes to financial statements.

Approved on behalf of the Trust:

Stornoway Portfolioc Management Inc.,
as Investment Manager
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2019 2018
Income:
Dividends and income trust distributions $ 488,484 $ 288,140
Interest income for distribution purposes 290,686 276,043
779,170 564,183
Net change in fair value on financial assets at fair value
through profit or loss and foreign exchange contracts:
Net unrealized gain on financial assets 797,238 896,112
Net unrealized gain (loss) on foreign exchange
contracts 319,466 (161,685)
Net realized gain (loss) on financial assets, including
foreign exchange adjustments (154,419) 4,422,508
Net realized gain on foreign exchange contracts 314,438 -
Net change in fair value on financial assets and
foreign exchange contracts 1,276,723 5,156,935
2,055,893 5,721,118
Expenses (income):
Management fees (note 4(b)) 217,094 194,286
Administrative fees (note 4(c)) 116,897 104,616
Impact of management and
administrative fee reductions (note 4(a)) - (94,071)
Incentive fee (note 4(d)) - 884,580
Legal fees 112,110 100,417
Independent review committee fees 33,000 32,260
Accounting fees 32,002 30,510
Audit fees 31,137 26,577
Transaction costs 30,665 29,380
Listing fees 28,641 19,870
Trust administration and transfer agency fees 21,883 15,309
Investor relations fees (note 4(e)) 13,520 13,600
Other 7,799 10,582
Interest 4,675 90,752
649,423 1,458,668
Increase in net assets attributable to
holders of redeemable units $ 1,406,470 $ 4,262,450
Average number of units outstanding 1,672,870 1,672,870
Increase in net assets attributable to holders of redeemable
units per weighted average unit outstanding $ 0.84 $ 2.55

See accompanying notes to financial statements.
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2019 2018
Net assets attributable to holders of
redeemable units, beginning of year $ 28,808,158 $ 25,047,569
Increase in net assets attributable to
holders of redeemable units 1,406,470 4,262,450
Capital transactions:
Units tendered for redemption (note 5(c)) (1,081,068) (932,867)
Recirculation of units tendered for redemption (note 5(c)) 1,081,068 932,867
Distributions paid to holders of redeemable
units (note 5(d)) (501,861) (501,861)
(501,861) (501,861)
Net assets attributable to holders of
redeemable units, end of year $ 29,712,767 $ 28,808,158

See accompanying notes to financial statements.
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2019 2018
Cash and cash equivalents, beginning of year $ 8,854,534 $ 1,796,026
Increase (decrease) in cash and cash equivalents
during the year:
Cash flows from (used in) operating activities:
Increase in net assets attributable to
holders of redeemable units 1,406,470 4,262,450
Adjustments for non-cash income items:
Net unrealized gain on financial assets (797,238) (896,112)
Net unrealized loss (gain) on foreign
exchange contracts (319,466) 161,685
Net realized loss (gain) on financial assets,
including foreign exchange translations on cash 154,419 (4,422,508)
Change in non-cash working capital balances:
Decrease (increase) in interest and dividends
receivable (6,487) 32,693
Increase in accounts payable and accrued liabilities 1,376 14,799
Increase (decrease) in incentive fees payable (884,580) 767,583
Increase in management and administrative fees payable 1,843 15,261
Proceeds from sale of investments 4,963,007 11,470,886
Purchase of investments (6,849,824) (3,699,638)
Net cash flows from (used in) operating activities (2,330,480) 7,707,099
Cash flows from (used in) financing activities:
Distributions paid to holders of redeemable units (501,861) (501,861)
Units tendered for redemption (1,081,068) (932,867)
Recirculation of units tendered for redemption 1,081,068 932,867
Net cash flows used in financing activities (501,861) (501,861)
Foreign exchange loss on cash (29,293) (146,730)
Increase (decrease) in cash and cash equivalents (2,861,634) 7,058,508
Cash and cash equivalents, end of year $ 5,992,900 $ 8,854,534
Supplemental cash flow information:
Interest paid $ 4,675 $ 90,752
Interest received 270,756 335,695
Dividends received 498,362 255,731

See accompanying notes to financial statements.
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Fair value
Shares/units/ Average Fair as % of net
par value Investments owned cost value asset value
Canadian equities:
1,000 Crystallex International Corp. 90 - -
52,833 Delphi Energy Corp. 87,174 33,813 0.11
105,667 Delphi Energy Corp.
Equity Subscription Receipts 174,351 174,351 0.59
184,818 Dundee Corp. Series 3 Preferred Shares 2,218,546 2,787,056 9.38
27 Dundee Corp. Series 2 Preferred Shares 394 399 -
168,817 Flow Capital Corp. 20,258 24,478 0.08
20,600 GVIC Communications Corp. Class B 16,686 2,678 0.01
194,000 Hudson's Bay Co. 1,848,219 1,916,720 6.45
4,365,718 4,939,495 16.62
U.S. equities:
296,667 Firm Capital American Realty Partners Corp. 2,546,063 2,565,480 8.63
484,500 Genworth Financial Inc. 2,574,545 2,768,036 9.32
300,900 GXI Acquisition Corp. Class A 399,287 302,873 1.02
745,286 GXI Acquisition Corp. Class B 988,915 750,174 2.52
515,766 Old PSG Wind-Down Ltd. 700,858 348,242 1.17
263,157 Quad/Graphics Inc. 1,997,535 1,595,721 5.37
1,323,256 SeaCo Ltd. - - -
2,026 Spanish Broadcasting System Inc.
Preferred Shares 10.75% 1,923,771 2,104,528 7.08
90,663 Specialty Foods Group LLC.
Class 2 Preferred Shares — 90,764 0.31
11,130,974 10,525,818 35.42
Fixed income:
244,541 Colabor Group Inc.
6% due Oct 13, 2021 194,625 207,860 0.70
3,959,000 Crystallex International Corp.
9.375% due Dec 30, 2011* 2,453,240 6,425,704 21.63
757,633 Delphi Energy Corp.
10% due Apr 15, 2023 519,656 469,732 1.58
697,367 Delphi Energy Corp.
Note Subscription Receipts 523,025 523,025 1.76
432,000 Spanish Broadcasting System Inc.
12.5% due Apr 15, 2017* 546,297 566,540 1.91
4,236,843 8,192,861 27.58
Net investments owned 19,733,535 23,658,174 79.62
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Fair value
Shares/units/ Average Fair as % of net
par value Investments owned cost value asset value
Foreign exchange contract:
Sell $11,250,000 USD, buy $14,762,531 CAD

@1.312225, March 21, 2020 - 157,781 0.53
Brokerage commissions (49,889)
Total portfolio of investments $ 19683646 23,815,955 80.15
Other net assets 5,896,812 19.85
Net assets $ 29,712,767 100.00
* Defaulted

See accompanying notes to financial statements.
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1. Trust organization and nature of operations:

The Ravensource Fund (the "Trust") is a closed-end investment trust which was created under
the laws of the Province of Ontario pursuant to a Declaration of Trust, dated April 28, 1997, as
amended January 15, 2001 and as further amended and restated as at August 22, 2003,
July 1, 2008, July 3, 2015 and August 7, 2019. The Trust's units are listed on the Toronto
Stock Exchange (RAV.UN).

Computershare Trust Company of Canada acts as trustee for the Trust (the "Trustee"). At a
special meeting of the Trust's unitholders, Stornoway Portfolio Management Inc., an Ontario
corporation, was appointed as the investment manager (the "Investment Manager") of the
Trust, effective July 1, 2008. The Trust's principal place of business is located at 30 St. Clair
Avenue West, Suite 901, Toronto, Ontario M4V 3A1.

The Investment Manager provides portfolio management and administrative services to the
Trust, subject to the overall supervision of the Trustee. The Investment Manager is authorized
to invest the Trust's assets and make investment decisions on behalf of the Trust. Senior
executives of the Investment Manager own 163,487 (2018 - 163,927) units, representing 9.8%
(2018 - 9.8%) of the outstanding units as at December 31, 2019.

The capital of the Trust is represented by the net assets attributable to holders of redeemable
units of the Trust, and comprises investments, cash and cash equivalents, and interest and
dividends receivable, offset by liabilities of the Trust. As more fully outlined in the Declaration
of Trust, the principal investment objective of the Trust is to achieve absolute annual returns,
with an emphasis on capital gains, through investment in selected North American securities.
To achieve its objectives the Trust invests across three core strategies: Distressed Securities;
Alternative Credit; and Special Situations Equities. The success of the Trust depends on the
investment decisions of the Investment Manager and will be influenced by a number of risk
factors, including liquidity risk, market risk, investment in options, and leverage from borrowed
funds.

2. Basis of presentation:
(a) Basis of presentation:
The financial statements have been prepared in accordance with International Financial

Reporting Standards ("IFRS"). There were authorized for issue by the Manager of
February 28, 2020.
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2. Basis of presentation (continued):

(b) Functional and presentation currency:

These financial statements are presented in Canadian dollars, which is the Trust's
functional currency.

3. Significant accounting policies:

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

(a) Financial instruments:

(i) Recognition, initial measurement and classification:

IFRS 9, Financial Instruments ("IFRS 9") requires assets to be classified based on the
Trust's business model for managing the financial assets and contractual cash flow
characteristics of the financial assets. The standard includes three principal
classification categories for financial assets: measured at amortized cost, fair value
through other comprehensive income, and fair value through profit and loss ("FVTPL").
IFRS 9 largely retains the existing requirements in International Accounting Standard
39, Financial Instruments - Recognition and Measurement for the classification of
financial liabilities.

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

Under IFRS 9, the Trust classifies financial assets and financial liabilities into the
following categories:

e Financial assets at FVTPL: debt securities, equity investments and derivative
financial instruments;

e Financial assets at amortized cost: all other financial assets are classified as at
amortized cost;
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3.

Significant accounting policies (continued):

(ii)

¢ Financial liabilities at FVTPL: derivative financial instruments and securities sold
short, if any; and

¢ Financial liabilities at amortized cost: all other financial liabilities are classified as at
amortized cost.

The Trust does not classify any derivatives as hedges in a hedging relationship.
Fair value measurement:

Securities listed upon a recognized public stock exchange are valued at the most
recent price which the security transacted as of the valuation dates. In the event a
given security is not transacted on a valuation date, the Manager values the security
using its closing bid price. In a situation where, in the opinion of the Investment
Manager, a market quotation for a security is inaccurate, unreliable, or not readily
available, the fair value of the security is estimated using valuation techniques
generally used in the industry. These techniques take into account market factors,
valuation of similar securities and interest rates.

Short-term notes, treasury bills, bonds, asset-backed securities and other debt
instruments traded in over-the-counter markets are valued at bid quotations provided
by recognized investment dealers.

Securities not listed upon a recognized public stock exchange or not traded in over-the-
counter markets are valued using valuation techniques, which take into account market
factors, valuation of similar securities and interest rates.

The Trust recognizes financial instruments at fair value. Purchases and sales of
financial assets are recognized at their trade dates. The Trust's obligation for net
assets attributable to holders of redeemable units is presented on the financial
statements at the redemption amount as determined according to the Declaration of
Trust. All other financial assets and financial liabilities are measured at amortized cost.
Under this method, financial assets and financial liabilities reflect the amount required
to be received or paid, discounted, when appropriate, at the contract's effective interest
rate. The Trust's accounting policies for measuring the fair value of its investments and
derivatives are identical to those used in measuring its net asset value for transactions
with unitholders.
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3.

Significant accounting policies (continued):

(i)

(iv)

The Trust may enter into foreign exchange contracts to hedge itself against foreign
currency exchange rate risk for its foreign currency-denominated assets and liabilities
in case of adverse foreign currency fluctuations against the U.S. dollar.

Forward currency transactions are classified as foreign exchange contracts in the
Trust's financial statements and represent agreements for delayed delivery of specific
currencies in which the seller agrees to make delivery at a specified future date of
specified currencies. Risks associated with forward currency transactions are the
inability of counterparties to meet the terms of their respective contracts and
movements in fair value and exchange rates. The Trust considers the credit risk of the
counterparty for forward currency transactions in evaluating potential credit risk and
selecting counterparties to forward currency transactions.

Offsetting financial instruments:

Financial assets and financial liabilities are offset and the net amount reported in the
statements of financial position when there is a legally enforceable right to offset the
recognized amounts and there is an intention to settle on a net basis, or to realize the
asset and settle the liability simultaneously.

The Trust and its custodian have agreed that in the event of a default, the custodian
reserves the right to sell any and all property the Trust holds with the custodian or any
of its affiliates, to offset any indebtedness the Trust may have.

Recognition/derecognition:

The Trust recognizes financial assets or financial liabilities on a trade date basis - the
date it commits to purchase or sell the instruments. From this date, any gains and
losses arising from changes in fair value of the assets or liabilities are recognized in the
statements of comprehensive income.

Other financial assets are derecognized when, and only when, the contractual rights to
the cash flows from the asset expire; or when the Trust transfers the financial asset and
substantially all the risks and rewards of ownership of the asset to another entity. The
Trust derecognizes financial liabilities when, and only when, the Trust's obligations are
discharged, cancelled or expired.

10
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3.

Significant accounting policies (continued):

(b)

(©

(d)

Income recognition:

Interest income is accrued daily and dividend income is recognized on the ex-dividend
date.

Interest income for distribution purposes shown on the statements of comprehensive
income represents the coupon interest received by the Trust accounted for on an accrual
basis. The Trust does not amortize premiums paid or discounts received on the purchase
of fixed income securities, except for zero coupon bonds, which are amortized on a
straight-line basis.

Net realized gain (loss) on the sale of financial assets and net unrealized gain on financial
assets are determined on an average cost basis. Average cost does not include
amortization of premiums or discounts on fixed income securities with the exception of
zero-coupon bonds.

Income taxes:

The Trust is taxable as a mutual fund trust under the Income Tax Act (Canada) on its
income, including net realized capital gains in the taxation year, which is not paid or
payable to its unitholders as at the end of the taxation year. It is the intention of the Trust to
distribute all of its net income and sufficient net realized capital gains so that the Trust will
not be subject to income taxes.

Foreign currency translation:

Transactions in currencies other than the Canadian dollar are translated at the rates of
exchange prevailing at the transaction dates. Assets and liabilities denominated in
currencies other than the Canadian dollar are translated at the applicable exchange rates
prevailing at the reporting dates. The functional currency of the Trust is the Canadian
dollar. Resulting exchange differences are recognized in the statements of comprehensive
income in net realized gain (loss) on financial assets and net unrealized gain on financial
assets.

11
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3.

Significant accounting policies (continued):

(e)

()

(@

(h)

Transaction costs:

Transaction costs are expensed and are included in the statements of comprehensive
income. 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, levies by regulatory agencies and securities
exchanges, and transfer taxes and duties.

Use of estimates:

The preparation of financial statements in accordance with IFRS requires management to
use accounting estimates. It also requires management to exercise its judgment in the
process of applying the Trust's accounting policies. Estimates are continually evaluated
and based on historical experience and other factors, including expectations of future
events that are believed to be reasonable under the circumstances. The Trust may hold
financial 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 significant
accounting judgements and estimates the Trust has made in preparing the financial
statements. See note 10 for more information on fair value measurements. Actual results
could differ from those estimates.

The assessment made by management on the date of initial application of IFRS 9 includes
the determination of the business model within which a financial asset is held and the
designation and revocation of previous designation of certain financial assets and financial
liabilities as measured at FVTPL.

Cash and cash equivalents:

Cash and cash equivalents represent cash positions, as well as any trades that are in
transit as at December 31, 2019 and 2018.

Net assets attributable to holders of redeemable units per unit:
The net assets attributable to holders of redeemable units per unit is calculated by dividing

the net assets attributable to holders of redeemable units of a particular class of units by
the total number of units of that particular class outstanding at the end of the year.

12
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3.

4.

Significant accounting policies (continued):

@0

Increase in net assets attributable to holders of redeemable units per weighted average
units outstanding during the year:

Increase in net assets attributable to holders of redeemable units per weighted average unit
outstanding during the year is based on the increase in net assets attributable to holders of
redeemable units attributed to each class of units, divided by the weighted average number
of units outstanding of that class during the year.

Related party transactions:

(a) Specialty Foods Group LLC. Services Agreement:

The Trust previously held an investment in the securities of Specialty Foods Group LLC
("SFG"). Another fund managed by the Investment Manager also held an investment in
SFG securities. A senior executive of the Investment Manager was also a member of the
Board of Managers of SFG. During 2012, the Investment Manager entered into a services
agreement with SFG ("SFG Services Agreement"), whereby the Investment Manager would
provide strategic advice and analysis to SFG and in return earn a fee for these services.
As per its internal policy, the Investment Manager reduced the management fees and
administrative fees that it charged to the Trust in order to pass along the economic benefit
of the fees earned by the Investment Manager from the SFG Services Agreement in an
amount proportionate to the Trust's relative investment in SFG securities.

On October 1, 2018, SFG was sold to Indiana Packers Corporation. On the completion of
the sale of SFG to Indiana Packers Corporation, the SFG Services Agreement was
terminated. Accordingly, the Investment Manager received the last payment under the
SFG Services Agreement in Q3 2018.

As the SFG Services Agreement is terminated, during the year ended December 31, 2019,
the Investment Manager made no reductions to management fees (2018 - $54,111) or
administrative fees (2018 - $29,137) and does not expect any management and
administrative fee reductions going forward. Any reductions would have been subject to
harmonized sales tax ("HST"). Therefore, the total impact of the fee reductions during the
year amounted to nil, inclusive of HST (2018 - $94,071), as noted in the financial
statements.

13
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4,

Related party transactions (continued):

(b) Management fees:

(©

The management fees payable to the Investment Manager are based on the Trust's
average weekly net assets attributable to holders of redeemable units at the end of each
week and payable on the last business day of each calendar month as follows:

Average weekly net assets attributable to

holders of redeemable units Management fee
Up to and including $250,000,000 0.65% plus HST
Between $250,000,000 and $500,000,000 0.60% plus HST
$500,000,000 and more 0.55% plus HST

The net management fees for the year ended December 31, 2019 amounted to $217,094
(2018 - $133,141). During the year ended December 31, 2019, the Investment Manager
reduced the net management fees by nil (2018 - $54,111), as described in further detail in
(a). In the absence of the management fee reduction, total net management fees would
have amounted to approximately $217,094 (2018 - $194,286), inclusive of HST. The net
management fees payable as at December 31, 2019 amounted to $36,027, including HST
(2018 - $34,829).

Administrative fees:

Subject to the supervision of the Trustee, the Investment Manager agrees to be responsible
for and provide certain administrative services to the Trust. The Trust will pay the
Investment Manager a fee based on the Trust's average weekly net assets attributable to
holders of redeemable units at the end of each week and payable on the last business day
of each calendar month as follows:

Average weekly net assets attributable to

holders of redeemable units Administrative fee
Up to and including $250,000,000 0.35% plus HST
Between $250,000,000 and $500,000,000 0.30% plus HST
$500,000,000 and more 0.25% plus HST

14
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4,

Related party transactions (continued):

(d)

(e)

The net administrative fees for the year ended December 31, 2019 amounted to $116,897
(2018 - $71,691). During the year ended December 31, 2019, the Investment Manager
reduced the net administrative fees by nil (2018 - $29,137), as described in further detail in
(a8). In the absence of the net administrative fees reduction, total net administrative fees
would have amounted to approximately $116,897 (2018 - $104,616), inclusive of HST. The
net administrative fees payable as at December 31, 2019 amounted to $19,399, including
HST (2018 - $18,754).

Incentive fee:

An incentive fee will be payable to the Investment Manager in any year, equal to 20% of the
amount by which the net assets attributable to holders of redeemable units per unit at the
end of the year, adjusted for contributions, distributions and redemptions during the year,
exceeds the net assets attributable to holders of redeemable units per unit at the beginning
of the year by more than 5%, plus any shortfall from the prior year. This fee is accrued
monthly but determined annually and paid after the annual audit of the Trust's financial
statements is completed. Incentive fee expense for the year ended December 31, 2019
amounted to nil, inclusive of HST (2018 - $884,580). The incentive fee payable as at
December 31, 2019 amounted to nil, including HST (2018 - $884,580).

Investor relations fees:

The Investment Manager is paid monthly investor relations fees of $1,000 plus applicable
sales tax for unitholder reporting and other services provided under a service agreement.
The aggregate investor relations fees for the year ended December 31, 2019 amounted to
$13,520, inclusive of HST (2018 - $13,600). The investor relations fee payable as at
December 31, 2019 amounted to $2,260, inclusive of HST (2018 - $2,300).

Unitholders' entitlements:

The unitholders' entitlements with respect to the net assets attributable to holders of
redeemable units and distribution of income are generally as follows:

(@)

Entitlement in respect of net assets attributable to holders of redeemable units:

A pro rata share of the net assets attributable to holders of redeemable units of the Trust in
the proportion that each unitholders' equity bears to the aggregate unitholders' equity.

15
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5.

Unitholders' entitlements (continued):

(b)

(©

(d)

Tax designations and elections:
The Trustee shall file all tax returns, on behalf of the Trust, required by law.
Redemption and recirculation of redeemable units:

By delivering an Annual Redemption Request to be received by the Trust's registrar and
transfer agent on or before the twentieth business day prior to the applicable annual
redemption date, being the valuation date following August 31 in any year ("Annual
Redemption Date"), subject to compliance with applicable laws and the provisions,
unitholders shall be entitled to require the Trust to redeem some or all of their units
outstanding as net assets attributable to holders of redeemable units as of the Annual
Redemption Date.

The Trust has the right to enter into a Recirculation Agreement prior to the Annual
Redemption Date with one or more investment dealers designated by the Investment
Manager. Through the recirculation process, interested purchasers have the opportunity to
purchase units surrendered for redemption prior to the Annual Redemption Payment Date.
During the year ended December 31, 2019, 60,542 units (2018 - 56,961) of the 60,542
redeemable units tendered for redemption (2018 - 56,961) were recirculated.

Distributions:

The Trust intends to make semi-annual distributions to unitholders of record as of the last
valuation date of each of June and December in each calendar year, of such amount per
unit as the Trustee, upon consultation with the Investment Manager, may determine. It is
anticipated that the annual distribution will be at least equal to the net capital gains plus the
net income of the Trust for that year, net of any tax losses brought forward from prior years.

During the year, the Trust made distributions of $0.15 per unit on June 28, 2019 and $0.15
per unit on December 30, 2019 for total distributions of $501,861 (2018 - $501,861).

As at December 31, 2019, the Trust had cumulative net capital losses of $10,771,758

(2018 - $9,307,590) for income tax purposes that may be carried forward and applied to
reduce future net capital gains.

16
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5. Unitholders' entitlements (continued):

As at December 31, 2019, the Trust had non-capital losses of $816,767 (2018 - $282,617)
for income tax purposes that may be carried forward and applied to reduce future years'
taxable income.

6. Redeemable units of the Trust:

The Trust is authorized to issue an unlimited number of redeemable units of beneficial interest,
each of which represents an equal, undivided interest in the net assets attributable to holders of
redeemable units of the Trust. Each redeemable unit entitles the holder to one vote and to
participate equally with respect to any and all distributions made by the Trust. The redemption
price per unit will be equal to the net assets attributable to holders of redeemable units per unit
calculated on the redemption date.

2019 2018
Redeemable units, beginning of year 1,672,870 1,672,870
Redeemable units tendered for redemption (60,542) (56,961)
Recirculation of redeemable units tendered for redemption 60,542 56,961
Redeemable units, end of year 1,672,870 1,672,870

7. Expenses:

The Investment Manager has the power to incur and make payment out of the Trust's property
any charges or expenses which, in the opinion the Investment Manager, are necessary or
incidental to, or proper for, carrying out any of the purposes of the Declaration of Trust,
including without limitation all fees and expenses relating to the management and
administration of the Trust. The Trust will be responsible for any income or excise taxes and
brokerage commissions on portfolio transactions. The Investment Manager does not use soft
dollar arrangements for the payment of third party products or other services.

8. Indemnification of the Investment Manager:

The Trust has indemnified the Investment Manager (and each of its directors and officers) from
and against all liabilities and expenses, reasonably incurred by the Investment Manager, other
than liabilities and expenses incurred as a result of the Investment Manager's willful
misconduct, bad faith or negligence. There were no claims or expenses against the Investment
Manager requiring indemnification during the year ended December 31, 2019 (2018 - nil).

17
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9. Financial instruments risk management:

Managing the risks of the investment portfolio is a critical element of the investment
management process. The Investment Manager's overall risk management process seeks to
minimize the potentially adverse effect of risk on its financial performance in a manner that is
consistent with the Trust's investment mandate. To accomplish this goal, the Investment
Manager utilizes a range of well-established tools and methods to manage the risk of the Trust.

With the ability of taking both long and short positions, the Trust may incur both interest
expense and borrowing fees. While the use of borrowed funds can substantially improve the
return on invested capital, its use may also increase the adverse impact to which the
investment portfolio of the Trust may be subjected by increasing the Trust's exposure to capital
risk and higher current expenses. The Trust did not use any borrowed funds as at
December 31, 2019 and 2018.

In the normal course of business, the Trust is exposed to a variety of financial risks: credit risk,
liquidity risk and market risk (including currency risk, interest rate risk and other price risk). The
value of investments within the Trust's portfolio can fluctuate on a daily basis as a result of
changes in interest rates, economic conditions, market and company news related to specific
securities within the Trust. The level of risk depends on the Trust's investment objectives and
the type of securities it invests in.

(a) Credit risk:

Credit risk is the risk that the counterparty to a financial instrument will fail to discharge an
obligation or commitment that it has entered into with the Trust. Where the Trust invests in
debt instruments and derivatives, this represents the main concentration of credit risk. The
market value of debt instruments and derivatives includes consideration of the
creditworthiness of the issuer and, accordingly, represents the majority of the credit risk
exposure of the Trust. All transactions executed by the Trust in listed securities are
settled/paid for upon delivery using approved brokers. The risk of default is considered
minimal, as delivery of securities sold takes place once the broker has received payment,
and purchases are paid for once the securities have been received by the broker. The
trade will fail if either party fails to meet its obligation.

18
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9.

Financial instruments risk management (continued):

(b)

As at December 31, 2019, the market value of the Trust's debt portfolio was $8,192,862
(27.6% of net assets attributable to holders of redeemable units) (2018 - $8,065,662
(28.0% of net assets attributable to holders of redeemable units)), and comprised of note
subscription receipts (1.8% and 0.0% of net assets attributable to holders of redeemable
units as at December 31, 2019 and 2018), non-defaulted bonds (2.3% and 3.5% of net
assets attributable to holders of redeemable units as at December 31, 2019 and 2018,
respectively) and defaulted bonds (23.5% and 24.5% of net assets attributable to holders of
redeemable units for December 31, 2019 and 2018, respectively).

As at December 31, 2019, the market value of the Trust's foreign exchange contracts was
$157,781 (2018 - ($161,685)), entered into in order to hedge the Trust's exposure to the
U.S. dollar. The Bank of Montreal was the counterparty which is rated AA (low) by DBRS.

Liquidity risk:

The Trust's cash and cash equivalent positions are a readily available source of liquidity.
The Investment Manager utilizes the Trust's liquidity to make investments on behalf of the
Trust and to meet the Trust's financial obligations as they become due. In addition, the
Trust can raise additional liquidity through the sale of its investments.

Liquidity risk is defined as the risk that the Trust may not be able to settle or meet its
obligations on time or at a reasonable price. The Trust's exposure to liquidity risk primarily
relates to the annual redemption right of unitholders. As per the Declaration of Trust, the
Trust has 35 business days' notice to make a redemption payment, during which time the
Investment Manager can raise sufficient cash to satisfy the payment. In addition, the Trust
has the right to resell units tendered for redemption.

One measure of the Trust's liquidity to meet any such obligation is the amount of cash,
cash equivalent positions and listed securities held by the Trust, expressed as a
percentage of net assets attributable to holders of redeemable units. As of December 31,
2019, the Trust held $5,992,900 of cash (2018 - $8,854,534) and $12,371,973 of publicly
listed securities (2018 - $10,906,224) that aggregates to 61.8% of net assets attributable to
holders of redeemable units (2018 - 68.6%). The Investment Manager believes that all of
the Trust's securities can be sold within the applicable 35-business-day notice period for
the annual redemption right. However, the Investment Manager may not be able to do so
without adversely impacting transaction prices.
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9. Financial instruments risk management (continued):

(c) Market risk:

(i) Currency risk:

Currency risk is the risk that the value of a financial instrument will fluctuate due to
changes in foreign exchange rates. Currency risk arises from financial instruments
(including cash and cash equivalents) that are denominated in a currency other than
the Canadian dollar, which represents the functional and presentational currency of the
Trust. The Trust may enter into foreign exchange contracts for hedging purposes to
reduce its foreign currency exposure. The Trust's exposure to another currency is as
follows:

December 31, 2019:

Impact of +/- 1%
on net assets
attributable

to holders of

redeemable
Exposure units
Cash and Foreign
cash Financial exchange
Currency equivalents assets contract Total Total
United States
dollar $ 433,105 $ 17,518,060 $ (14,604,750) $ 3,346,415 $ 33,464
% of net assets
attr butable to
holders of
redeemable units 15 59.0 (49.2) 11.3 0.1
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9.

Financial instruments risk management (continued):

(ii)

December 31, 2018:

Impact of +/- 1%
on net assets
attributable

to holders of

redeemable
Exposure units
Cash and Foreign
cash Financial exchange
Currency equivalents assets contract Total Total
United States
dollar $ 13,296 $ 16,082,183 $ (15,330,060) $ 765,419 $ 7,654
% of net assets
attr butable to
holders of
redeemable units 0.1 55.8 (53.2) 2.7 0.0

As at December 31, 2019, if the Canadian dollar had strengthened or weakened by 1%
in relation to all currencies, with all other variables held constant, net assets attributable
to holders of redeemable units would have decreased or increased, respectively, by
approximately 0.1% ($33,464) (2018 - 0.0% ($7,654)). In practice, the actual results
may differ from this sensitivity analysis and the difference could be material.

Interest rate risk:

Interest rate risk arises from the possibility that changes in interest rates will affect
future cash flows or fair values of financial instruments. Interest rate risk arises when
the Trust invests in interest-bearing financial instruments. The Trust is exposed to the
risk that the value of such financial instruments will fluctuate due to changes in the
prevailing levels of market interest rates. There is no sensitivity to interest rate
fluctuations on any cash balances.

21



679

RAVENSOURCE FUND

Notes to Financial Statements (continued)

Years ended December 31, 2019 and 2018

9.

Financial instruments risk management (continued):

(iii)

The Trust has exposure to note subscription receipts (1.8% of net assets (2018 -
0.0%), high yield bonds (2.3% of net assets (2018 - 3.5%)) and defaulted bonds (23.5%
of net assets (2018 - 24.5%)) with no exposure to government bonds. Its bond
investments tend to be affected more by changes in overall economic growth and
company-specific fundamentals rather than changes in interest rates. Changes in
interest rates do not directly affect the market value of defaulted bonds as the
underlying issuers have stopped making interest payments and thus do not offer a yield
component to the holder. However, the Trust's high yield bonds do have a degree of
interest rate risk, which is summarized in the table below.

As at December 31, 2019, the Trust's exposure to interest rate sensitive debt
instruments by maturity and the impact on its net assets attributable to holders of
redeemable units if the yield curve is shifted in parallel by an increase of 25-basis-
points ("bps"), holding all other variables constant sensitivity, would be as follows:

2019 2018
Market by maturity date*:
1- 3 years $ 207,860 $ 1,011,685
3-5years 469,732 -
Sensitivity to 25 bps yield change increase or
decrease net assets $ 3,673 $ 2,298

*Excludes cash, defaulted bonds and bonds to be converted to equity.

In practice, actual results may differ from the above sensitivity analysis and the
difference could be material.

Other price risk:

Other price risk is the risk that the market value or future cash flows of financial
instruments will fluctuate because of changes in market prices (other than those arising
from credit risk, interest rate risk or currency risk). All investments represent a risk of
loss of capital. The Investment Manager of the Trust moderates this risk through a
careful selection and diversification of securities and other financial instruments within
the limits of the Trust's investment objectives and strategy. The Trust's overall market
positions are monitored on a regular basis by the Investment Manager.
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9.

10.

Financial instruments risk management (continued):

As at December 31, 2019, 41.6% (2018 - 37.9%) of the Trust's net assets attributable
to holders of redeemable units were invested in securities traded on North American
stock exchanges. If security prices on the North American stock exchanges had
increased or decreased by 10% as at the end of the year, with all other factors
remaining constant, net assets attributable to holders of redeemable units could
possibly have increased or decreased by approximately 4.2% ($1,237,197) (2018 -
3.8% ($1,090,622)). In practice, the actual results may differ from this sensitivity
analysis and the difference could be material.

(iv) Concentration risk:

Concentration risk arises as a result of the concentration of exposures within the same
category, whether geographical location, product type, industry sector or counterparty
type. In particular, the key concentration risk for the Trust is its exposure to any single
security or issuer. As at December 31, 2019, the Trust held an investment in one bond
which represented approximately 21.6% (2018 - 22.4%) on a fair value basis and 8.3%
(2018 - 6.9%) on a cost basis of net assets attributable to holders of redeemable units.

Fair value measurements:

Financial instruments are measured at fair value using a three-tier hierarchy based on inputs
used to value the Trust's investments. The hierarchy of inputs is summarized below:

e Level 1 - quoted prices (unadjusted) in public markets for identical assets or liabilities;
o Level 2 - dealer-quoted prices in over-the-counter markets for identical assets or liabilities,
or inputs other than quoted prices that are observable for the asset or liability, either

directly (i.e., as prices) or indirectly (i.e., derived from prices); and

e Level 3 - inputs for the asset or liability that are not based on observable market data
(unobservable inputs).
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10.

Fair value measurements (continued):

Changes in valuation methods may result in transfers into or out of an investment's assigned
level. The following tables present the Trust's financial instruments that have been measured
at fair value, on a recurring basis:

2019 Level 1 Level 2 Level 3 Total
Financial assets at FVTPL:
Fixed income $ - 1,244,132 6,948,729 $ 8,192,861
Equities 11,694,381 2,104,528 1,666,404 15,465,313
11,694,381 3,348,660 8,615,133 23,658,174
Foreign exchange contract - 157,781 - 157,781
$ 11,694,381 3,506,441 8,615,133 $ 23,815,955
2018 Level 1 Level 2 Level 3 Total
Financial assets at FVTPL:
Fixed income $ 1,011,685 596,379 6,457,598 $ 8,065,662
Equities 9,894,455 1,908,398 1,230,646 13,033,499
Warrants/options - 84 - 84
10,906,140 2,504,861 7,688,244 21,099,245
Foreign exchange contract - (161,685) - (161,685)
$ 10,906,140 2,343,176 7,688,244 $ 20,937,560
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10.

Fair value measurements (continued):

The tables below show a reconciliation of the opening and closing balance of financial
instruments recorded in Level 3:
Sales,
purchases,
Beginning realized End
of year, Transfer Transfer Unrealized gains of year,
January 1, from (to) from (to) fair value and other December 31,
2019 Level 1 Level 2 gain (loss) movements 2019
Specialty Foods
Group LLC,
Post closing
payment rights $ 196,137 - $ - 3 114,232 $ (219,605) $ 90,764
GXI Acquisition
Corp. - equity 668,378 — — 175,540 209,129 1,053,047
Old PSG Wind
Down - equity 366,131 - - (17,889) - 348,242
Crystallex International
Corp. 6,457,598 - - (495,424) 463,530 6,425,704
Delphi Energy Corp.
Equity Subscription
Receipts - - - - 174,351 174,351
Delphi Energy Corp.
Note Subscription
Receipts - - - - 523,025 523,025
Total $ 7,688,244 - $ - $ (223,541) $ 1,150,430 $ 8,615,133

The Trust did not have any significant transfers between Level 1, Level 2 and Level 3 included
in the fair value hierarchy for the year ended December 31, 2019.
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10. Fair value measurements (continued):

Sales,
purchases,
Beginning realized End
of year, Transfer Transfer Unrealized gains of year,
January 1, from (to) from (to) fair value and other December 31,
2018 Level 1 Level 2 gain (loss) movements 2018
Speciality Food
Group LLC $ 18,929 $ - $ - $ (18,731) $ (198) $ -
Speciality Food
Group LLC,
Class 1 preferred
shares 1,175,032 - - 83,077 (1,258,109) -
Speciality Food
Group LLC,
Class 2 preferred
shares 2,439,481 - - 1,960,029 (4,399,510) -
Speciality Food
Group LLC,
Post closing
payment rights - - - - 196,137 196,137
GXI Acquisition
Corp. - equity 1,126,500 - - (458,122) - 668,378
Old PSG Wind
Down - equity 263,618 - - 102,513 - 366,131
GuestLogix - debenture 19,558 - - 19,650 (39,208) -
Dealnet Capital
Corp. - debenture 1,454,600 - - 295,400 (1,750,000) -
Crystallex International
Corp. 2,981,639 - - 3,375,371 100,588 6,457,598
Total $ 9,479,357 $ — $ - $ 5,359,187 $ (7,150,300) $ 7,688,244

The Trust did not have any significant transfers between Level 1, Level 2 and Level 3 included

in the fair value hierarchy for the year ended December 31, 2018.

26



684

RAVENSOURCE FUND

Notes to Financial Statements (continued)

Years ended December 31, 2019 and 2018

10.

Fair value measurements (continued):

The tables below set out information about significant unobservable inputs used as at
December 31, 2019 and 2018 in measuring financial instruments categorized in Level 3 in the
fair value hierarchy:

Fair value,
December 31,  Valuation Unobservable Input Sensitivity to changes in
Description 2019  technique input value significant unobservable inputs
Unlisted private $ 90,764  Expected Reserve for $ 1,457,494 The estimated fair value would
equity future potential increase (decrease) by $17,815
distributions representative or 20% for each 25% (decrease)
expense and increase in the reserve amount.
indemnity claim Net assets attr butable to holders
adjustments of redeemable units would
increase (decrease) by 0.1%.
Unlisted private 1,053,047 Present value Discount rate Mid-point of The estimated fair value would
equity of expected high-case increase (decrease) by $167,086
future cash scenario of ($141,276) or 16% (13%) for each
flows 30% and 500 bps (decrease) increase in
low-case the discount rate. Net assets
scenario of attributable to holders of
35% redeemable units would increase
(decrease) by 0.6% (0.5%).
Unlisted equity 348,242  Expected Projected $0.52 per The estimated fair value would
future distr butions share increase (decrease) by $53,576
distributions or 15% for each $0.08 increase
(decrease) in projected
distr butions per share. Net assets
attributable to holders of
redeemable units would increase
(decrease) by 0.2%.
Defaulted 6,425,704 Broker quote Broker quote Mid-point of The estimated fair value would
bonds (mid) $110 - $140 increase (decrease) by $771,085
per $100 or 12% using the high (low) end
face value the range. Net assets attr butable
to holders of redeemable units
would increase (decrease) by
2.6%.
Unlisted equity 174,351  Cost n/a n/a No input value to sensitize.
subscription
receipts
Unlisted note 523,025 Cost n/a n/a No input value to sensitize.
subscription
receipts
$ 8615133

27



RAVENSOURCE FUND

Notes to Financial Statements (continued)

Years ended December 31, 2019 and 2018

685

10. Fair value measurements (continued):

Description

Fair value,

December 31,

2018

Valuation
technique

Unobservable
input

Input
value

Sensitivity to changes in
significant unobservable inputs

Unlisted private
equity

Unlisted private
equity

Unlisted equity

Defaulted
bonds

$

196,137

668,378

366,131

6,457,598

Expected
future
distributions

Present value
of expected
future cash
flows

Expected
future
distributions

Average of
broker quotes
and last price

Post closing
adjustment escrow
claim/reserve
amount

Discount rate

Projected
distr butions

Broker quote

$1,184,430

30%

$0.52 per
share

$106 - $155

The estimated fair value would
increase (decrease) by $15,221
or 8% for each 25% (decrease)

increase in the claim/reserve
amount. Net assets attributable to
holders of redeemable units would
increase (decrease) by 0.1%.

The estimated fair value

would increase (decrease)

by $66,317 ($58,679) or 10%
(9%) for each 500 bps (decrease)
increase in the discount rate.

Net assets attr butable to holders
of redeemable units would
increase (decrease) by 0.2%.

The estimated fair value
would increase (decrease) by
$56,328 or 15% for each
$0.08 increase (decrease) in
projected distributions

per share. Net assets
attributable to holders of
redeemable units would
increase (decrease) by 0.2%.

The estimated fair value

per $100 face value would increase (decrease)

by $1,415,973 ($1,054,043)
or 22% (16%) using the
high (low) end of the range.
Net assets attr butable to
holders of redeemable units
would increase (decrease)
by 4.9% (3.7%).

The Investment Manager is responsible for performing the fair value measurements included in
the financial statements of the Trust, including Level 3 measurements. The Investment
Manager obtains pricing for Level 3 financial instruments from third-party pricing sources, which
is reviewed and approved by the Investment Manager.
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11.

Fair value measurements (continued):

Financial instruments not measured at fair value:

(@)

(b)

The cash and cash equivalents, interest and dividends receivable, accounts payable and
accrued liabilities, management and administrative fees payable and incentive fee payable
are short-term financial assets and financial liabilities are initially recorded at amortized cost
which carrying amounts approximate fair values.

Cash and cash equivalents and interest and dividends receivable include the contractual
amounts for settlement of trades and other obligations due to the Trust. Accruals represent
the contractual amounts and obligations due by the Trust for settlement of trades and
expenses.

The Trust's redeemable units are considered a residual interest in the assets of the Trust
after deducting all of its liabilities. The redemption value of redeemable units is equal to net
assets attributable to holders of redeemable units as calculated in accordance with the
Declaration of Trust. The units are redeemable annually, at the holders' option, for cash
equal to the proportionate share of the Trust's net asset value attributable to the share
class, as described in the Declaration of Trust and in note 5(c).

Capital disclosures:

The Investment Manager has policies and procedures in place to manage the capital of the
Trust in accordance with the Trust's investment objectives, strategies and restrictions, as
detailed in the Declaration of Trust. Information about the capital is described in the statements
of changes in net assets attributable to holders of redeemable units and the Trust does not
have externally imposed capital requirements.
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April 17, 2019

NOTICE TO READER

Re: Ravensource Fund — Management’s Letter to Unitholders — For the Year Ended December 31, 2018

To whom it may concern,

Please note that a correction to the release originally filed on April 16, 2019 under SEDAR project
number 02902484 is attached as a second submission to the original filing project. The correction relates
to a typo “Maheshf” located on the third last page of the originally filed document. This has been
corrected to “Mahesh”. No other content has changed.
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NOTICE TO READER

The purpose of Ravensource’s Management’s Letter to Unitholders is to impart information and analysis to
Ravensource’s unitholders to allow a thorough understanding of their investment. This letter is a supplemental
report to the financial statements, Management Report on Fund Performance (“MRFP”’), Annual Information
Form (“AlF”) and the Independent Review Committee (“IRC”) report. You can get a copy of the aforementioned
documents and the Fund’s proxy voting policies and proxy voting record by calling (416) 250-2845, by writing
to us at Stornoway Portfolio Management 30 St. Clair Avenue West, Suite 901, Toronto, ON M4V 3Al, by visiting
our website at www.ravensource.ca, or the SEDAR website at www.sedar.com.

A Note on Forward-Looking Statements

This document may contain forward-looking statements relating to anticipated future events, results, decisions,
opportunities, risks or other matters. Forward-looking statements are predictive in nature requiring us to make
assumptions and subject to inherent risks and uncertainties. Our forward-looking statements may not prove to
be accurate, or a number of factors could cause actual events, results, etc. to differ materially from expectations,
estimates or intentions. These risk factors include market and general economic conditions, regulatory
developments, the effects of competition in the geographic and business areas the fund may invest and others
as detailed in Ravensource’s Annual Information Form. Forward-looking statements are not guarantees of
future performance. For these reasons, it is important that readers do not place undue reliance on our forward-
looking statements and should be aware that Ravensource may not update any forward-looking statements.

About the Ravensource Fund

The Ravensource Fund is a closed-end investment trust whose units trade on the TSX under the symbol RAV.UN.
The principal objective of Ravensource is to achieve absolute long-term returns through investing in out-of-favor
and deep-value North American securities. Ravensource’s investments fall primarily in three categories:

1. Distressed Securities: investing in corporate debt, creditor claims and/or equity securities of
companies which are in, perceived to be in, or emerging from financial distress at a value materially
different from what we believe to be the underlying fundamental value of the securities.

2. Special Situations Equities: investing primarily in Canadian and U.S. small and mid-cap equities that
are not only attractively valued but also with catalysts to unlock value.

3. Alternative Credit: investing in corporate debt, on either a primary or secondary basis, that is
reasonably expected to be repaid at or above par, on or before its stated maturity, and in a manner
consistent with the terms of its indenture.

About Stornoway Portfolio Management (“Stornoway”)

Stornoway was appointed the Fund’s Investment Manager on July 1, 2008 to execute Ravensource’s investment
mandate. Stornoway took over the management of Ravensource from Pat Hodgson. Pat was our partner, an
extraordinary investor and a true buccaneer who in 2003 transitioned Ravensource from investing in debt of
Asian companies — the Fund was formerly The First Asia Fund — to focus on North American securities. Pat
left us with a tremendous legacy that forms the guiding principles we embrace in managing Ravensource.

Stornoway is a Toronto-based, employee-owned investment management firm focused on investing in
distressed securities and other out of favor investment opportunities that withstand a thorough and disciplined
analytical rigor prior to investing and active involvement thereafter. The Stornoway Team is comprised of
Brandon Moyse, Daniel Metrikin and Scott Reid on the investment side while Mahesh Shanmugam manages
our operations. Our bios and our approach to investing can be found on the Ravensource website. In addition
to Ravensource, Stornoway manages the Stornoway Recovery Fund LP, a limited partnership that invests in
opportunities that arise from companies that are in or near financial distress.

Past investment performance by the Ravensource Fund is not indicative of future results and there cannot be
any assurances that its investment objectives will be achieved. This letter is not a solicitation to invest.
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Ravensource Fund NAV1  ——S&P/TSX Composite Total Return Index
(1) Based on net asset value per unit, assuming all distributions are reinvested in units at net asset value.

Dear Fellow Unitholders,

We are pleased to report that Ravensource Fund’s (“Ravensource” or “the Fund”) net asset value
(“NAV”) per unit increased by 17.0% over the year ended December 31, 2018 including the
distributions Ravensource investors received over 2018.

Our 2018 performance was particularly striking against the negative returns of most market indices.
Before you accuse us of patting ourselves too hard on the back, we do not place much weight on
short-dated results. Our two largest contributors to this year’s performance, Crystallex and SFG,
demonstrate that it takes several years for our investment theses to crystallize and that our rewards
are typically skewed to the end of an investment’s life. Our objective is to generate superior long-
term results which requires us to avoid the noise of short-term thinking and market fluctuations. |
will let you determine if we have achieved that mark.

Our results confirm what we believe is a unique quality of Ravensource: a focus on company-driven
catalysts to create value for our investors. The Fund’s investments are concentrated in unconventional
and often counter-intuitive opportunities — the securities of financially distressed and other unloved
and out of favor companies — which most investors shun. As such, our returns do not depend on
market forces but primarily arise as investee companies achieve milestones to break the chains that
once held them down, as SFG and Crystallex did this year. In doing so, Ravensource’s returns are
generally uncorrelated with those of the broader market. A further differentiating characteristic is that
we are often very actively involved with the underlying investments to help secure these milestones.

-1-
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These idiosyncratic qualities of Ravensource provide individual investors exposure to investment
strategies that are otherwise difficult to access and can have a powerful diversifying impact on their
portfolio.

Our goal for this letter is simple: report to you in a frank and open way about the philosophy and
approach that guides our investment decisions; the rationale for and changes in Ravensource’s
investment portfolio; the Fund’s performance over the reporting period; and some of the risks to which
Ravensource is exposed. We do so to help you better understand your Ravensource investment.

Investment Performance

Ravensource’s investment portfolio generated a return of 22.84% before fund expenses and
management / incentive fees. The investments that have made the most significant contributions —
positively and negatively — to Ravensource’s performance in 2018 are as follows:

Impact on
Investment Fund?
Crystallex International Corp. 9.375% Senior Notes 13.48%
Specialty Foods Group LLC. 8.08%
Genworth Financial Inc. 3.56%
Spanish Broadcasting System Inc. 0.92%
Supremex Inc. (1.25%)
GXI Acquisition Corp. (1.83%)
Other ? (0.11%)
Pre-expense / Incentive Fee Investment Return 22.84%

YIncrease in NAV due to investment's total return for the period
2 Includes other asset investment returns

We would like to review some of these investments:

Crystallex International Corp. (“Crystallex’)

Our investment in Crystallex’s 9.375% senior notes (the “Senior Notes™) was the largest contributor
to the Fund’s performance over 2018 as the market price of the Senior Notes nearly doubled over
the year. Despite this significant increase in price, we believe the Senior Notes remain a very
compelling investment. Here’s why.

Crystallex began 2018 in the midst of the battle with Venezuela over payment of the USD $1.4
billion damages award for the expropriation of Crystallex’s Las Cristinas gold property. A
temporary détente was reached in September 2018 in the form of a settlement agreement (the
“September 2018 Settlement Agreement”) whereby Venezuela made a USD $425 million upfront
payment in the form of cash and marketable securities. For Crystallex’s Senior Noteholders, the
September 2018 Settlement Agreement was a game changer: Crystallex now has sufficient property
to pay off its creditors / us. What is now at stake is how much each stakeholder — Crystallex’s
management, DIP lender and shareholders — should receive of the September 2018 Settlement
Agreement and when is it going to be distributed.

-2.
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Crystallex hasn’t paid interest on its Senior Notes since July 2011 and failed to repay its principal
on its December 2011 maturity date following which it filed for bankruptcy protection.
Accordingly, Crystallex contractually owes its Senior Noteholders principal and interest
compounded at the 9.375% coupon since it last made an interest payment in addition to the extra
consideration provided to us in the Standstill Agreement. Based on our math, those amounts
greatly exceed the December 31, 2018 market price. However, we believe we are entitled to more
than simply our 9.375% coupon as creditors have been exposed to far greater risks and over a much
longer time than originally bargained for when the notes were issued.

Any amounts paid to us represent a zero-sum game. What we gain, the other stakeholders stand to
lose and as such will almost certainly challenge the amount we are due. However, we are not alone
in this fight to protect our rights and maximize our recovery. We are very active members of the
Ad Hoc Senior Noteholder Committee with two other financially savvy institutional investors with
significant skin in the game and deep with relevant expertise and experience. We are well-advised
by the restructuring team at Goodmans LLP who we believe is Canada’s #1 law firm on such
matters. We have resolve, conviction that the law is on our side, and are very well prepared.

With the collateral safe in Crystallex’s Canadian-domiciled accounts, our investment has been
significantly de-risked, the path to a large recovery has been bush-whacked out and we are now
somewhat insulated from the geopolitical mayhem currently engulfing Venezuela. On the back of
achieving these pivotal milestones, the market price of the Senior Notes increased significantly over
2018. Despite this increase, we believe if / when Crystallex makes good on those missing principal
and interest payments, we will realize a healthy return over and above December 31st, 2018 market
prices on this rather contrarian investment. As they say, fortune favours the brave...and diligent.

Specialty Foods Group (“SFG”)

The courtship between SFG and potential strategic investors that began in early 2018 was
consummated on August 234, 2018 with Indiana Packers Corporation ("IPC") winning the beauty
contest to acquire SFG. After clearing various deal conditions, the sale of SFG closed on October
1st whereupon we received more than 95% of the purchase price in cash. The residual is held in
escrow while post-purchase price adjustments on items such as working capital, pension plan and
environmental liabilities get finalized. While the economic terms have not been publicly released,
the sale price was extremely attractive from our perspective and materially exceeded the value our
3 party valuator placed on our SFG investment at the start of 2018.

October’s sale marked the end of an incredible journey that started when SFG was on the brink of
bankruptcy resulting from a botched strategy of acquiring small meat processors financed with
debt. From structuring the initial rescue financing right up to negotiating its sale to IPC, the
Stornoway Team was actively involved in SFG’s turnaround. Scott was a member of SFG’s Board
of Directors since 2007 while Brandon and Daniel rode herd on the investment bankers to ensure
the sale process bore fruit. Our initial efforts were to stabilize SFG by returning it to its core
competencies — Nathan’s hot dogs and Kentucky smoked hams — through selling the other
operations and reducing debt with the proceeds. Once stabilized, we focused on revitalizing SFG
by feeding its ham and hot dog ambitions that its previous owners ignored and its debt load would
not allow. | can confidently say our involvement played a significant role in working with the SFG’s
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management team to increase the value of our investment. Along the way, we ate some hot dogs,
ham and smoked turkey to make sure they passed Stornoway’s stringent quality control.

Our investment was very lucrative, growing by approximately 6.5x our original cost over its 12-
year holding period and generating an annualized return of 24.7%. It was also a large position
representing 19.7% of the Fund’s net assets at the time of sale even after we received cash
representing almost 3.7x our cost between 2010 and 2017. Beyond the direct economic rewards, SFG
taught us many lessons, made us better investors and businessmen, and sharpened our edge that
we can apply to our current and future investment opportunities.

Genworth Financial Inc. (“Genworth™)

Genworth is a publicly listed (NYSE: GNW) U.S.-based company focused on the long-term care,
mortgage and traditional life insurance markets. In October 2016, it agreed to be acquired by China
Oceanwide Holdings Group Co. Ltd. (“China Oceanwide”), a Chinese real estate and financial
services firm, for $5.43 per share in cash.

Following the announcement, Genworth stock persistently traded at a large discount to the buyout
price relative to most risk arbitrage opportunities. Market commentators cited larger than typical
regulatory risks aka ‘Trump vs. China’ as the reason. We purchased the bulk of our position in 2017
below $3.75/share, believing the market was overpricing the regulatory issues and that the merger
would close as advertised. If correct, we would earn a 45% un-annualized return on our investment.
If not, we believe the value of Genworth’s businesses exceeds the current market price of its shares
although our investment would like suffer an initial mark-to-market loss.

Contrary to the market’s expectation, the proposed merger received a number of key regulatory
approvals in 2018 including the all-important Committee on Foreign Investment in the US (CFIUS)
and the Chinese National Development and Reform Commission. In response, Genworth shares
rose to $4.66 by December 31, 2018, generating a 50% return over 2018 and rendering it our 319 best
performing investment. Risks that the merger does not close remain: key approvals from Canada’s
Office of Superintendent of Financial Institutions / Minister of Finance and China’s State
Administration of Foreign Exchange remain outstanding. However with a potential 16% return
from December 31, 2018 market prices, we continue to believe the reward is worth the risk.

GXI Acquisition Corp. (“GXI7)

Guestlogix is a private Canadian technology company whose enterprise software solutions
are tailored to capture ancillary revenue for its airline customers. GXI is the holding company
through which Ravensource, the Stornoway Recovery Fund LP, and two other investors acquired
Guestlogix out of insolvency. Over the course of 2018, Guestlogix’s revenue declined as it lost a
couple customers. As a result, our third-party valuator reduced the value of our investment which
was the largest negative contributor to the Fund’s performance last year.

When we bought Guestlogix, we recognized massive untapped potential in the captive audience of

the million-plus daily passengers on flights using its technology. To complement our financial
know-how, we partnered with a very successful technology investor who brought his views as to
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how Guestlogix could leverage its passenger relationships into new markets. Over 2018, the
Guestlogix team took major steps to engineer software and develop partnerships to enable it to
capture this opportunity. As board members, we took unconventional actions by replacing the
existing CEO with the Senior Vice President of Product who had the vision to take this leap. By the
end of 2018 the initial passenger application was completed and a forward-thinking airline had
committed to signing, validating the company’s strategic evolution. Since then, other airlines have
expressed interest and we expect to launch commercially this year.

Despite the write-down of our GXI investment, we are confident the company is on the right path.
However, it is still early days. While in 2018 Guestlogix engineered a product that has re-captured
the interest of airlines, commercial success will ultimately depend on passenger usage which we
won’t have clarity on until the latter half of 2019 / early 2020. We remain excited about the potential
of our GXI investment.

Relative Performance

The Fund’s objective is to produce significant long-term returns for its investors regardless of
market conditions. This is called “absolute” performance and the first part of this letter outlined
the Fund’s investments that have contributed to — or detracted from — attaining this objective.

While generating attractive, long-term results is our mission, we realize that you may want to
measure our performance relative to other investment vehicles or benchmarks. To help facilitate
this process, we have identified several indices — see Appendix 1 for their descriptions — that we
believe are appropriate in assessing Ravensource’s “relative” performance. However, given the
idiosyncratic nature of the Fund’s investment strategy, we have not uncovered an index that
sufficiently resembles Ravensource to the degree it should be considered / used as a benchmark.

The table below outlines the historical performance of Ravensource and the various indices. Please
note that all returns are calculated on a total return basis and only reflect the Fund’s performance
since Stornoway became Ravensource’s Investment Manager in July 2008.

Last Last Last  Since July 1, 2018
Annualized Total Return 2018 3Years 5Years 10Years Annual Total®
S&P/TSX Composite Total Return Index (8.9%) 6.4% 4.1% 7.9% 2.9% 35.4%
S&P/TSX Small Cap Total Return Index (18.2%) 5.2% (0.3%) 6.6% 0.4% 4.1%
ICE BofAML US High Yield Index © 6.0% 6.7% 9.1% 12.2% 10.4% 182.4%
Credit Suisse Distressed Hedge Fund Index © 6.8% 3.4% 7.0% 7.3% 6.5% 94.4%

(1) Based on net asset value per unit, assuming all distributions are reinvested in units at net asset value.
(2) Un-annualized return
(3) Translated into Canadian dollars

As seen in the table above, our absolute returns in 2018 significantly outperformed all of the indices
we use to measure the Fund’s relative performance.
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While the Fund’s short-term results are encouraging, we believe that investment performance is
more appropriately judged over a longer time horizon as it reveals whether the investment process
is repeatable and how it weathers the ups and the downs of the market. In addition, that approach
is consistent with our objective to create long term capital appreciation for our investors and the 2-
to 4-year period it typically takes the market to recognize the value we did at the time of investment.

For periods exceeding one year, Ravensource’s performance remains at or close to the top of the
table. Since Stornoway began managing Ravensource in July 2008, the Fund’s NAV per unit has
increased by 164.0% in total and 9.7% on an annualized basis, including re-invested distributions. By
comparison, the S&P/TSX Composite Total Return Index has increased by 35.4% in total / 2.9%
annualized over the same time period. Admittedly, our 2008 results tried the fortitude of our
investors, but the lessons learned from it led to the refinement of our investment process, hardened
our selection criteria and, in our view, are responsible for the Fund’s outperformance ever since.

Fund Liquidity and Investment Activity

Liquidity

The purpose of reporting the Fund’s net cash position is to quantify the gunpowder available to
opportunistically add to existing positions or establish new ones. In addition, the change in net cash
can be viewed as a barometer of our investment activities in that it will capture whether the Fund
is a net buyer or seller during the period. Measured as a percentage of net assets, our net cash
increased from 6% at the beginning of the year to 27% as of December 31, 2018.

The sources and uses of the Fund’s net cash during the period are outlined below:

Amount  perUnit % of NAV @

Sources
Investment Divestitures 11,411,832 6.82 39.6%
Dividends and Interest 601,669 0.36 2.1%
Total 12,013,501 7.18 41.7%
Uses
Investment Purchases 3,707,450 2.22 12.9%
Financial Contract & FX on Cash 308,415 0.18 1.1%
Expenses 1,429,288 0.85 5.0%
Distributions to Unitholders 501,861 0.30 1.7%
Total 5,947,014 3.55 20.6%
Change in Net Cash 6,066,487 3.63 21.1%

(1) % of December 31,2018 NAV

Divestitures

We divested approximately 40% of the Fund’s net assets over the course of 2018. Most notably, we
exited our investments in Specialty Foods Group Inc., NAPEC Inc., and Dealnet Capital Corp. In each
case, these were very successful investments that had reached the end of their lifecycle which we
monetized at valuations which met or exceeded our thresholds.
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NAPEC Inc. (“NAPEC”)

As we wrote in our June 30, 2018 Letter to Unitholders, NAPEC announced in December 2017 that
it had agreed to be acquired by Oaktree Capital Management at a price of $1.95 per share. The
transaction received its requisite approvals and closed in February 2018. We supported the Oaktree
transaction as it met our long-term valuation of the company. However, we elected to sell
Ravensource’ position at $1.94 per share prior to the vote to eliminate the risk that shareholders
voted down Oaktree’s proposal, which could have caused NAPEC shares to fall back to their $1.25
pre-announcement trading price. For a mere penny, we were able to secure cheap insurance against
a large loss triggered from a failed vote. Over the approximate four years that Ravensource owned
the position, the NAPEC investment generated a 27% annualized compounded return.

Dealnet Capital Corp. (“Dealnet’)

Frequently, we invest in companies that are solid at their core and rough around the edges. Dealnet,
however, was the opposite. In December 2017, when Dealnet came knocking for capital to fund
their liquidity needs, we were unexcited by their core consumer loan business for HVAC
equipment. From our perspective, we simply did not see a path to profitability; lending less than
$10k at a time at a sub-10% interest rate would likely not cover the costs associated with
administrating the loans let alone provide an adequate return to shareholders. Yet by sifting
through its non-core assets and applying our structuring ingenuity, we led a $12 million rescue
financing in the form of a bond secured against Impact Mobile, one of Dealnet’s non-core segments,
at a loan-to-value ratio of about 50%.

In structuring our investment, we were mindful that as Dealnet needed to sell assets, we needed
an exit. We embraced that alignment by including positive and negative covenants to motivate
Dealnet to sell Impact Mobile quickly and repay us out of the proceeds. We further aligned
ourselves with Dealnet’s decision makers by requiring the senior management team and corporate
directors to participate alongside us in the bond offering. Lastly, by paying only 90 cents on the
dollar for the bonds, as long as we were repaid, the return would take care of itself.

In July 2018, Dealnet closed the sale of Impact Mobile for $27.5 million and we were repaid in full
in just over 6 months, earning an attractive 28.2% annualized return on our capital. This successful
outcome reflects our creative approach to deal structuring and proactive risk management, both
key components of the ‘Stornoway edge’.

Investment Purchases

During 2018, we increased our investment in Flow Capital Corp. debentures, Crystallex International
Corp. Senior Notes, and Genworth Financial Inc. common shares while establishing new positions in
Dundee Corp. preferred shares and Spanish Broadcasting System Inc.’s Senior Notes.

Flow Capital Corp. (“Flow Capital™)

Flow Capital is a publicly listed Canadian company (TSXv: FW) that resulted from the
amalgamation of Grenville Strategic Royalty Corp. (“Grenville) and LOGIQ Asset Management
(“LOGIQ™) in 2018. Grenville invests in emerging high-growth companies through royalty
structures while LOGIQ is a fee-based third-party marketer for investment funds. Ravensource
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owns a significant portion of the former Grenville 8% bonds due in December 2019 at a cost of $80
per $100 bond. Over 2018, Ravensource increased its investment by 38%.

The amalgamation was a very positive event for us as the assets backing our Flow bonds now
included LOGIiQ’s. Against $22 million of Flow bonds there is now $9 million of cash, $24 million
of royalty investments and a funds marketing business generating $1.5 million of annual cash flow,
conservatively worth $9 million. By our math, there is almost $2 of assets for every $1 of bonds. The
market agreed with us and the price of the bonds increased from $80 to $93 by the end of 2018.
While the price of the bonds has increased, the margin of safety has improved even more
significantly creating a more attractive risk / reward profile. As such, we continue to acquire bonds
opportunistically at yields in excess of 18%.

Dundee Corporation (“Dundee”)
Dundee (TSX: DC.A) is a publicly listed holding company headquartered in Toronto. Founded in
1991, Dundee became one of the largest independent asset managers in Canada.

In 2011, Dundee sharply pivoted from what worked in the past by selling its asset management
and real estate crown jewels only to hastily spend the proceeds on speculative new investments
across ~100 holdings mostly in industries in which Dundee had no expertise. These new
investments have performed abysmally, causing Dundee to write-down approximately 70% of its
invested capital only a few years after they were made. In turn, Dundee’s common shares has fallen
in value by over 95% since its peak in 2013 while its Series 2 & 3 preferred shares tumbled to
approximately 50 cents on the dollar despite being Dundee’s most senior securities. Across the
capital structure, Dundee’s investors lost confidence, panicked and fled.

Free of emotional baggage carried by existing investors, we worked to determine whether there
was opportunity within the chaos. With Dundee’s portfolio of ~100 names, we first performed
triage to cull the smaller and speculative investments and focused our analytical rigour on the
remaining few with tangible and obvious value. Our analysis concluded Dundee’s assets were
worth in excess of the face value and 3x the market value of its preferred shares. We were also
attracted to the preferred shares’ 12% dividend yield, equivalent to 15.7% interest on a bond
factoring in the tax advantages of dividends. In the third quarter of 2018 we began buying the Series
2 & 3 preferred shares, based on a large margin of safety, healthy yield and potential catalysts for
meaningful capital appreciation.

Distributions

Ravensource’s distribution policy is to make semi-annual distributions to unitholders in an amount
to ensure that it does not incur any tax while providing a reasonable yield. Total distributions for
2018 amounted to $0.30 per unit, down from $0.37 per unit in 2017.

Operating Expenses

Ravensource’s operating expenses include investment management fees, trustee fees, TSX listing
fees, interest and borrowing costs, accounting and audit expenses, IRC costs, legal and professional
expenses, transaction costs and other sundry operating expenses. The table below shows how these
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expenses reduced the Fund’s gross return on investment to arrive at the Fund’s net investment
return in 2017 and 2018. Please note, operating expenses as expressed below is not to be confused
with the Management Expense Ratio (“MER”). Operating expenses for the purposes of MER are
calculated using the Fund’s average net assets during the period while operating expenses as
expressed below are calculated using the Fund’s starting net assets for the period. For further details
regarding the Fund’s MER, please refer to the Management Report on Fund Performance.

Dec 31, 2018 Dec 31, 2017 YoY Change

Pre-expense / Incentive Fee Investment Return 22.84% 8.75%

Less:
Management, administrative and IR fees 0.87% 0.66% 0.21%
Audit and accounting fees 0.23% 0.24% (0.01%)
Legal fees 0.40% 0.19% 0.21%
Interest expense 0.36% 0.24% 0.12%
Trust administration and transfer agency fees 0.06% 0.05% 0.01%
Listing fees 0.08% 0.09% (0.01%)
Independent review committee fees 0.13% 0.05% 0.08%
Transaction costs 0.12% 0.06% 0.06%
Other operating expenses 0.04% 0.03% 0.01%
Total Expenses Before Incentive Fee 2.29% 1.61% 0.68%

Pre-Incentive Fee Investment Return 20.55% 7.14%

Less:
Incentive Fee 3.53% 0.49%

Ravensource Fund Net Investment Return 17.02% 6.65%

For the year ended December 31, 2018, Ravensource’s operating expenses, excluding the incentive
fee, was 2.29%, 68 basis points higher than the comparable period in 2017. The increase in operating
expenses was primarily the result of a period-over-period increase in management, administrative
and IR fees (21 basis points), legal fees (21 basis points), interest expense (12 basis points),
independent review committee fees (8 basis points) and transaction costs (6 basis points).

Management, administrative and IR fees remained low / less than 1% of Net Assets during 2018
due to the Investment Manager’s policy of passing along the economic benefit of fees received for
providing services to investee companies back to the Fund by reducing its management fees.
However, as the Investment Manager sold its Specialty Foods Group investment during 2018, we
were not able to reduce the Management Fee by the magnitude we have in the past. This resulted
in a 21 basis point period-over-period increase in these fees versus 2018. We expect management
and administrative fees to increase to 1.13% of average net assets in 2019.

Ravensource incurs legal fees to maximize and / or protect the Fund’s investments, to comply with
securities regulations, and to deal with general Fund matters. Over 2018, legal fees related to
Ravensource’s investments - primarily on Spanish Broadcasting and Crystallex - increased by 10
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basis points compared to 2017 while regulatory, compliance and other Fund legal expenses
increased by 11 basis points versus 2017.

Incentive Fee

As detailed in the Portfolio Management Agreement, the Investment Manager is entitled to an
incentive fee equal to 20% of the amount by which the net asset value per unit at the end of the
year, adjusted for contributions, distributions, and redemptions during the year, exceeds the net
asset value per unit at the beginning of the year over and above the 5% hurdle rate, plus any
shortfalls from prior years (the “Incentive Fee”).

As Ravensource’s investment portfolio generated a return of 20.55% after expenses but prior to the
Incentive Fee over 2018, the Incentive Fee for the year ended December 31, 2018 amounted to 3.53%
of starting net assets versus 0.49% for the comparable period in 2017. The increase in the Incentive
Fee is somewhat of a high-class issue for investors as it is a direct result of the increase in value of
their Ravensource investment over and above the 5% hurdle rate. The correlation between the
Incentive Fee and the Fund’s performance highlights our alignment with Ravensource’s investors.

Risks

At the time of investment and throughout the period we own a security, we take particular care in
assessing its risk and impact on the portfolio. A key risk management tool is that we purchase
securities at prices substantially below what we have conservatively determined as their intrinsic
value and often become actively involved to ensure that our rights and recoveries are protected. As
demonstrated in our Dealnet bond investment, to the extent possible we structure our investments
to mitigate the risk of loss. However, despite our deal structuring, thorough analysis, and active
involvement, sometimes we are just wrong or the potential of a given investment does not
materialize thus exposing our investors to a loss of capital.

In addition to the risks specific to a particular investment, the Fund is exposed to changes in foreign
exchange rates, interest rates, credit conditions and other economic factors as described in the
Annual Information Form, on the Ravensource website and in the notes attached to our financial
statements. We encourage all investors to carefully read the Fund's financial statements, including
the additional disclosure in the notes to the financial statements, as we do prior to investing.

There has been no change in the Fund’s stated investment strategy or in the execution of the
investment mandate that would materially affect the risk of investing in Ravensource in 2018. We
continue to believe the Fund is suitable for those investors seeking long-term capital growth, have
a long-term investment horizon, and possess a medium to high risk tolerance to withstand the ups
and downs that go along with investing in out-of-favor securities.

Portfolio Composition

To give you a better understanding of the risks that Ravensource is exposed to, we have broken
out the portfolio by investment strategy, enterprise value, industrial grouping and concentration.

-10 -



702

Investment Portfolio by Strategy

In 2018, we renamed our “High-Yielding Securities” investment strategy to “Alternative Credit” to
better describe the range of investing activities we employ in our *“going concern” debt / lending
strategy. This is only a change of nomenclature, not a change to our lending / credit investing practice.

Over 2018, the investment portfolio became more weighted towards our Distressed Securities strategy and
away from Special Situations Equities. However, this was not a product of a decision at the strategy level
as we do not target specific strategy weightings. Rather, we select the most attractive investment
opportunities wherever they are found. Over 2018, our Distressed Securities strategy was simply a more
fertile hunting ground as evidenced by our new investment in Dundee preferred shares.

By Investment Strategy % of Investment Portfolio
31-Dec-18 31-Dec-17
Special Situation Equities 38.3% 47.9%
Distressed Securities 54.1% 43.2%
Alternative Credit 7.6% 8.9%
Total 100.0% 100.0%

Investment Portfolio by Industrial Group

While Ravensource does not specialize in specific By Industrial Group % of
industries, our experience and investment Portfolio
philosophy lead us to focus on companies with hard Metals & Mining 30.5%
assets. We like to invest in companies in which we Financial 28.3%
understand the products/services they offer and Real Estate 16.5%
more importantly have a strong grasp of the Media & Publishing 13.8%
business model and its tangible asset value. Thus, it Technology 3.2%
should not come as a surprise to see more traditional Food & Beverage 2.9%
industries favored in our portfolio, which is more of Retail 2.8%
an outcome of our investment process than a pre- Industrial 2.0%
ordained allocation. Further, our emphasis on an

investment’s margin of safety generally results in Total 100.0%

avoiding the more sensitive sectors of the economy.

Concentration

We believe that the most effective method to reduce/manage risk is to know your investments
inside and out, be actively involved and have sufficient influence on them to help effect change
such as a restructuring. This will often lead to Ravensource having a more concentrated portfolio
than other investment funds. Ravensource’s position limit is 10% on a cost basis for a given
corporate entity. For investments that we have our highest conviction in, we will invest up to the
limit if prudent. Post our investment, market fluctuations may increase an investment in excess of
10% of the Fund’s net assets on a market value basis.

As of December 31, 2018, the Fund had five investments exceeding 5% of NAV on a market value
basis. The top 10 investments ranked by market value, excluding cash, represented 69.1% of NAV
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as of December 31, 2018. We expect that the Fund will continue to concentrate our capital in
positions that we know the best and where we hold the strongest convictions.

“Skin in the Game”

The Stornoway Team is passionate about the approach and philosophy that drives our investment
decisions, our active involvement in the companies we invest in, and the steps we take to reduce
risk and generate investment retums. One of our core tenets is that we treat our fellow investors as
partners. Accordingly, we believe that an investment manager should have significant “skin in the
game”, sharing in the risk and reward of our decisions alongside other investors. Each member of
the Stornoway Team has a substantial personal investment in Ravensource and as of December 31,
2018, I owned approximately 9.8% of the total units of Ravensource outstanding. In short, we eat
our own cooking. We are you.

Concluding Remarks

On the surface, our performance in 2018 could be chalked up to the rewards of making counter-
intuitive investments and ultimately getting them right. To generate superior results for our
investors, we believe that to be true. However, our results are not an artefact of our prescient
powers nor an invention that occurred in 2018 alone. Rather, they represent the work product of
our curious minds to attain conviction prior to our investment followed by many years of getting
our fingernails dirty through active involvement with the investee companies to capture the value
we identified at the time of purchase. In layman’s words, Ravensource’s results reflect both parts
and labour.

Rather than resting on the laurels of 2018, we look to it as a blueprint to the future. This process is
one that we have continued to hone over the 15 years Stornoway has been in business. The earlier
stage investments in our portfolio — GXI, Spanish Broadcasting, and Dundee - are following that
blueprint and will require our capital, active involvement and focus in order to replicate our
successful results of the past. We are very optimistic and excited for the future.

In writing this review, we wrestle with the twin objectives of being thorough yet succinct. We
recognize that despite our effort to cut to the essentials, there remains a lot of information to digest.
As always, we are available via phone and/or in person to discuss your investment further. Please
don’t hesitate to contact us. We always look forward to hearing from unitholders and enjoy
discussing our investments and strategy with you.

On behalf of Brandon, Daniel, Mahesh and myself, we greatly appreciate the partnership, trust and
long-term perspective of our fellow investors, aka you. We are dedicated to protecting and growing
your capital for years to come,

A o

Scott Reid April 2019
President and Chief Investment Officer

Stornoway Portfolio Management Inc.

Investment Manager of the Ravensource Fund
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Appendix 1 - Ravensource’s Use of Comparable Indices

Given the idiosyncratic nature of the Fund’s investment strategy, the Investment Manager does not believe
there is an index that sufficiently resembles the Fund to the degree it should be considered or used as a
“benchmark”. However, the Investment Manager provides historical performance data for several indices in
addition to the results of the Fund for comparison purposes. The Investment Manager has chosen indices
that it believes are relevant to the investment mandate of the Fund and / or to capital markets in general.
However, while each of these indices overlap with certain aspects of the Fund’s mandate, none of them share
significant similarities with the Fund’s investment portfolio:

e The S&P/TSX Composite Total Return Index (“S&P/TSX”) is the principal broad-based measure
commonly accepted by investors to measure the performance of Canadian equity markets. The
S&P/TSX is a relevant index for comparison purposes as the Fund’s investment portfolio contains
Canadian equity investments and the Fund’s debt investments are frequently converted into equity
securities as part of the restructuring process. However, the performance of the S&P/TSX will vary
greatly from the Fund as its investment portfolio is primarily comprised of securities that are not
included in the S&P/TSX.

e The S&P/TSX Small Cap Total Return Index (“TSX Small Cap”) tracks the performance of the
Canadian small cap equity market. The TSX Small Cap is a relevant index for comparison purposes
as the Fund invests in Canadian small cap companies that are attractively valued with catalysts to
unlock value. However, the performance of the TSX Small Cap will vary greatly from the Fund as its
investment portfolio is primarily comprised of securities that are not included in the TSX Small Cap.

e The ICE BofAML US High Yield Index (“BAMLHY”) is a USD-denominated index that tracks the
performance of USD, sub-investment grade rated corporate debt. BAMLHY is a relevant index for
comparison purposes as the Fund invests in corporate debt securities that are rated below investment
grade. However, the Fund’s investment portfolio also includes defaulted debt and equity securities
which are not included in the BAMLHY and thus the Fund’s performance may vary greatly from
BAMLHY.

e The Credit Suisse Distressed Hedge Fund Index (“CSDHFI”) is a USD-denominated index that tracks
the aggregate performance of investment funds that focus on investing in companies that are subject
to financial or operational distress or bankruptcy proceedings. The CSDHFI is a relevant index for
comparison purposes as the Fund’s investment mandate broadly overlaps that of the funds that make
up the CSDHFI. However, it is likely that the composition of the Fund’s investment portfolio is
unigue from these peers and thus the Fund’s performance may vary greatly from the CSDHFI.

As the Fund makes idiosyncratic investments in securities which are overlooked by the capital markets, the
Fund’s investment portfolio contains investments that are not likely included in any of the above indices and
thus an investment in the Fund should not be considered a substitute or proxy for the underlying index. For
the reasons stated above, these indices should not be considered a benchmark for the Fund and there can be
no assurance that any historical correlation or relationship will continue in the future. As the CSDHFI and
BAMLHY indices are reported in USD while the Fund reports in CAD, the Investment Manager translates
the CSDHFI and BAMLHY into CAD using the prevailing foreign exchange rate as of the date of each
observation.
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RAVENSOURCE FUND

MANAGEMENT REPORT ON FINANCIAL PERFORMANCE — JUNE 30™, 2010

MANAGEMENT REPORT OF FUND PERFORMANCE

This document is the Management Report on Financial Performance ("MRFP") of the financial
condition and results of operations for the six month period ending June 30, 2010. This MRFP
should be read in conjunction with the Ravensource Fund's June 30, 2010 unaudited financial
statements. The financial statements have been prepared in accordance with Canadian
generally accepted accounting principles (GAAP) and unless otherwise noted, both the
financial statements and this MRFP are expressed in Canadian Dollars.

The MRFP contains certain forward-looking statements that are subject to risks and
uncertainties that may cause the results or events mentioned in this discussion to differ
materially from actual results or events. No assurance can be given that results, performance
or achievements expressed in, or implied by, forward-looking statements within this
disclosure will occur, or if they do, that any benefits will be derived.

The Ravensource Fund

The Ravensource Fund (“Ravensource” or “the Fund”) is a closed-end mutual fund trust, the units
of which trade on the TSX under the symbol RAV.UN. The investment objectives of the Fund are
stated in detail in the notes to the financial statements and in greater detail in the Declaration of
Trust. In 2003, the Fund’s investment strategy was transitioned away from its roots as an
income fund specializing in debt securities of issuers in Australia, New Zealand and other
Asian countries and into a fund that specializes in North American high yield, distressed debt
and equity securities. To reflect the change in the investment mandate, the name was changed
from the First Asia Income Fund to the Ravensource Fund.

Investment Manager - Stornoway Portfolio Management Inc.

By way of a special meeting of unitholders, Stornoway Portfolio Management Inc. (“SPM") was
appointed as the Investment Manager to the Ravensource Fund effective July 1, 2008. SPM's
responsibilities for Ravensource include the evaluation, selection and negotiation of
investments, the ongoing monitoring and evaluation of such investments and the
recommendation of the appropriate timing and structure for disposition of such investments. I
am the President of SPM and have over 20 years of experience in the Capital Markets
researching, restructuring and investing in companies that are experiencing financial distress.
Whether serving on a creditor committee, Board of Directors or in a more informal capacity, I
do not shy away from rolling up my sleeves and getting actively involved in investee
companies to ensure the successful completion of a corporate turnaround with the goal of
ultimately realizing higher value on our investment. Currently, I sit on the Board of Directors of
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SFG Inc., a private U.S. meat processing company which represents Ravensource’s single largest
investment.

Ravensource Investment Committee

To oversee the investment management of the Fund, Pat Hodgson and I established the
Ravensource Investment Committee (the “RIC”). As many will know, Pat is the President of
Cinnamon Investments Limited (“Cinnamon”) and managed the Ravensource Fund up until
July 1, 2008. What you may not know is that Ravensource is merely the formalization of a
partnership that has been many years in the making. Pat and I have been examining and
capitalizing on investment opportunities together for almost a decade. Through the RIC, Pat
remains actively involved in Ravensource by contributing investment ideas, providing a
sounding board and imparting his years of investment experience, which adds depth,
horsepower and balance to the management of the Fund. Further, Pat’s strength and track
record in the value side of equity investing provides a key counter-balance to my fixed income
and distressed securities background. Speaking personally and professionally, I am truly
honoured to be partners with Pat.

Both Pat and I firmly believe that an investment manager should have “skin in the game”.
Putting this concept to work, as of June 30, 2010, I owned 141,328 units of Ravensource
representing approximately 9.3% of the total units outstanding which is up from the 132,878
units that I held as of December 31¢, 2009. Pat — directly and through related parties — owns
565,394 units of Ravensource representing approximately 39.7% of the units of the Fund which is also
an increase from the start of this year.

Investment Philosophy
We are deep value investors that often find attractive investment opportunities from situations
that are overlooked by traditional investors. Many of these opportunities arise from companies
with warts on them:

= Debt of companies who require a financial/operational turnaround

= Income trusts who ceased / reduced their distribution

= Companies with hidden assets or overstated liabilities

= Shares of companies lacking or losing institutional research coverage

Pat and I spend a lot of time combing through analyst reports, having discussions with our
various networks, and other less trodden avenues to uncover these opportunities. However,
investment analysis and identification of opportunities is not sufficient to generate investment
returns. To realize value from these opportunities, we believe we bring the following attributes
to Ravensource’s investors:

- ability to see beyond current corporate/financial challenges;

= patience and an investment horizon long enough for the markets to recognize the
intrinsic value that we did at time of investment;

= businessman’s ability to assess viability of an operational turnaround;

= recognition of catalysts to unlock value; and
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- willingness to become actively involved to protect / increase the value of our
investments.

The underlying margin of safety has always been considered before making an investment.
This is an ephemeral concept that can include hidden asset values in companies losing money,
excess cash, strong market positions combined with excess debt or some combination of
ugliness and attraction. We don't like the catastrophic percentage losses which happened on
several positions during the recent turmoil and are looking for wider margins of safety-a free
umbrella for a rainy day with the wind blowing. Many of our investment positions had
temporary large losses during 2008 and have since recovered because they indeed had wide
margins of safety. That is not to say that Ravensource is immune to the ravages of another
financial melt-down — no, it is likely that our net asset value will fall in value if we experience
another freezing of credit as in 2008. However, we do believe we have a larger and more
protective air-bag in case of another crash.

Semi-Annual Results of Operations

Investment Performance

We are pleased to report that net asset value of Ravensource Fund increased by 14.6% before
distributions but after all fees and expenses over the first six months of 2010. In total, net assets
increased by $1,661,859 / $1.17 per unit prior to factoring in the $0.09 per unit distribution that
was paid to unitholders in June 2010. While as of June 30", we had yet to earn back the losses
experienced in 2008, we did make significant inroads to growing its net asset value per unit back
up to its year-end high value of $9.46 that was set in December 2007.

2010 " 2009 2008 2007 2006

Investment Income 266,486 517,961 580,271 409,336 224,271
Net Investment Income (Loss) 130,863 297,228 359,115 (12,436) (278,975)
Net Realized and Unrealized Gain (Loss) 1,530,996 3,340,672 -5,686,696 1,056,793 1,844,190
on Investments
Total Increase (Decrease) from Operations 1,661,859 3,637,900 -5,327,581 1,044,357 1,565,215
Total Increase (Decrease) from Operations 1.17 2.54 (3.72) 0.68 0.97
per unit
Total Assets 12,975,300 11,451,375 8,070,479 13,747,298 14,491,923
Net Asset Value per unit 9.08 8.01 5.63 9.46 8.99
Cash Distribution per unit 0.09 0.18 0.09 0.17 0.14
Total Return for period 2 14.6% 45.4% -39.5% 7.1% 12.3%

(1) Results for 2010 represent the year to date up to June 30, 2010. All other periods are full year results to December 31st.

(2) Total Return = ( Increase in NAV per unit + Distribution ) / Prior period ending NAV per unit

We have achieved these results amidst a rather challenging marketplace as evidenced by the 2.6%
decline in S&P TSX Composite Total Return Index over the first half of 2010. What has driven
Ravensource’s results? I think it is fair to say that much of our returns have stemmed from long-
held positions that typify our investment style: patient investing in opportunities that other
investors neglect for one reason or another. We tend to hold positions until there is a catalyst
event that allows us to realize what we identify as full value. However, this takes time and we
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have to accept the ups and down along the way that happen in real businesses. This requires
conviction to hold and perhaps even increase our investment when the markets do not agree
with us but also the humility to realize that we are sometimes wrong and dispose of the
positions that did not live up to our expectations. And in the first half of 2010, we were right
more than we were wrong, and our, or rather your patience and fortitude were rewarded.

The specific investments that have significantly contributed — both positively and negatively - to
Ravensource’s 2010 performance are found in the table below:

% of Effecton
Investment Net Income NAV per unit?
Crystallex 41.8% $0.49
Westaim Corp. 21.8% $0.25
Solutia Inc. 11.5% $0.13
Brick Group Income Fund 9.3% $0.11
Data Group Income Fund 8.1% $0.09
PlazaCorp Retail Properties Ltd. 7.2% $0.08
Village Farms Income Fund 6.0% $0.07
McGraw-Hill Ryerson Ltd. 4.9% $0.06
Specialty Foods Group Bonds 4.4% $0.05
Ace Aviation Holdings Inc. 3.9% $0.05
March Networks Corporation -4.3% -$0.05
Aecon Group Inc. -4.8% -$0.06
Cinram -9.8% -$0.11

! Total income on the investment as a percentage of net income for the six month period ending June 30, 2010

2Total income on the investment per Ravensource unit for the six month period ending June 30, 2010

I would like to take you through our top 3 performers along with the position that hurt us most.

Crystallex

First of all: No, Pat and I have not partnered up with Hugo Chavez to exploit a gold mine in
Venezuela. However, we do own Crystallex” senior bonds which pay a 9.375% coupon for which
we paid $47 on average. Shunned by the market — like many of our investments - Crystallex’s
bonds fell to a deep discount to par in the all too well documented drama that has plagued this
company over the past 5 years. The margin of safety provided by the sole claim on Crystallex’
tangible assets (cash + mining equipment stored in the port of Houston) all held outside of
Venezuela gave us great comfort while the political storm raged. Regardless of whether Crystallex
could actually develop the mine, extract profits from the operation and keep it away from Chavez’
expropriating hands, we believed the recovery value on the bonds would exceed our cost. In
December 2009, the drama escalated and Crystallex’s bonds fell to a low of $30 - at which point we
said, thank you sir, may we have another and bought more bonds in the open market.

The value of Crystallex bonds has increased tremendously over the course of 2010 following its
agreement with the China Railway Resources Group to fund and develop the Las Cristinas
property. Allying with a partner with considerable influence over Chavez has greatly increased
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the chances that Crystallex will be able to extract value from its Venezuelan asset. This
agreement allowed the company to raise $35 million in equity in June 30, further increasing the
margin of safety on our investment and driving the price on our bonds to over $75. Even at
these elevated prices, we believe Crystallex bonds continue to be a very compelling investment
as we anticipate their redemption at a slight premium to par / $102 - likely by the end of 2010 - if
and when the China Railway Resources Group deal closes. Yes, there is risk that this deal does
not close and the bonds fall back down in price, but we like our odds and have come to love the
drama — well, at least the kind of drama that offers up the opportunity to buy bonds at $30.

Westaim

The company first hit our radar screen in 2008 when they announced that they were
abandoning their attempt to make the next generation of TV sets in Canada. Westaim was a
former high-tech darling that had a dream to make a better TV but never had enough capital to
turn this dream into reality in this competitive global business. While they had some good
ideas, their technology was never commercially proven and their intellectual property was sold
for a song. Compounding its misfortune, what cash the company did have was tied up in
noxious asset backed commercial paper and in 2008, holding “Triple A” ABCP was not a good
thing. Notwithstanding its history, we saw beyond its problems and focused on the Westaim'’s
valuation: a 50% discount to its non-ABCP liquid assets, after factoring in environmental
liabilities. Adding to our margin of safety, we came to realize that while the environmental
exposure was accurate in terms of its accounting treatment, it was a liability that was unlikely to
cost the company money.

However, like most of our investments, the process to a good outcome was not a straight line.
Some shareholders hoped that Westaim could live again as a tech company. The board
attempted to merge with a group of Alberta residential contractors at an untimely moment. But
in the end, Westaim was recapitalized and became a subprime auto and motor-cycle insurer. In
the ecstasy that followed the announcement of the recapitalization, we sold our original
position and crystallized the near tripling of our initial investment. Believing in the “new”
Westaim, we participated in the recapitalization at a lower price than our sale price and at a
lower capital commitment. Time will tell if the “new” Westaim will deliver similar lucrative
investment results for Ravensource that the “old” Westaim did.

Solutia

When we invested in Solutia in February 2008, the company - a chemicals manufacturer based in St.
Louis - was about to exit from bankruptcy protection. Solutia entered Chapter 11 after losing its
competition with the giants of the chemicals industry: Solutia lacked a competitive advantage,
carried too much debt, and had overwhelming pension and labour costs. In short, the company had
to undergo a drastic transformation if it was going to continue to exist let alone be a profitable going
concern company. After meeting with Solutia’s senior management and doing our typical financial
analysis, we determined that the turnaround plan was not only viable but more importantly likely
to unlock substantial value for its shareholders. As the market heavily discounted the ability of
Solutia to deliver on its plan, Solutia’s share price reflected an appetizing combination of low
earnings expectations and a low earnings multiple relative to similar chemical companies. We
invested to capture this double-discount.
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By all measures except share price, Solutia’s turnaround plan was a resounding success. The
company not only increased profits, but it did so while gaining market share and de-risking its
operations and balance sheet. However, the headwinds faced by its customers in the Auto and
Construction industries and the collapse in the capital markets dragged down Solutia’s share price
soon after we purchased it. In the depths of credit crisis, Solutia’s share price fell to a low of $1 in
March 2009 prompting a gut-check for Ravensource’s Investment Committee. We were either very
wrong in our analysis or this represented a tremendous buying opportunity. I do not know how
many times I re-checked our analysis nor the amount of time spent discussing it amongst ourselves
and other investors we respect. In the end, we increased our stake in Solutia’s shares by a factor of 4
and drove down our average cost to $5.61 in the process.

After our second round of purchases, the company
continued to deliver superior profitability to a level
that the market couldn’t ignore and responded witha  20-00
strong rebound in the price of the stock. By the spring 16,00
of 2010, the turnaround was complete and Solutia
shares no longer offered compelling value, so we sold
our position in February and April 2010 at average 8.00
price of just over $16. While there is no doubt it was 4.00
not an investment for the faint of heart and made us

Historical Solutia Share Prices

12.00

)

0.00 —

question our thesis several times over the life of our
investment, Solutia’s share price’s remarkable
recovery contributed significantly to our 2010
performance.

02/08
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02/09
05/09
08/09
11/09
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Cinram

Our 2010 results to date have been hurt by our investment in Cinram units. In total, it knocked
about $0.11 cents off Ravensource’s net asset value. While we accept we will not always get it
right and we acknowledge that investing involves risk, we hate taking losses and Cinram has
been a big one.

So what happened? Subsequent to year end, Cinram announced that Warner Home Video had
exercised its option to terminate its service agreements effective July 31st, 2010. With Warner
representing 28% of Cinram’s consolidated revenue; the market reaction was swift and
harsh, erasing 60% of the market value of the units in one trading session.

The Warner announcement knocked the polish off what was otherwise a fantastic year for
Cinram. Utilizing free cash flow from operations and the working capital released from re-
negotiating the terms it offers to its customers, Cinram reduced its net debt by $300 million over
the course of the year. Impressively, more than half of the debt reduction was achieved
through re-purchases of loans at 76.5 cents on the dollar. That is good business for
the shareholders of a levered company. Further, despite popular perception that the DVD
business is dead, Cinram replicated 426.7 million DVDs during the 4th quarter of 2009, less than
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a 2% decline versus Q4 2008. On the earnings front, despite the lack of rebound in its Video
Game division, the company generated $181 million in EBITDA during 2009.

There is no question that the loss of the Warner contract is a major blow for the company and
more importantly, for Ravensource unitholders. However, we believe that the current market
value is discounting a doomsday scenario for Cinram shareholders. After reviewing the results
for the quarter and considering the implications of the loss of Warner contract, we have
maintained our investment. However, unlike the tactics we employed when Solutia fell in
price, we have not added to our position given the lack of clarity facing the company.

Expenses

Expenses of the Fund are currently running at approximately 2.14% of NAV - aka the Management
Expense Ratio or “MER” - on an annualized basis, roughly in line with prior periods. As some of the
costs are fixed in nature, there has been a slight decrease in our MER given the Fund has grown over
the past year and a half. The marked decrease in expenses relative to pre-2008 levels is largely due to
the fact that the Fund is not incurring performance fees and won’t until the net asset value exceeds
the high water mark. During the first half of 2010, SPM was paid a total of $72,795.97 in
management and administrative fees.

Liquidity and Investment Activity

We traded actively during the first half of the year as evidenced by the increase in our Portfolio
Turnover Ratio from 28.5% in 2008 to 43.6% for the first half of 2010. This was a function of
making 10 new investments along with a large amount of divestitures: some due to profit taking,
others in recognition that we had got it wrong, and more still from the recent frantic pace of
mergers and acquisitions in the oil patch. Yes, we were busy. Despite the bump up in our
investment activities, I doubt very much that Pat and I will ever be confused with day traders. Our
investment style and philosophy remains intact: investing in under-followed securities that require
time and patience to be rewarded. As such, it is unlikely that we will ever have a high turnover
ratio relative to other investment funds.

Amount per Unit

Sources
Net Investment Income 130,863 0.0919
Investment divestitures 2,472,923 1.7366
Total 2,603,786 1.8285

Uses

Distributions to Unitholders 128,161 0.0900
Investment purchases 2,807,349 19714
Other 10,671 0.0075
Total 2,946,181 2.0614
Change in Net Cash -342,395 -0.2404

Since December, we established positions in the shares of Canaccord Financial (TSX: CF ), Coalcorp
Mining (TSX: CC(J), Iteration Energy (TSX: ITR), March Networks (TSX: MN), Peer 1 Network
Enterprises (TSX: PIX), Supremex Income Fund (TSX: SXP.UN) Trilogy Energy Corp (TSX: TET),
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Tuscany International Drilling (TSX: TID), in the bonds and warrants of Mega Brands (TSX: MB),
and in the preferred shares of World Color Press (TSX:WC) which are now shares of Quad
Graphics (NYSE: QUAD). Further, we increased our positions in the bonds of Newport Partners
Income Fund and the shares of Seaco Ltd (OTC: SEAOF). In total, we made investments
representing approximately 25% of net assets. We have not changed our style and new positions
are still made in the range of 2.5% - 5% of net assets at cost: we just made a lot more of them this
period.

The Fund exited its positions in First Metals shares (TSX: FMA), HSE Integrated shares (TSX: HSL),
and Solutia shares (NYSE: SOA). Solutia hit our price targets and we took profits. We sold the
First Metals shares that we received in the restructuring of the company in the Fall of 2009, but
retain holding our small position in First Metals secured bonds. The sale of our shares in HSE
reflects our recognition that while this company may continue to muddle along, this is a failed
investment that no longer merits our capital. Further, we elected to take some money off the table
by reducing our holdings in Aecon (TSX: ARE), Data Group Income Fund (TSX: DGILUN),
Marsulex (TSX: MLX), PlazaCorp (TSX: PLZ), and Westaim (TSX: WED).

In total, our investments exceeded our divestitures resulting in a decline in our net cash / liquidity
both by absolute terms and as a percentage of net assets. As of June 30, 2010, we held

approximately 10.3% of Ravensource’s net assets in cash, net of accruals and current liabilities.

Industry Concentration

While Ravensource is not an investment fund Fair % of
that specializes in specific industries, as a result Value Net Assets
of our experience and investment philosophy, we Food Products 1,858,768 14.4%
tend to focus on investing in companies with Metals & Mining 1,555,039 12.0%
hard assets. At the risk of being called old Media & Publishing 1,524,548 11.8%
fashioned, the portfolio has little exposure to Energy 1,332,068 10.3%
Technology, = Pharmaceutical = and  other Industrial 1,005,135 7.8%
companies whose primary assets are work-in- Retail 997 648 7.7%
progress and thus like buying a car with no Real Estate 855,714 6.6%
steering or brakes. We like to invest in Manufacturing 743,049 5.7%
companies in which we understand the Financial 707,064 5.59,
products/services  they offer and more Technology 577 538 459%
importantly have a strong grasp of the business Transportation 241,800 1.9%
model and its tangible asset value. Further, we Construction 176,462 1.4%
have consciously lowered our exposure to the Automotive 22273 0.2%
more sensitive sectors of the economy. For Chemicals 6,979 0.1%
example, our largest single investment, SFG, Total 11,604,085 89.79%

produces hot dogs! With that said, Ravensource

is quite diversified across various industry groups.

Diversification

As we believe that the most effective method to reduce/manage risk is to know your
investments inside and out, Ravensource may be a more concentrated portfolio than other
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investment funds. However, the Fund currently does not have one investment that exceeds
10% of net assets and only 3 of our investments exceed 5% of Net Assets. We generally limit
our exposure to between 2.5% to 5% of Net Assets when making a new investment depending
on its relative attractiveness, liquidity and the degree of risk/margin of safety.

Distributions

The Ravensource Fund has maintained its distribution policy and made a semi-annual $0.09 per
unit distribution on June 30%, 2010. At current market prices, the units have an annualized yield
of approximately 2% and we distributed approximately 8% of the total returns earned during
the first half of 2010. We do not envision a change in the policy in the near future.

Concluding Remarks

Ravensource’s portfolio has continued to gain since June 30%, 2010. Using closing prices as of
August 26th, 2010, Ravensource’s net asset value has increased to $9.59, up 5.51% from its June
30t level, bringing the year-to-date total return to 20.82%. Our investments in UTS Energy, ACE
Aviations, March Networks, SeaCo Ltd, Peer 1 Networks, Trilogy Energy, and Winpak have all
contributed significantly to the rise in the Fund’s NAV. In fact, the only position that has
experienced a significant mark-to-market loss from June 30th levels is our investment in
Manulife shares. With the rise in price of some of our securities, we have taken some profits
and our cash position has increased to 14% of net assets.

Despite recent investment gains, we firmly believe that our existing portfolio continues to offer
compelling value. While Pat and I are cautious about capital markets in general, we believe we
will continue to see attractive investment opportunities in both good times and in bad. Yes, the
landscape may look troubling, but I can assure you, the lessons learned during the financial
collapse of 2008 have not left us and we will continue to emphasize an investment’s margin of
safety before we commit your capital.

On a personal note, I have continued to add to my Ravensource Fund holdings since the June
30, 2010 date of the financial statements. As of August 30*, 2010, I own 154,028 units which
represent approximately 10.8% of the total Ravensource Fund units that are outstanding.

I look forward to hearing via phone or e-mail from unitholders. Any ideas that the Fund
should consider or any opinions on existing positions are also most welcome. I also encourage
any feedback on how investee companies treat their customers, employees, communities and
the environment.

We are appreciative of your partnership, trust and patience.

ey

S el )
;4:& G (CNE

August 30, 2010 Scott Reid, President
Stornoway Portfolio Management Inc.
Manager of the Ravensource Fund
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Financial Highlights

The following tables show selected key financial information and are intended to help you understand the
Fund's financial performance for the past five years. This information is derived from the Fund's audited
annual and unaudited interim financial statements. This Management Report of Fund Performance
contains financial highlights but is not the complete annual Financial Statements of the fund. Please see
the last page for information about how you can obtain the Fund's annual or interim financial statements.

Ratios and Supplemental Data

2010 2009 2008 2007 2006
Total net asset value (000's) ¢ $12,936 $11,402 $8,021  $13,556 $14,207
Number of units outstanding ") 1,424,016 1,424,016 1,424,016 1,433,343 1,579,904
Management expense ratio 2.23% 2.27% 2.05% 3.04% 3.94%
Management expense ratio 2.23% 2.27% 2.05% 3.04% 3.94%

before waivers or absorptions

Trading expense ratio © 0.40% 0.17% 0.20% 0.19% 0.17%
Portfolio turnover rate ® 43.62% 32.57% 28.45%  65.43% 59.32%
Net asset value per unit $9.08 $8.01 $5.63 $9.46 $8.99
Closing market price $9.00 $7.05 $5.00 $9.20 $8.45

(1) This information is provided as at December 31 of the year shown except for 2010 which is as of June 30, 2010

(2) Management expense ratio is based on total expenses (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.

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

(4) The Fund's portfolio turnover rate indicates how actively the Fund's portfolio adviser manages its portfolio
investments. A portfolio turnover rate of 100% is equivalent to the Fund buying and selling all of the securities in its
portfolio once in the course of the year. An increase in the portfolio turnover rate may increase the Fund's trading costs.

There is not necessarily a relationship between the turnover rate and the performance of the fund.

The Fund's Net Assets per Unit ($) ” 2010 * 2009 2008 2007 2006
Net Assets, beginning of year 8.01 5.63 9.46 8.99 8.24
Increase (decrease) from operations:

Total revenue 0.19 0.36 0.41 0.27 0.14

Total expenses 0.10 0.16 0.15 0.28 0.31

Realized gains (losses) for the period 0.81 0.20 0.08 1.38 0.67

Unrealized gains (losses) for the period 0.26 2.14 (4.06) (0.69) 0.48
Total increase (decrease) from operations @ 1.17 2.55 (3.72) 0.68 0.97
Distributions:

From income (excluding dividends) - - - - -

From dividends 0.015 0.03 - - -
From capital gains - - - - -
Return of capital 0.075 0.15 0.09 0.17 0.14
Total Distributions ® 0.09 0.18 0.09 0.17 0.14
Net assets, End of Period 9.08 8.01 5.63 9.46 8.99

(1) The net assets per security presented in the above table differs from the net asset value calculated for fund pricing purposes.
An explanation of these differences can be found in the notes to the financial statements.
(2) Net assets 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 were paid in cash. For 2010, the allocation between income, dividend capital gains, and return of capital is an estimate.

(4) This information is provided as at December 31 of the year shown except for 2010 which is as of June 30,2010
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SUMMARY OF INVESTMENT PORTFOLIO

U.S. Equities
55%

Canadian

Income
Trusts
8.2%

Top 25 Holdings as of June 30, 2010

Issuer/Security
Net Cash *

Specialty Foods Group - 8% due Dec 2011 **
Crystallex International - 9.375% due Dec 2011
PlazaCorp Retail Properties Ltd

Swiss Water Income Fund

UTS Energy Services Ltd

Winpak Ltd.

Indigo Books & Music Inc.
McGraw-Hill Ryerson Ltd.

Security Type
Cash

Convertible Bonds
Senior Bonds
Common Shares
Income Trust Units
Common Shares
Common Shares
Common Shares
Common Shares

Newport Partners Income Fund 7% due Dec 2012 Convertible Bonds

World Color Press
SeaCo Ltd.
Marsulex Inc.

Trilogy Energy Corporation

Glacier Media Inc

Canwel Holdings Corporation
Manulife Financial Corporation
March Networks Corporation

Westaim Corp.

Brick Group Warrants

Peer 1 Network Enterprises Inc

Village Farms Income Fund

Data Group Income Fund

Sceptre Investment Counsel

Ace Aviation Holdings Inc.
Total % of Net Assets

Preferred Shares
Common Shares
Common Shares
Common Shares
Common Shares
Common Shares
Common Shares
Common Shares
Common Shares
Warrants

Common Shares
Income Trust Units
Income Trust Units
Common Shares
Common Shares

* Includes interest and dividends receivables, and is net of all liabilities

** Not publicly traded company. Valued by independent valuation

% Of
Net Assets
10.30%
8.61%
7.84%
6.61%
3.68%
3.57%
3.13%
3.05%
2.98%
2.98%
2.81%
2.69%
2.51%
2.50%
2.48%
2.41%
2.39%
2.28%
2.28%
2.26%
2.18%
2.08%
2.04%
2.04%
1.87%
87.57%

This summary will change due to ongoing portfolio transactions and fluctuations.

The top 25 holdings are made available quarterly, 60 days after quarter end.
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The charts and tables that follow show the past
performance of the Fund but will not necessarily indicate
how the Fund will perform in the future. Mutual fund
values change frequently and past performance may not

be repeated.

The bar chart shows the Fund’s annual performance in
each of the past 5 years to December 31 except for fiscal
2010 which is measured as of June 30, 2010. The chart
shows in percentage terms how the net asset value has

increased (decreased) during each period.

62.5%
50.0% 45.36%
U
37.5%
25.0%
E 14.57%
2 12.31%
E 12.5% 1 7.07%
E
£ 0.0% A
-12.5%
-25.0%
-37.5%
-39.49%
-50.0%
2005 2006 2007 2008 2009 2010
For the year ended December 31
except for 2010 which uses a June 30 period end
Total Returns '
Six One Three Five
Month 2 Year?  Year? Year?
RAV.UN 14.57%  56.35% -1.66% 5.65%

S&P/TSX Total Return Index -2.55%

11.95% -3.88% 5.45%

! Annualized returns except for the six months ending June 30, 2010.
? Assum ing June 30th end date for each period
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Additional Information

Ravensource Independent Review Committee (“IRC”)

To adhere to National Instrument 81-107 and to provide an arms-length vehicle to deal with matters
that involve potential conflicts of interest between the Fund and the Manager, Ravensource
established and maintains an Independent Review Committee (“IRC”). The role, composition and
responsibilities of the IRC can be summarized as follows:

» size of the IRC is 3 members that are independent from the Manager with no material
relationships to the Manager;

* jts mandate is to consider and provide impartial judgment on any conflict of interest referred
to it by the Manager;

* when a conflict of interest arises, the IRC will review and recommend to the Manager what
action it should take to achieve a fair and reasonable result for Ravensource;

= report to the relevant securities regulators any instance where the Manager acted in a conflict
of interest matter in such a way that did not comply with conditions imposed by securities
legislation or the IRC;

* meet at least annually with at least one of the meetings to be held “in camera”;
* for each calendar year, the IRC must prepare a report to the Ravensource Fund that describes

the IRC and its activities for the fiscal year. This report is posted on the Fund’s website @
Www.ravensource.ca

The IRC is comprised of Michael Siskind (Chairman), David Magahey, and Michael Gardiner.

Access to Information

We continue to meet the requirements of National Instrument 81-106 and publish our 25 largest
holdings quarterly and net asset value weekly. All of the key Fund documents along with further
information on the Fund and the investment team that manages your investments can be accessed
through our website (www.ravensource.ca). We are committed to keeping the website current and I
encourage you to make use of this resource tool. In addition, we are likely to expand our current
reporting to include periodic postings on subjects that may be of interest to unitholders expressed in
a less formal manner than is appropriate for this document. Over time we have been mandated to
tell you so much in the management discussion and analysis that your patience might be tested by
greater length to cover discretionary subjects. Aside from the website, Fund documents can also be
retrieved through SEDAR (www.sedar.com).

Fund Information

Trustee, Registrar and Transfer Agent Auditor

Computershare Trust Co. of Canada Deloitte & Touche LLP
Investment Manager Investor Relations
Stornoway Portfolio Management Inc. Scott Reid

30 St. Clair Avenue West 416-250-2845

Suite 901 sreid@stornowayportfolio.com

Toronto, ON M4V 3A1
-12-



IDENTIFICATION A
TO THE CROSS-
EXAMINATION
OF S. REID



720

Document title: Greywolf Capital Management Strategies | Greywolf Capital
Capture URL: https://www.greywolfcapital.com/strategies/#distressed
Capture timestamp (UTC): Thu, 05 Aug 2021 12:50:47 GMT Page 1 of 4



721

Document title: Greywolf Capital Management Strategies | Greywolf Capital
Capture URL: https://www.greywolfcapital.com/strategies/#distressed
Capture timestamp (UTC): Thu, 05 Aug 2021 12:50:47 GMT Page 2 of 4



722

Document title: Greywolf Capital Management Strategies | Greywolf Capital
Capture URL: https://www.greywolfcapital.com/strategies/#distressed
Capture timestamp (UTC): Thu, 05 Aug 2021 12:50:47 GMT Page 3 of 4



723

Document title: Greywolf Capital Management Strategies | Greywolf Capital
Capture URL: https://www.greywolfcapital.com/strategies/#distressed
Capture timestamp (UTC): Thu, 05 Aug 2021 12:50:47 GMT Page 4 of 4



IDENTIFICATION B
TO THE CROSS-
EXAMINATION
OF S. REID



725

GOLD RESERVE INC.

999 W. Riverside Ave., Suite 401,
Spokane, WA 99201

NOTICE OF ANNUAL GENERAL AND SPECIAL MEETING OF SHAREHOLDERS

NOTICE IS HEREBY GIVEN that an annual general and special meeting (the “Meeting”) of the holders (the
“Shareholders”) of Class A common shares (the “Class A Shares”) of GOLD RESERVE INC. (the
“Company”) will be held at 999 W. Riverside Avenue, 7" Floor, Masthead Suite, Spokane, Washington, USA
on September 10, 2020 at 9:30 a.m. (Pacific daylight time) for the following purposes:

(1) to elect directors of the Company to hold such positions until the next annual meeting of
Shareholders or until their successors are elected and have qualified;

(2) to appoint PricewaterhouseCoopers LLP as auditors of the Company and to authorize the directors
of the Company to fix their remuneration;

(3) to approve the re-pricing of certain outstanding stock options granted to insiders of the Company
necessitated by the Company’s 2019 return of capital transaction;

(4) toreceive the financial statements of the Company for the year ended December 31, 2019, together
with the report of the auditors thereon; and

(5) to conduct any other business as may properly come before the meeting or any adjournment or
postponement thereof.

Registered Shareholders who are unable to attend the Meeting or any adjournment or postponement thereof in
person and who wish to ensure that their Class A Shares will be voted are requested to complete, sign and mail
the enclosed form of proxy to Proxy Services, c/o Computershare Investor Services, P.O. Box 505008,
Louisville, KY 40233. Proxies must be received not later than 48 hours preceding the Meeting or any
adjournment or postponement thereof. A form of proxy, proxy statement/information circular, supplemental
mailing list return card and a copy of the Company’s 2019 Annual Report (the “2019 Annual Report”)
accompany this Notice of Annual General and Special Meeting of Shareholders.

Non-registered Shareholders (for example, those Shareholders who hold Class A Shares in an account with an
intermediary), should follow the voting procedures described in the voting instruction form provided by such
intermediary or call the intermediary for information as to how to vote their Class A Shares. For further
information with respect to Shareholders who own Class A Shares through an intermediary, see “Voting by
Non-Registered Shareholders” in the accompanying Circular.

The specific details of the matters proposed to be put before the Meeting are set forth in the accompanying
Circular.

This Notice of Annual General and Special Meeting of Shareholders, the 2019 Annual Report and Supplemental
Mailing List Return Card are being mailed or made available to Shareholders entitled to vote at the Meeting,
on or about August 11, 2020.

The Board of Directors has fixed the close of business on July 29, 2020 as the record date for the determination
of Shareholders entitled to notice of the Meeting and any adjournment or postponement thereof.

DATED this 28" day of July 2020
BY ORDER OF THE DIRECTORS

Rockne J. Timm, Chief Executive Officer
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GOLD RESERVE INC.
MANAGEMENT INFORMATION CIRCULAR

MANAGEMENT SOLICITATION OF PROXIES

This Management Information Circular (the “Circular”) is furnished in connection with the
solicitation of proxies by or on behalf of the management of GOLD RESERVE INC. (the
“Company”) to be voted at the Annual General and Special Meeting of Shareholders of the Company
(the “Meeting”) to be held on, the 10" day of September, 2020 at 9:30 a.m. (Pacific daylight time), at
999 W. Riverside Avenue, 7" Floor Masthead Suite, Spokane, Washington, USA and at any
adjournment or postponement thereof, for the purposes set forth in the accompanying Notice of
Annual General and Special Meeting of Shareholders. The solicitation of proxies will be primarily
by mail but proxies may also be solicited personally or by telephone or by other means of
communication by employees of the Company on behalf of management of the Company. Employees
will not receive any extra compensation for such activities. The Company may pay brokers, nominees
or other persons holding Class A common shares of the Company (the “Class A Shares”) in their
name for others for their reasonable charges and expenses in forwarding proxies and proxy materials
to beneficial owners of such Class A Shares, and obtaining their proxies. The Company may also
retain independent proxy solicitation agents to assist in the solicitation of proxies for the Meeting.
The cost of solicitation by management will be borne by the Company. Except where otherwise stated,
the information contained herein is given as of the 28th day of July 2020.

The Notice of Annual General and Special Meeting of Shareholders, Circular and the Company’s 2019
Annual Report (the “2019 Annual Report”) are also available for review on the Company’s website at
www.goldreserveinc.com under “2020 Annual Shareholder Meeting” and under the Company’s profile on
SEDAR at www.sedar.com.

CURRENCY

Unless otherwise indicated, all currency amounts referred to herein are stated in U.S. dollars.

APPOINTMENT AND REVOCATION OF PROXIES

The individuals named in the enclosed form of proxy are directors and/or officers of the Company. A
Shareholder (as defined below) submitting a proxy has the right to appoint a person or company,
who need not be a Shareholder, to represent the Shareholder at the Meeting other than the persons
designated in the form of proxy furnished by the Company. To exercise this right, the Shareholder
may either (i) insert the name of the desired representative in the blank space provided in the form
of proxy attached to this Circular or (ii) submit another appropriate form of proxy permitted under
applicable law.

The completed proxy will be deemed valid when deposited at the office of Proxy Services, c/o
Computershare Investor Services, P.O. Box 505008, Louisville, KY 40233 not later than 48 hours preceding
the Meeting or any adjournment or postponement thereof, or with the Chairman of the Meeting immediately
prior to the commencement of the Meeting or any adjournment or postponement thereof, otherwise the
instrument of proxy will be invalid.

See “Voting by Non-Registered Shareholders” below for a discussion of how non-registered Shareholders
(i.e. Shareholders that hold their Class A Shares through an account with a bank, broker or other nominee
in “street name”) may appoint proxies.
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You may revoke or change your proxy at any time before it is exercised at the Meeting. In the case of
Shareholders appearing on the registered shareholder records of the Company, a proxy may be revoked at
any time prior to its exercise by delivering a written notice of revocation or another signed proxy bearing a
later date to the Secretary of the Company at its principal executive office located at 999 W. Riverside
Avenue, Suite 401, Spokane, Washington 99201, USA not later than 48 hours preceding the Meeting or
any adjournment or postponement thereof. You may also revoke your proxy by giving notice or by voting
in person at the Meeting; your attendance at the Meeting, by itself, is not sufficient to revoke your proxy.
The time limit for deposit of proxies may be waived or extended by the Chairman of the Meeting at his
discretion, without notice.

Shareholders that hold their Class A Shares through an account with a bank, broker or other nominee should
follow the instructions provided by their bank, broker or nominee in revoking their previously deposited
proxies.

EXERCISE OF DISCRETION BY PROXIES

The Class A Shares represented by the proxy will be voted or withheld from voting in accordance
with the instructions of the Shareholder on any ballot that may be called for and, if the Shareholder
specifies a choice with respect to any matter to be acted upon, the Class A Shares will be voted
accordingly. IN THE ABSENCE OF SUCH CHOICE BEING SPECIFIED, SUCH CLASS A
SHARES WILL BE VOTED “FOR” THE MATTERS SPECIFICALLY IDENTIFIED IN THE
NOTICE OF ANNUAL GENERAL AND SPECIAL MEETING OF SHAREHOLDERS
ACCOMPANYING THIS CIRCULAR.

The persons named in the enclosed proxy will have discretionary authority with respect to any amendments
or variations of the matters of business to be acted on at the Meeting or any other matters properly brought
before the Meeting or any adjournment or postponement thereof, in each instance, to the extent permitted
by law, whether or not the amendment, variation or other matter that comes before the Meeting is routine
and whether or not the amendment, variation or other matter that comes before the Meeting is contested. If
any other matters are properly presented for consideration at the Meeting, or if any of the identified
matters are amended or modified, the individuals named as proxies on the enclosed form of proxy
will vote the Class A Shares that they represent on those matters as recommended by management.
If management does not make a recommendation, then they will vote in accordance with their best
judgment. At the time of printing this Circular, the management of the Company knows of no such
amendments, variations or other matters to come before the Meeting other than the matters referred to in
the Notice of Annual General and Special Meeting of Shareholders.

VOTING SECURITIES AND PRINCIPAL HOLDERS THEREOF

The Company’s issued and outstanding shares consist of Class A Shares. Holders of Class A Shares (the
“Shareholders”) are entitled to one vote per share and may vote on all matters to be considered and voted
upon at the Meeting or any adjournment or postponement thereof. The Company has set the close of
business on July 29, 2020 (the “Record Date™) as the record date for the Meeting. As of the Record Date
and the date of this Circular, there were 99,395,048 issued and outstanding Class A Shares.



728

The Company will prepare a list of Shareholders of record at such time. Shareholders will be entitled to
vote the Class A Shares then registered in their name at the Meeting except to the extent that (a) the holder
has transferred the ownership of any Class A Shares after that date, and (b) the transferee of those Class A
Shares, in accordance with the Business Corporations Act (Alberta) (the “ABCA”), produces properly
endorsed share certificates, or otherwise establishes ownership of the Class A Shares, and demands, not
later than 10 days before the Meeting, that the transferee’s name be included in the list of persons entitled
to vote at the Meeting, in which case the transferee will be entitled to vote the Class A Shares at the Meeting
or any adjournment or postponement thereof.

To the knowledge of the directors and executive officers of the Company, as of the Record Date, the only
persons, firms or corporations that beneficially owned, or exercised control or direction, directly or
indirectly, over more than 10% of the voting rights attached to the Class A Shares were:

Number of Class A Percentage of Class
Shareholder Name Shares Held A Shares Issued @
Steelhead Partners, LLC 10,499,924 @ 10.6%
Greywolf Capital Management LP © 26,454,256 26.6%
Greywolf Event Driven Master Fund. 6,380,948 6.4%
Greywolf Overseas Intermediate Fund 5,434,228 5.5%
Greywolf Strategic Master Fund SPC, Ltd. - MSP9 11,771,916 11.8%
Greywolf Strategic Master Fund SPC, Ltd. - MSP5 2,867,164 2.9%

(1) Based on the number of Class A Shares outstanding on the Record Date.

(2) Mr. Michael Johnston, a director of the Company, is a member and portfolio manager of Steelhead Partners, LLC
(“Steelhead”), which acts as investment manager of Steelhead Navigator Master, L.P. and another client account that
together hold 10,499,924 Class A Shares. As such, Mr. Johnston may be deemed to beneficially own the shares
owned by these client accounts in that he may be deemed to have the power to direct the voting or disposition of
these shares. Otherwise, Mr. Johnston disclaims beneficial ownership of these securities.

(3) The number of Class A Shares held is based on publicly available information filed with the U.S. Securities and
Exchange Commission (the “SEC”) by Greywolf Capital Management LP (“Greywolf”) last filed on August 23,
2017.

A quorum for the transaction of business at any meeting of shareholders shall be at least two persons present
in person, each being a shareholder entitled to vote thereat or a duly appointed proxy or representative for
an absent shareholder so entitled, and representing in the aggregate not less than five percent (5%) of the
outstanding shares of the Company carrying voting rights at the meeting, provided that, if there should be
only one shareholder of the Company entitled to vote at any meeting of shareholders, the quorum for the
transaction of business at the meeting of shareholders shall consist of the one shareholder. Except as may
otherwise be stated in this Circular, the affirmative vote of a majority of the votes cast with respect to an
item or proposal at the Meeting (an ordinary resolution) is required to approve all items presented in this
Circular.

VOTING BY NON-REGISTERED SHAREHOLDERS

Only registered Shareholders at the close of business on the Record Date or the persons they designate as
their proxies are permitted to vote at the Meeting. In many cases, however, the Class A Shares owned by a
person (a “non-registered holder”) are registered either: (a) in the name of an intermediary (an
“Intermediary”) that the non-registered holder deals with in respect of the Class A Shares (Intermediaries
include, among others, banks, trust companies, securities dealers or brokers and trustees or administrators
of self-administered registered savings plans, registered retirement income funds, registered education
savings plans and similar plans); or (b) in the name of a clearing agency (such as The Canadian Depository
for Securities Limited) of which the Intermediary is a participant.
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In accordance with the requirements of National Instrument 54-101 — Communication with Beneficial
Owners of Securities of a Reporting Issuer of the Canadian Securities Administrators, the Company has
distributed copies of this Circular and the accompanying Notice of Annual General and Special Meeting of
Shareholders and form of proxy (collectively, the “Meeting Materials”) to the clearing agencies and
Intermediaries for distribution to non-registered holders of Class A Shares.

Intermediaries are required to forward the Meeting Materials to non-registered holders unless a non-
registered holder has waived the right to receive them. Intermediaries will often use service companies to
forward the Meeting Materials to non-registered holders. Generally, non-registered holders who have not
waived the right to receive the Meeting Materials will either:

@ be given a form of proxy which has already been signed by the Intermediary (typically by a
facsimile stamped signature), which is restricted as to the number and class of securities
beneficially owned by the non-registered holder but which is not otherwise completed. Because the
Intermediary has already signed the form of proxy, this form of proxy is not required to be signed
by the non-registered holder when submitting the proxy. In this case, the non-registered holder who
wishes to vote by proxy should otherwise properly complete the form of proxy and deliver it as
specified above under the heading “Appointment and Revocation of Proxies”; or

(b) be given a form of proxy which is not signed by the Intermediary and which, when properly
completed and signed by the non-registered holder and returned to the Intermediary or its service
company, will constitute voting instructions (often called a “Voting Instruction Form™) which the
Intermediary must follow. Typically, the non-registered holder will also be given a page of
instructions which contains a removable label containing a bar code and other information. In order
for the form of proxy to validly constitute a Voting Instruction Form, the non-registered holder
must remove the label from the instructions and affix it to the Voting Instruction Form, properly
complete and sign the Voting Instruction Form and submit it to the Intermediary or its services
company in accordance with the instructions of the Intermediary or its service company.

In either case, the purpose of this procedure is to permit non-registered holders to direct the voting of the
Class A Shares they beneficially own. Should a non-registered Shareholder who receives either form
of proxy wish to vote at the Meeting in person (or have another person attend and vote on behalf of
the non-registered Shareholder), the non-registered Shareholder should strike out the persons named
in the form of proxy and insert the non-registered Shareholder’s name, or such other person’s name,
in the blank space provided. Non-registered Shareholders should carefully follow the instructions of
their Intermediary, including those regarding when and where the form of proxy or Voting
Instruction Form is to be delivered.

A non-registered Shareholder may revoke a form of proxy or Voting Instruction Form given to an
Intermediary by contacting the Intermediary through which the non-registered Shareholder’s Class A
Shares are held and following the instructions of the Intermediary respecting the revocation of proxies. In
order to ensure that an Intermediary acts upon a revocation of a proxy form or Voting Instruction Form, the
written notice should be received by the Intermediary well in advance of the Meeting.

Under applicable Canadian securities laws, non-registered shareholders or “beneficial” shareholders are
either “objecting beneficial owners” or “OBOs”, who object to the disclosure by Intermediaries of
information about their ownership in the Company, or “non-objecting beneficial owners” or “NOBOs”,
who do not object to such disclosure. The Company is not sending the Meeting Materials (including any
request for voting instructions made by an Intermediary) directly to NOBOs and does not intend to pay for
proximate intermediaries to send such materials to OBOs. Accordingly, OBOs will not receive the Meeting
Materials unless the Intermediary assumes the costs of delivery.
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BUSINESS OF THE MEETING

Item 1 — Election of Directors

The articles of the Company provide that the Board of Directors (the “Board”) shall consist of a minimum
of three and a maximum of 15 directors, with the actual number of directors to be determined from time to
time by the Board. The Board presently consists of seven members and Shareholders are being asked to
elect seven members to the Board.

The Board has held seven meetings since the beginning of the most recently completed financial year, all
of which were attended in person or by phone by all directors.

The by-laws of the Company provide that each director shall be elected to hold office until the next annual
meeting of the Company’s Shareholders or until their qualified successors are elected. All of the current
directors’ terms expire on the date of the Meeting and it is proposed by management that all but one of them
be re-elected to serve until the next annual meeting of Shareholders, or until their qualified successors are
elected, unless they resign or are removed from the Board in accordance with the by-laws of the Company.

The following table and the notes thereto state the name and residence of all of the persons proposed to be
nominated by management for election as directors, their principal occupations, the period or periods of
service as directors of the Company, the approximate number of Class A Shares beneficially owned,
controlled or directed, directly or indirectly, by each of them as at the date hereof and the committees of
the Board of which they are a member.

Shareholders can vote for all of the directors, vote for some of them and withhold votes for others, or
withhold votes for all of them.

Management recommends that you vote FOR the election of each of the directors below.

Calgary, Alberta,
Canada

and prior thereto was the non-
Executive Chairman since 2004. He
has also been a director of the Company

Shares
Director of Beneficially
Name and Place of Gold Reserve Owned or Member of
Residence Principal Occupation Inc. since Controlled Committee
James H. Coleman, Mr. Coleman has been the Executive 1994 783,138 Executive
Q.C. Chairman of the Company since 2016 Committee

Legal Committee

and its predecessor Gold Reserve Nominating
Corporation since 1994. Mr. Coleman Committee
was also previously a senior partner (Chair)

with the law firm of Norton Rose

Fulbright Canada LLP. He has Barbados
extensive international industry and Committee

public company experience as a result
of his membership on the Board for
over 25 years and has served on the
board of directors of other mining
issuers such as Amex Exploration Inc.,
Avion  Gold  Corporation and
Endeavour Mining Corporation. He has
also been a director of Siembra Minera
since 2016, Great Basin Energies Inc.
since 1996, and MGC Ventures, Inc.
since 1997.

Special Committee
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Name and Place of
Residence

Principal Occupation

Director of
Gold Reserve
Inc. since

Shares
Beneficially
Owned or
Controlled

Member of
Committee

Rockne J. Timm
Spokane,
Washington,
USA

Mr. Timm has been a director of the
Company for over 30 years and the
Chief Executive Officer of the
Company and its predecessor Gold
Reserve Corporation for 30 years. Prior
to his involvement with the Company,
he was the Chief Financial Officer and
Vice President of Finance of a mining
company with six producing gold
mines. Mr. Timm is also the President
and director of Gold Reserve
Corporation, Chief Executive Officer
of GR Mining (Barbados) Inc. and GR
Procurement (Barbados) Inc. since
2016. Mr. Timm has also been a
director of Siembra Minera since 2016.
In addition, Mr. Timm has been a
president and director of Great Basin
Energies, Inc. since 1981, and MGC
Ventures, Inc. since 1989.

1984

1,530,040

Executive
Committee
(Chair)

Legal Committee

A. Douglas Belanger
Spokane,
Washington, USA

Mr. Belanger is a geologist with
significant industry experience who has
been a director of the Company for over
30 years and the president of the
Company for 15 years. Mr. Belanger
also served as executive vice president
from 1988 through 2004. He is also the
executive vice president and director of
Gold Reserve Corporation since 1988,
a director of Siembra Minera, director
and president of GR Mining (Barbados)
Inc. and GR Procurement (Barbados)
Inc. since 2016, and GR Mining Group
(Barbados) Inc. since 2018. He has
been executive vice president and
director of Great Basin Energies Inc.
since 1984, and MGC Ventures, Inc.
since 1997.

1988

1,700,940

Executive
Committee

Mining Committee

Financial Markets
Committee

Barbados
Committee
(Chair)
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Name and Place of
Residence

Principal Occupation

Director of
Gold Reserve
Inc. since

Shares
Beneficially
Owned or
Controlled

Member of
Committee

James P. Geyer
Spokane,
Washington
USA

Mr. Geyer, who has a Bachelor of
Science in Mining Engineering, has
been a director of the Company for 23
years and has significant operating and
mine project experience in gold and
copper operations around the world, as
well as public company experience
resulting from his roles with the
Company, Wheaton River Minerals
Ltd., USMX Inc., Thompson Creek
Metals Company Inc. (“Thompson
Creek™) (during which time Thompson
Creek constructed and commissioned
the Mount Milligan Mine) and
Stonegate Agricom Ltd. Prior to the
expropriation of the Brisas Project by
Venezuela, Mr. Geyer was previously
the Senior Vice President of the
Company  responsible  for  the
development of the Brisas Project. Mr.
Geyer also led the analysis on behalf of
the Company of the Brisas Cristinas
Project (now known as the Siembra
Minera Project). Mr. Geyer has
considerable  knowledge of and
experience with mining regulations in
Venezuela.

1997

407,473

Audit Committee

Compensation
Committee

Mining Committee
(Chair)

Robert A. Cohen
Becket.
Massachusetts
USA

Mr. Cohen retired as of October 1, 2016
from his position as a litigation partner
in the international law firm Dechert
LLP, and its predecessor firms, in the
New York office.

2017

Nominating
Committee

Legal Committee
(Chair)

James Michael
Johnston

Seattle, Washington,
USA

Mr. Johnston co-founded Steelhead in
late 1996 to form and manage the
Steelhead Navigator Fund. Prior, as
senior vice president and senior
portfolio manager  at Loews
Corporation, Mr. Johnston co-managed
over $5 billion in corporate bonds and
also managed an equity portfolio. He
began his investment career at
Prudential Insurance as a high yield and
investment-grade credit analyst. Mr.
Johnston was promoted to co-portfolio
manager of an $11 billion fixed income
portfolio in 1991. He graduated with
honors from Texas Christian University
with a degree in finance and completed
his MBA at the Johnson Graduate
School of Business at Cornell
University.

2017

10,499,924®

Audit Committee

Compensation
Committee
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Shares
Director of Beneficially
Name and Place of Gold Reserve Owned or Member of
Residence Principal Occupation Inc. since Controlled Committee
Ambassador Yves Former Ambassador Gagnon joined N/A - Special Committee

Gagnon
Ottawa, Ontario
Canada

Global Affairs Canada in 1971. He
retired from the public service in 2016
after 45 years of service. He has held

(if elected)

positions of increasing importance
including Canada’s Ambassador to six
countries including Venezuela and
Cuba with a special emphasis on Latin
America. He has also been a Senior
Policy Advisor to Canada’s Minister of
State of Foreign Affairs and
International Trade for the Americas.
His extensive career in the Diplomatic
Corps gives him a unique ability and
insight into the geopolitical challenges
facing the Company. Ambassador
Gagnon has a BA in Arts (1968) and a
B.Sc. in Political Science (1971) from
Laval University and is a graduate of
the National School of Administration
(ENA) France (1977).

(1) Mr. Johnston is the managing member of Steelhead, which acts as investment manager of Steelhead Navigator Master, L.P.
and another client account that together hold 10,499,924 Class A Shares. As such, Mr. Johnston may be deemed to beneficially
own the shares owned by these client accounts in that he may be deemed to have the power to direct the voting or disposition
of these shares. Otherwise, Mr. Johnston disclaims beneficial ownership of these securities.

On August 23, 2017, the Company announced that it had reached separate agreements with each of
Steelhead and Greywolf to provide such shareholders with the ability to each nominate one individual for
election to the Board, and that it would further work with Steelhead and Greywolf to review potential
candidates for nomination to the Board at a later date. Messrs. Johnson and Cohen were first elected to the
Board as nominees of Steelhead and Greywolf, respectively, at the Company’s shareholder meeting held
on August 29, 2017. The Company, Steelhead and Greywolf have further agreed upon the nomination of
Ambassador Gagnon for election to the Board at the Meeting.

Other Executive Officers

Robert A. McGuinness, Vice President of Finance, Chief Financial Officer

Mr. McGuinness’ principal occupation with the Company is as vice president of finance since March
1993 and chief financial officer since June 1993. He has also served as vice president of finance for Gold
Reserve Corporation since 1993, vice president of finance and director of GR Mining (Barbados) Inc. and
GR Procurement (Barbados) Inc. since 2016, vice president of finance and director of GR Mining Group
(Barbados) Inc. since 2018, vice president of finance, chief financial officer and treasurer of Great Basin
Energies, Inc. and MGC Ventures, Inc. since 1997. Mr. McGuinness resides in Spokane, Washington,
USA.

Cease Trade Orders, Bankruptcies, Penalties and Sanctions
No proposed director of the Company is, as at the date hereof, or has been, within 10 years before the date

hereof, a director, chief executive officer or chief financial officer of any company (including the Company)
that:
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(a) was the subject of a cease trade order, an order similar to a cease trade order or an order that denied
the relevant company access to any exemption under securities legislation, that was in effect for a
period of more than 30 consecutive days, that was issued while the proposed director was acting in
the capacity as director, chief executive officer or chief financial officer; or

(b) was subject to a cease trade order, an order similar to a cease trade order or an order that denied the
relevant company access to any exemption under securities legislation that was in effect for a period
of more than 30 consecutive days, that was issued after the proposed director ceased to be a director,
chief executive officer or chief financial officer and which resulted from an event that occurred while
that person was acting in the capacity as director, chief executive officer or chief financial officer.

Other than as disclosed below, no proposed director of the Company or any personal holding company of
such person has, within the 10 years before the date hereof, become bankrupt, made a proposal under any
legislation relating to bankruptcy or insolvency, or become subject to or instituted any proceedings,
arrangement or compromise with creditors, or had a receiver, receiver manager or trustee appointed to hold
the assets of the proposed director.

Mr. Coleman served as a director of Petrowest Corporation (“Petrowest”) until May 18, 2017. On August
15, 2017 the banking syndicate of Petrowest obtained an order from the Alberta Court of Queen’s Bench
to place Petrowest into receivership.

Item 2 — Appointment of Independent Auditors

It is proposed that the firm of PricewaterhouseCoopers LLP be appointed by the Shareholders as
independent certified public accountants to audit the financial statements of the Company for the year
ending December 31, 2020 and that the Board be authorized to fix the auditors’ remuneration.
PricewaterhouseCoopers LLP were first appointed auditors of the Company in 2001. Representatives of
PricewaterhouseCoopers LLP are not expected to be present at the Meeting.

Management recommends that you vote FOR the appointment of PricewaterhouseCoopers LLP as
the Company’s independent auditors at a remuneration to be fixed by the Board.

Unless such authority is withheld, the persons named in the accompanying proxy intend to vote FOR
the appointment of PricewaterhouseCoopers LLP as the Company’s independent auditors at a
remuneration to be fixed by the Board.

Item 3 — Re-Pricing of Previously Granted Stock Options

At the Meeting, Shareholders will be asked to consider and approve an ordinary resolution (the “Option
Re-Pricing Resolution”), as set forth below, to re-price an aggregate of 2,045,000 outstanding stock
options exercisable for the purchase of Class A Shares, the applicable details of which are set out in the
table below (the “Re-Priced Options”), previously granted to Insiders (as such term is defined in the TSXV
Corporate Finance Manual) of the Company by reducing the exercise price of each of such option to the
higher of: (i) the original exercise price of each Re-Priced Option less $0.76; and (ii) the closing price on
the principal market of the Class A Shares on the day prior to the re-pricing becoming effective (the “Option
Re-Pricing”). All outstanding stock options will be re-priced in this manner but approval of Shareholders
is only required with respect to the stock options granted to Insiders.

The Company is seeking approval for the Option Re-Pricing in order to reflect the decrease in the market
price of the Class A Shares as a result of the return of capital transaction that was completed on June 14,
2019 (the “Return of Capital Transaction”). The Return of Capital Transaction was approved at the
meeting of Shareholders held on June 13, 2019 and was completed by way of a court-approved plan of
arrangement, pursuant to which the Company returned an aggregate of $75,000,000, or $0.76 per then-
outstanding Class A Share, to Shareholders.
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Following the completion of the Return of Capital Transaction, the market price for the Class A Shares on
the TSXV immediately fell by a significant amount approaching the amount returned to Shareholders, and
has traded in a tight range close to such reduced price since that time. As such value has been transferred
from the Company to Shareholders, it will not be reflected in the market price of the Class A Shares
regardless of other efforts and events that might affect the market price of the Class A Shares. Thus, the
Re-Priced Options are now significantly out-of-the-money with no reasonable prospect of becoming in-the-
money following the Return of Capital Transaction. Recognizing that stock options are a critical element
of the Company’s compensation policy, the Board has determined that it is in the best interest of the
Company to reprice all previously granted stock options, including those granted to certain Insiders, by
reducing their exercise prices by up to a maximum of $0.76 in order to reflect the impact of the Return of
Capital Transaction on the market price of the Class A Shares. All other terms of the Re-Priced Options
will remain unchanged. The Option Re-Pricing is subject to the final approval of the TSXV.

The Re-Priced Options were granted to the following directors and officers of the Company (collectively,
the “Option Holders”) as set out below:

Original Proposed Amended
Name of Stock Number of Exercise Exercise Price !
Option Holder Grant Date Stock Options Price (C$?)
Alexander Belanger 16-Feb-2017 300,000 $3.15 $2.39 (C$3.20)
Robert Cohen 01-May-2017 125,000 $2.69 $1.93 (C$2.58)
James Coleman 25-Jul-2014 25,000 $4.02 $3.26 (C$4.36)
James Coleman 29-Jun-2015 75,000 $3.91 $3.15 (C$4.21)
James Coleman 16-Feb-2017 400,000 $3.15 $2.39 (C$3.20)
James Geyer 25-Jul-2014 25,000 $4.02 $3.26 (C$4.36)
James Geyer 29-Jun-2015 35,000 $3.91 $3.15 (C$4.21)
James Geyer 16-Feb-2017 125,000 $3.15 $2.39 (C$3.20)
Robert McGuinness 25-Jul-2014 75,000 $4.02 $3.26 (C$4.36)
Robert McGuinness 16-Feb-2017 50,000 $3.15 $2.39 (C$3.20)
Robert McGuinness 16-Feb-2017 125,000 $3.15 $2.39 (C$3.20)
Jean Potvin 25-Jul-2014 25,000 $4.02 $3.26 (C$4.36)
Jean Potvin 29-Jun-2015 35,000 $3.91 $3.15 (C$4.21)
Jean Potvin 16-Feb-2017 200,000 $3.15 $2.39 (C$3.20)
Rockne Timm 16-Feb-2017 425,000 $3.15 $2.39 (C$3.20)
TOTAL 2,045,000

(1) The closing price of the Class A Shares on the OTCQX on July 27, 2020 was $1.83. In the event that the closing price
on the day prior to the Option Re-Pricing becoming effective is higher than the proposed amended exercise price set out

in this table, the Company will revise the exercise price of the Re-Priced Options to such closing price.
(2) Based on the Bank of Canada exchange rate on July 27, 2020 of $1.00 = C$1.3378

The policies of the TSXV require that the Option Re-Pricing be approved by shareholders of the Company,
excluding the Class A Shares held by the Option Holders (the “Disinterested Shareholders”). Based on
the present shareholdings of the Option Holders and their associates, a total of 4,946,267 Class A Shares
will be excluded from voting on the Option Re-Pricing Resolution, representing approximately 4.98% of
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the total issued and outstanding Class A Shares as of the Record Date. Accordingly, the Disinterested
Shareholders will be asked at the Meeting to pass the following Option Re-Pricing Resolution:

“BE IT RESOLVED, AS AN ORDINARY RESOLUTION, WITH VOTES OF CERTAIN
INSIDERS AND THEIR ASSOCIATES EXCLUDED THEREFROM, THAT:

1. subject to the final acceptance of the TSX Venture Exchange, the exercise prices of certain
stock options (the “Re-Priced Options™) exercisable for an aggregate of up to 2,045,000
Class A Shares in the capital of Gold Reserve Inc. (the “Company”), as more particularly
described in the information circular of the Company dated July 28, 2020, are hereby
reduced to the higher of: (i) the original exercise price of the Re-Priced Option less $0.76;
and (ii) the closing price on the principal market of the Class A Shares on the day prior to
such re-pricing becoming effective;

2. the board of directors of the Company is hereby authorized in its absolute discretion to
determine whether or not to proceed with the above resolution without further ratification
or approval by the shareholders; and

3. any one director or officer of the Company is authorized, on behalf of the Company, to
execute and deliver all other documents and do all such other acts and things as may be
necessary or desirable to give effect to the foregoing resolutions.”

Management recommends that Disinterested Shareholders vote FOR the Option Re-Pricing
Resolution.

Unless such authority is withheld, the persons named in the accompanying proxy intend to vote FOR
the approval of the Option Re-Pricing Plan Resolution.

Item 4 — Consolidated Financial Statements

A copy of the consolidated financial statements of the Company for the year ended December 31, 2019 (the
“Financial Statements”) and the report of the Company’s independent auditors on the Financial Statements
are included in the 2019 Annual Report and will be submitted at the Meeting. Copies of the Financial
Statements can also be obtained on www.sedar.com or www.sec.gov. Shareholders are not being asked to
vote on the receipt of the Financial Statements.

EXECUTIVE COMPENSATION

The disclosure that follows has been prepared in accordance with the provisions of National Instrument 51-
102 — Continuous Disclosure Obligations of the Canadian Securities Administrators.

Compensation Discussion and Analysis

The purpose of this Compensation Discussion and Analysis (“CD&A”) is to provide information about the
Company’s executive compensation philosophy, objectives and processes and to discuss compensation
decisions relating to certain of the Company’s senior officers, being the five identified named executive
officers (the “NEOs”) during the Company’s most recently completed financial year, being the year ended
December 31, 2019. The NEOs who are the focus of this CD&A and who appear in the executive
compensation tables of this Circular are: James H. Coleman, executive director and chairman; Rockne J.
Timm, chief executive officer (the “CEO”); A. Douglas Belanger, president; Robert A. McGuinness, vice
president finance and chief financial officer (the “CFO”); and David P. Onzay, corporate controller.
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Compensation Committee

The Company’s compensation program was administered during 2019 by the compensation committee of
the Board (the “Compensation Committee”). The Compensation Committee is currently composed of the
following directors:

Jean Charles Potvin (Chair)
James P. Geyer
James Michael Johnston

The Compensation Committee met seven times during 2019 via conference calls and email exchanges.
While serving on the Compensation Committee, all of the members participated actively in all discussions.
All of the members of the Compensation Committee have had direct experience in matters of executive
compensation that is relevant to their responsibilities as members of such committee by virtue of their
respective professions and long-standing involvement with public companies and matters of executive
compensation. In addition, each member of the Compensation Committee keeps abreast on a regular basis
of trends and developments affecting executive compensation.

The Board has determined that each member of the Compensation Committee satisfied the definition of
“independent” director as established under National Instrument 58-101 — Disclosure of Corporate
Governance Practices (“NI 58-101") of the Canadian Securities Administrators. The Compensation
Committee currently has no written charter.

The function of the Compensation Committee is to evaluate the Company’s performance and the
performance of the NEOs. The Compensation Committee approves the cash and equity-based compensation
of the NEOs and submits such approvals to the full Board for ratification. The Compensation Committee
also reviews the Company’s compensation plans, policies and programs and other specific compensation
arrangements to assess whether they meet the Company’s risk profile and to ensure they do not encourage
excessive risk taking on the part of the recipient of such compensation. The Board has complete discretion
over the amount and composition of each NEO’s compensation. Compensation matters relating to the
directors were administered by the full Board. Compensation matters relating to each NEO that is a member
of the Board were administered by the Compensation Committee.

The Company currently does not anticipate making any significant changes to its compensation policies
and practices in 2020.

Compensation Program Philosophy

The goal of the compensation program is to attract, retain and reward employees and other individuals who
contribute to both the immediate and the long-term success of the Company. Contributions are largely
measured subjectively, and are rewarded through cash and equity-based compensation.

The following objectives are considered in setting the compensation programs for the NEOs:

. set compensation and incentive levels that reflect competitive market practices for similar
experience and similar size companies; and

° encourage stock holdings to align the interests of the NEOs with those of Shareholders.

The Company evaluates the extent to which strategic and business goals are met and measures individual
performance, albeit subjectively, and the degree to which teamwork and Company objectives are promoted.
The Company strives to achieve a balance between the compensation paid to a particular individual and the
compensation paid to other employees and executives having similar responsibilities within the Company.
The Company also strives to ensure that each employee understands the components of his or her salary,
and the basis upon which it is determined and adjusted.
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While the Company encourages NEOs to own Class A Shares of the Company, the Company does not
currently have a policy requiring officers or directors of the Company to own Class A Shares.

The Compensation Committee has considered the risk implications of the Company’s compensation
policies and practices and has concluded that there is no appreciable risk associated with such policies and
practices as such policies and practices do not have the potential of encouraging an executive officer or
other applicable individual to take on any undue risk or to otherwise expose the Company to inappropriate
or excessive risks. Furthermore, although the Company does not have in place any specific prohibitions
preventing a NEO or a director from purchasing financial instruments, including, for greater certainty,
prepaid variable forward contracts, equity swaps, collars, or units of exchange funds, that are designed to
hedge or offset a decrease in market value of stock options or other equity securities of the Company granted
in compensation or held directly or indirectly, by the NEO or director, the Company is unaware of the
purchase of any such financial instruments by any NEO or director.

During 2019, the Company did not retain a compensation consultant or advisor to assist the Board or
Compensation Committee in determining compensation for the Company’s executive officers and directors.

Compensation Elements and Rationale for Pay Mix Decisions

To reward both short and long-term performance in the compensation program and in furtherance of the
Company’s compensation objectives noted above, the Company’s executive compensation philosophy
includes the following two principles:

Compensation levels should be competitive

A competitive compensation program is vital to the Company’s ability to attract and retain qualified senior
executives. The Company regularly assesses peer group data to ensure that the compensation program is
competitive.

Incentive compensation should balance short and long-term performance

To reinforce the importance of balancing strong short-term annual results and long-term viability and
success, NEOs may receive both short and long-term incentives. Short-term incentives focus on the
achievement of certain objectives for the upcoming year, while stock options create a focus on share price
appreciation over the long term.

Compensation Benchmarking

The Company in the past established base salaries and other compensation by using an extensive internal
survey of base salaries paid to officers of mining companies with similar experience in the mining industry
and therefore proved a good basis on which to make the comparison. The companies considered in the most
recent internal survey were:

Centerra Gold Inc. Seabridge Gold Inc.

Osisko Mining Inc. Endeavour Mining Corporation
Gold X Mining Corp Ivanhoe Mines Ltd.

Lydian International Limited Northern Dynasty Minerals Ltd.
NovaGold Resources Inc. Pretium Resource Inc.

All of the participants of the internally generated survey are listed on the NYSE MKT, the Toronto Stock
Exchange, or the TSX Venture Exchange (the “TSXV”). The Company believes that the survey is a very
good representation of average salaries paid to officers with similar levels of experience with comparable
mining companies and therefore a good basis on which to make comparisons. The data was obtained from
publicly available information.
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Components of Executive Compensation
The components of executive compensation are as follows:

Base Salary. The administration of the program requires the Compensation Committee to review annually
the base salary of each NEO and to consider various factors, including individual performance, experience,
length of time in position, future potential, responsibility, and the executive’s current salary in relation to
the executive salary range at other mining companies. These factors are considered subjectively and none
are accorded a specific weight.

Bonuses. In addition to base salary, the Compensation Committee from time-to-time recommends to the
Board payments of discretionary bonuses to executives and selected employees. Such bonuses are based on
the same criteria and determined in a similar fashion as described above.

Equity. The Compensation Committee from time-to-time recommends to the Board grants of stock options
to executives and selected employees. These grants are to motivate the executives and selected employees
to achieve goals that are consistent with the Company’s business strategies, to create Shareholder value and
to attract and retain skilled and talented executives and employees. These factors are considered
subjectively and none are accorded a specific weight when granting awards.

KSOP Plan Contribution. The Compensation Committee annually determines the contribution to an
employee stock ownership plan with 401(k) provisions maintained by the Company’s subsidiary, Gold
Reserve Corporation (the “KSOP Plan”), for allocation to individual participants. Participation in and
contributions to the KSOP Plan by individual employees, including officers, is governed by the terms of
the KSOP Plan. See “Incentive Plans — KSOP Plan”.

Chief Executive Officer’s Compensation

It is the responsibility of the Compensation Committee to review and recommend to the Board for
ratification the compensation package for the CEO based on the same factors listed above that are used in
determining the base salaries for the other NEOs.

The Compensation Committee has not developed specific quantitative or qualitative performance measures
or other specific criteria for determining the compensation of the Company’s CEO, primarily because the
Company does not yet have a producing mine or other operations from which such quantitative data can be
derived.

The determination of the CEO’s compensation in 2019 was based on an internal survey of other companies
previously mentioned herein, was subjective, and based on the progress of the proceedings relating to the
resolution of the investment dispute with Venezuela, and the pursuit of new corporate opportunities.

Other NEOs’ Compensation

In determining the compensation of the other NEOs, the compensation during 2019 was also based on an
internal survey of other companies, was subjective, and based on the progress of the proceedings relating
to the resolution of the investment dispute with VVenezuela, and the pursuit of new corporate opportunities.
Generally, the Compensation Committee considers prior compensation and equity grants when considering
current compensation.

Change of Control Agreements
The Company maintains change of control agreements with each of the NEOs (the “Change of

Control Agreements”) which were implemented by the Board to induce the NEOs to remain with the
Company.

See “Termination and Change of Control Benefits” below.
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Summary Compensation Table

The following table discloses the compensation paid or granted by the Company to the NEOs for each of
the fiscal years ended December 31, 2019, 2018, and 2017.

The amounts related to the option-based awards and the share-based awards do not necessarily represent
the value of the Class A Shares when vesting occurs, the value of the stock options when exercised, or value
the employee may realize from the sale of the Class A Shares.

Share- Option-
based based
Awards Awards Non-equity Incentive
plan compensation All
Long- Pension Other Total
Annual term value Compensation Compensation
Name and Principal Salary incentive incentive
Position Year ($) $) $) plans plans ($) (%) (%)

James H Coleman @ 2019 500,000 - - nla n/a nla 87,229 @ 587,229
Executive Chairman and 2018 500,000 - - n/a n/a n/a 641,830 @ 1,141,830
Director 2017 500,000 - 834,013 @ n/a n/a n/a 3,268,718 ® 4,602,731
Rockne J Timm ® 2019 625,000 - - nla n/a nla 87,2299 712,229
Chief Executive Officer 2018 625,000 - - nla n/a nla 515,358 © 1,140,358
and Director 2017 625,000 - 886,138 @ nla n/a nla 4,185,668 © 5,696,806
Robert A McGuinness 2019 241,500 - - n/a n/a n/a 58,449 @ 299,949
Vice President Finance 2018 241,500 - - nla n/a nla 253,087 © 494,587
and CFO 2017 241,500 - 208,503 © n/a nla n/a 841,739 © 1,291,742
A Douglas Belanger @ 2019 450,000 - - nla n/a nla 87,229 537,229
President and Director 2018 450,000 - - nla n/a nla 515,358 965,358
2017 450,000 - 625,510 @ nla n/a nla 3,453,174 ® 4,528,684

David P Onzay 2019 138,000 - - n/a n/a n/a 33,008 @ 171,008
Corporate Controller 2018 138,000 - nla n/a nla 155,2250) 293,225
2017 138,000 - 109,464 n/a IE n/a 542,6710 790,135

(1) Messrs. Coleman, Timm and Belanger did not receive compensation for their roles as directors.

(2) Other compensation for 2019 consists of payment under Bonus Plan (see “2012 Bonus Pool Plan” below for more
information regarding the Bonus Plan), and the Company’s contribution in the form of cash to each of the NEOs allocated
to the KSOP Plan (or similar arrangement in the case of Mr. Coleman) for 2019 as follows:

Payment under KSOP and

Bonus Plan ($) Other ($) Total ($)
James H Coleman 48,029 39,200 87,229
Rockne J Timm 48,029 39,200 87,229
Robert A McGuinness 21,613 36,836 58,449
A Douglas Belanger 48,029 39,200 87,229
David P_Onzay 12,007 21,001 33,008

(3) Other compensation for 2018 consists of payment under Bonus Plan and the Company’s contribution in the form of cash
to each of the NEOs allocated to the KSOP Plan (or similar arrangement in the case of Mr. Coleman) for 2018 as follows:

Payment under KSOP and

Bonus Plan ($) Other ($) Total ($)
James H Coleman 603,330 38,500 641,830
Rockne J Timm 476,858 38,500 515,358
Robert A McGuinness 214,587 38,500 253,087
A Douglas Belanger 476,858 38,500 515,358
David P_Onzay 119,215 36,010 155,225
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On February 16, 2017, the Company granted stock options to the NEOs as follows: Mr. Coleman, 800,000; Mr. Timm,
850,000 and Mr. Belanger, 600,000, with an exercise price of $3.15 per share. The fair market value of these stock options
at the date of grant was estimated using the Black-Scholes valuation model, which valuation model the Company has
determined to be the most accurate measure of value for option-based awards with the following assumptions: a two year
expected term; expected volatility of 59%; risk free interest rate of 1.22% per annum; and a dividend rate of 0%. The
weighted average grant date fair value of the stock options granted during 2017 was calculated at approximately $1.04.
The stock options vested immediately.

Other compensation for 2017 consists of the payment for Retention Units (see “Incentive Plans — Retention Units” below
for more information regarding the Retention Units), payment under Bonus Plan, bonuses to cover the exercise of stock
options and resulting tax payments on the gain associated with the exercise of stock options, and the Company’s
contribution in the form of cash to each of the NEOs allocated to the KSOP Plan (or similar arrangement in the case of
Mr. Coleman) for 2017 as follows:

Cash Bonus to
Payment of Payment under Exercise Stock KSOP and
Retention Units ($) Bonus Plan ($) Options ($) Other ($) Total ($)
James H Coleman 442,000 31,618 2,760,000 35,100 3,268,718
Rockne J Timm 1,502,000 158,090 2,490,478 35,100 4,185,668
Robert A McGuinness 589,000 71,140 146,499 35,100 841,739
A Douglas Belanger 1,502,000 158,090 1,757,984 35,100 3,453,174
David P_Onzay 394,800 39,522 73,249 35,100 542,671

On February 16, 2017, the Company granted 200,000 stock options to Mr. McGuinness and 105,000 to Mr. Onzay with
an exercise price of $3.15 per share. The fair market value of these stock options at the date of grant was estimated using
the Black-Scholes valuation model, which valuation model the Company has determined to be the most accurate measure
of value for option-based awards with the following assumptions: a two year expected term; expected volatility of 59%;
risk free interest rate of 1.22% per annum; and a dividend rate of 0%. The weighted average grant date fair value of the
stock options granted during 2017 was calculated at approximately $1.04. The stock options vest as follows: 1/2 upon
grant, 1/4 on February 16, 2018, and 1/4 on February 16, 2019.
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The following table sets forth information concerning all outstanding stock options to acquire Class A
Shares granted to the NEOs outstanding as at December 31, 2019. No share-based awards were outstanding
as at December 31, 2019.

Option-based Awards

Share-based Awards

Number Number of Market or
of shares or Market or payout value
securities Value of units of payout value of | of share-based

underlying | Option unexercised | shares that share-based awards not

unexercised | exercise Option in-the-money | have not awards that paid out or

Grant options price expiration options ® vested have not vested distributed
Name Date # $) date ($) # ($) ($)
James H Coleman 7/25/2014 25,000 4.02 712512024 - - - -
Executive Chairman 6/29/2015 75,000 | 3.91 6/29/2025 - - - -

and Director
2/16/2017 400,000 3.15 2/16/2027 - - - -
Total 500,000 - - - -
(Fég_ckfnéJ Titr_nm 2/16/2017 425,000 3.15 2/16/2027 - - - -
Of‘fliecer ;ﬁzut;;/rictor Total 425,000 B ) i .
Robert A McGuinness 7/25/2014 75,000 4.02 7125/2024 - - - -
Vice President Finance [ 2/16/2017 50,000 | 3.5 2/16/2027 - - - -
and CFO 2/16/2017 125000 | 3.5 2/16/2027 - - - -
Total 250,000 - - - -
A Douglas Belanger 2/16/2017 300,000 3.15 2/16/2027 - - - -
President and Director

David P Onzay 7/25/2014 50,000 | 4.02 7/25/2024 - - - -
Corporate Controller 2/16/2017 12,500 [ 3.5 2/16/2027 - - - -
2/16/2017 80,000 3.15 2/16/2027 - - - -
Total 142,500 - - - - - -

(1)  The “Value of unexercised in-the-money options” was calculated by determining the difference between the market value
of the securities underlying the option at the end of the financial year and the exercise price of such stock options. At
December 31, 2019 the closing price of the Class A Shares on the OTCQX was $1.5073.
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Options Vested During the Year

The following table sets forth information for NEOs regarding the value of stock options vesting during
2019, of which there were none, as the market price was less than the exercise price. There are no share-
based awards outstanding, and no non-equity incentive plan compensation was earned during 2019.

Share-based
awards — Value

Non-equity incentive

Option-based awards plan compensation —

— Value vested during | vested during the Value earned during
the year year the year

Name $ $ $

James H. Coleman

Executive Chairman and Director
Rockne J. Timm

Chief Executive Officer and Director
Robert A. McGuinness®

Vice President Finance and CFO

A. Douglas Belanger

President and Director

David P. Onzay®

Corporate Controller

(1) On February 16, 2019, 50,000 stock options vested for Mr. McGuinness and 26,666 for Mr. Onzay with an exercise price of
$3.15 per share and a market price of $2.50 per share.

Incentive Plans

The 2012 Equity Incentive Plan, as amended and restated (the ““2012 Plan”)

The 2012 Plan was adopted by the Board for the employees, officers, directors and consultants of the
Company and its subsidiaries and permits the grant of stock options, which are exercisable for Class A
Shares.

The maximum number of Class A Shares issuable under stock options granted under the 2012 Plan is
8,750,000 Class A Shares. At the date of this Circular 2,073,435 stock options have been exercised,
4,369,565 stock options are outstanding and 2,307,000 are available for grant.

Securities Authorized for issuance under Equity Compensation Plans

The following table sets forth certain information regarding the 2012 Plan as of December 31, 2019:

Number of securities to be
issued upon exercise of
outstanding options,

Weighted-average exercise
price of outstanding
options, warrants and

Number of securities
remaining available for
future issuance under 2012

Plan Category warrants and rights rights Plan
Equity Incentive Plans
approved by Shareholders N/A N/A N/A
2012 Equity Incentive Plan
not approved by 4,369,565 $3.09 2,307,000
Shareholders
Total 4,369,565 $3.09 2,307,000
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The 2012 Plan was established to provide incentives to qualified parties to increase their proprietary interest
in the Company and thereby encourage their continuing association with the Company. The Company
provides newly issued Class A Shares to satisfy stock option exercises. The grants are made for terms of
up to ten years with vesting periods as required by the TSXV and is administered by a committee of the
Board, and in certain cases by the Board, established pursuant to the terms of the 2012 Plan.

In accordance with the rules of the TSXV the number of Class A Shares which may be reserved for issuance
to any one person may not exceed 5% of the issued Class A Shares in a 12-month period, calculated as at
the date the stock options are granted to such person. In addition pursuant to such rules and as set forth in
the 2012 Plan, the Company may not grant stock options providing for the issuance of more than 2% of the
issued Class A Shares to any one consultant in any 12-month period, calculated as at the date the stock
options are granted to such consultant, and the Company may not grant stock options providing for the
issuance, in the aggregate, of more than 2% of the issued Class A Shares to all persons retained to conduct
investor relations activities in any 12-month period, calculated as at the date the stock options are granted
to such persons.

The 2012 Plan also provides for the following:

(a) stock options granted under the 2012 Plan will have an expiry date not to exceed 10 years from the
date of grant;

(b) any stock options granted that expire or terminate for certain reasons without having been exercised
will again be available under the 2012 Plan;

(c) stock options will vest as required by the TSXV and as may be determined by a committee
established pursuant to the 2012 Plan, or in certain cases, by the Board;

(d) the minimum exercise price of any stock options issued under the 2012 Plan will be the last previous
closing price on the date of grant, subject to the requirements of the TSXV; and

(e) the Board is authorized to grant to participants that number of stock options under the 2012 Plan
not exceeding 8,750,000 of the issued and outstanding Class A Shares of the Company, less the
number of currently outstanding stock options.

Amendments to the 2012 Plan may be made by the Board without Shareholder approval to:
(a) amend the 2012 Plan to correct typographical, grammatical or clerical errors;

(b) change the vesting provisions of an option granted under the 2012 Plan, subject to prior written
approval of the TSXV, if applicable;

(c) change the termination provision of an option granted under the 2012 Plan if it does not entail an
extension beyond the original expiry date of such option;

(d) make such amendments to the 2012 Plan as are necessary or desirable to reflect changes to
securities laws applicable to the Company;

(e) make such amendments as may otherwise be permitted by the TSXV, if applicable; and
(f) amend the 2012 Plan to reduce the benefits that may be granted to new plan participants.

The Board is of the view that the 2012 Plan provides the Company with the flexibility to attract and maintain
the services of directors, executives, employees and other service providers in competition with other
companies in the industry.
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KSOP Plan

The Company’s subsidiary, Gold Reserve Corporation, maintains a KSOP Plan for the benefit of eligible
employees. The KSOP Plan consists of two components: (1) a salary reduction component and a 401(k)
which includes provisions for discretionary contributions by the Company, and (2) an employee share
ownership component, or ESOP. Eligible employees are those who have been employed for a period in
excess of one year and who have worked at least 1,000 hours during the year in which any allocation is to
be made.

Employee contributions to the 401(k) component of the KSOP Plan are limited in each year to the total
amount of salary reduction the employee elects to defer during the year, which is limited in 2020 to $19,500
(%$26,000 limit for participants who are 50 or more years of age, or who turn 50 during 2020).

Employer contributions, stated as a percentage of eligible compensation, are determined each year by the
Board. The employer contributions are disclosed under “Executive Compensation — Summary
Compensation Tables”, under the column “All Other Compensation”. All contributions, once made to the
individual’s account under the KSOP Plan, are thereafter self-directed.

Total employer and employee annual contributions to an employee participating in both the 401(k) and
ESOP components of the KSOP Plan are limited (in 2020) to a maximum of $57,000 ($63,500 limit for
participants who are 50 or more years of age or who turn 50 during 2020). The annual dollar limit is an
aggregate limit which applies to all contributions made under this plan. For KSOP Plan year 2020 the
Company has adopted a minimum “Safe Harbor” contribution of 3% of eligible compensation.

Distributions from the KSOP Plan are not permitted before the participating employee reaches the age of
59 and six months, except in the case of death, disability, termination of employment by the Company or
financial hardship. Allocated cash contributions to eligible KSOP Plan participants (7 participants for 2019)
for plan years 2019, 2018, and 2017 were $171,188, $212,025, and $234,252, respectively.

Retention Units

The Company has a Director and Employee Retention Plan (the “Retention Plan”) for the primary purposes
of: (1) attracting and retaining directors, management and personnel with the training, experiences, and
ability to enable them to make a substantial contribution to the success of the business of the Company, (2)
to motivate participants by means of growth-related incentives to achieve long range goals, (3) to further
the identity of interests of participants with those of the Shareholders through equity-based incentive
opportunities and (4) to allow each participant to share in the value of the Company following the grant of
retention units (the “Retention Units”).

The Board or a committee thereof may grant Units to directors and certain key employees of the Company
or its subsidiaries. The Units fully vest and are payable upon the achievement of pre-established goals or a
Change of Control (described below).

In June 2017, as a result of the collection of proceeds related to the sale of the Company’s Mining Data to
Venezuela, the Retention Units issued in October 2006 and December 2007 vested and, in the third quarter
of 2017, the Company paid $7.7 million to plan participants. No Retention Units were granted to directors,
executive officers, or employees in 2019, 2018, or 2017. As of December 31, 2019, no Retention Units
remained outstanding.
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Termination and Change of Control Benefits

Termination of Employment, Change in Responsibilities and Employment Contracts
At this time, there are no written employment agreements between the Company and the NEOs.

The Company maintains Change of Control Agreements with each of the NEOs, which were implemented
by the Board to induce the NEOs to remain with the Company in the event of a Change of Control. The
Board believes these individuals are important assets to the Company and their continued employment is
important to oversee the current settlement arrangement with Venezuela including the development of the
Siembra Minera Project. The Board further believes that the loss of their continued services could have a
detrimental impact on the successful outcome of the current settlement arrangement with Venezuela and
the future of the Siembra Minera Project.

Existing Change of Control Arrangements with Executive Officers

Beginning in 2003, the Company entered into Change of Control Agreements with each of the NEOs (other
than Mr. Coleman) and three other employees. On May 26, 2017, the Board approved a Change of Control
Agreement with Mr. Coleman. Other than as disclosed herein, no other executive officers, directors or
affiliates of the Company have Change of Control Agreements with the Company.

A “Change of Control” means one or more of the following:

() the acquisition by any individual, entity or group, of beneficial ownership of the Company of 25
percent of the voting power of the outstanding Class A Shares;

(b) achange in the composition of the Board (the “Incumbent Board”) that causes less than a majority
of the current directors of the Board to be members of the incoming board; however, that any
individual becoming a director subsequent to the effective date of the Change of Control
Agreements, whose election, or nomination for election by the Shareholders, was approved by a
vote of at least the majority of the directors then comprising the Incumbent Board, but excluding,
for this purpose, any such individual whose initial assumption of office occurs as a result of an
actual or threatened election contest with respect to the election or removal of directors or actual
or threatened solicitation of proxies or consents by or on behalf of a person other than the Board;

(c) the consummation of a reorganization, merger or consolidation or sale or other disposition of all or
substantially all of the assets of the Company;

(d) the approval by Shareholders of the liquidation or dissolution of the Company; or

(e) any other event or series of events which the Board reasonably determines constitutes a Change of
Control.

Pursuant to the Change of Control Agreements, in the event of a Change of Control each participant is
entitled to, among other things, continue employment with the Company and, if the participant’s
employment is terminated within 12 months following the Change of Control either voluntarily by the
participant or by the Company for any reason other than termination for cause, such participant will be
entitled to receive, among other things:

(@) an amount equal to 24 times his monthly salary (36 times for Mr. Timm, Mr. Belanger and Mr.
Coleman), determined as of the date immediately prior to termination or the Change of Control,
whichever is greater (the Change of Control time period of 24 months compared to 36 months is
based primarily on seniority of position and responsibility and length of service with the Company);

(b) an amount equal to two years of the Company’s KSOP contributions (based upon the maximum
allowable allocation pursuant to applicable law and the participant’s annual salary immediately
prior to his termination date or the Change of Control, whichever is greater);
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(c) an amount equal to the aggregate of all bonuses received during the 12 months prior to his
termination date, plus any amounts required to be paid in connection with unpaid vacation time;

(d) apayment equal to two times the monthly premium for maintenance of health, life, accidental death
and dismemberment, and long term disability insurance benefits for a period of 36 months;

(e) cause all equity awards or equity-based awards (including stock options and restricted shares)
granted to the participant to become fully vested and unrestricted; and

(f) at the election of the participant, the buy-out of the cash value of any unexercised stock options
based upon the amount by which the weighted average trading price of the Class A Shares for the
last five days preceding the date the participant makes such election exceeds the exercise price of
the stock options.

As further discussed in the following two paragraphs, the participants are entitled to receive certain “gross-
up payments” (that is, an excess parachute gross-up payment and a deferred compensation gross-up
payment) if payments that he receives are subject to the excise tax under Code Section 4999 on excess
parachute payments or the additional tax and interest factor tax under Code Section 409A on deferred
compensation. The intent of these gross-up payments is to put the participant in the same position, after tax,
that he would have been in if the payments that the participant received had not been subject to the excise
and additional taxes.

The Change of Control Agreements also provide for a gross-up payment if any payment made to or for the
benefit of a participant (“Excess Parachute Payment”) would be subject to the excise tax imposed by
Code Section 4999, or any interest or penalties are incurred by the participant with respect to such excise
tax. The Company will pay to the participant an additional payment (“Excess Parachute Gross-Up
Payment”) in an amount such that after payment by the participant of all taxes on the Excess Parachute
Gross-Up Payment, the participant retains an amount of the Excess Parachute Gross-Up Payment equal to
the excise tax (and any interest or penalties) imposed upon the participants Excess Parachute Payment.

The Change of Control Agreements further provide for a gross-up payment if any payment made to or for
the benefit of a participant (“Deferred Compensation Payment”) would be subject to the additional tax
or additional interest on any underpayment of tax imposed by Code Section 409A, or any interest or
penalties are incurred by the participant with respect to such additional tax or underpayment of tax. The
Company will pay to the participant an additional payment (“Deferred Compensation Gross-Up
Payment”) in an amount such that after payment by the participant of all taxes on the Deferred
Compensation Gross-Up Payment, the participant retains an amount of the Deferred Compensation Gross-
Up Payment equal to the additional tax and additional interest on any underpayment of tax (and any interest
or penalties) imposed upon the participant’s Deferred Compensation Payment.

Payments may be delayed six months under Code Section 409A. In the event of such a delay, the delayed
payments will be made to a rabbi trust. Upon the completion of the six-month delay period, the payments
held in the rabbi trust will be paid to the participant plus interest at the prime rate. The Company will pay
all costs associated with the rabbi trust.

Participants would have been entitled to collectively receive an aggregate of approximately $7.1 million if
a Change of Control had occurred on December 31, 2019. Although all persons with Change of Control
Agreements can elect the buy-out of their stock options as described above, the amount above does not
consider any such election as the exercise price of all outstanding stock options exceeded the market value
of the Class A Shares as of December 31, 2019. The aggregate amount due was determined exclusive of
any gross-up payments, which could be substantial depending on the tax position of each individual.
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The following table represents the estimated payout for employees holding Change of Control Agreements
at December 31, 2019. These amounts were determined exclusive of any gross-up payments, which could
be substantial depending on the tax position of each individual.

Payout of
Compensation Stock Options @ Total
Name $ $ $
James Coleman 1,662,429 - 1,662,429
Rockne J. Timm 2,150,340 - 2,150,340
Robert A. McGuinness 660,160 - 660,160
A. Douglas Belanger 1,626,689 - 1,626,689
David P. Onzay 555,131 - 555,131
Total NEOs 6,654,749 - 6,654,749
Other participants 400,000 - 400,000
Total 7,054,749 - 7,054,749

(1) Represents the estimated payout as of December 31, 2019 of the associated salary, vacation, KSOP contribution, bonus and
insurance.
(2) Represents the payout of in-the-money stock options.

DIRECTOR COMPENSATION

Summary Director Fee Tables

Effective November 1, 2017, the Board approved a basic annual retainer of $60,000 for non-employee
Board members and the following annual retainers for non-employee Committee chairs: the audit
committee of the Board (the “Audit Committee”) $8,000; the Compensation Committee $6,000; the
nominating committee of the Board (the “Nominating Committee”) $6,000; the mining committee of the
Board (the “Mining Committee”) $6,000; Barbados Committee $6,000; the legal committee of the Board
(the “Legal Committee”) $6,000; and the financial markets Committee of the Board (the “Financial
Markets Committee™) $6,000. All other non-employee Committee members receive an annual retainer of
$4,000. Payments are made on a quarterly basis.

Share-
Fees based Option-based |  Non-equity All Other
Name Earned @ | awards awards Incentive plan | Compensation |  Total
Year $ $ $ compensation $@ $
Jean Charles Potvin 2019 88,000 - - - 10,803 98,803
Robert A. Cohen 2019 70,000 - - - 5,300 75,300
James Michael Johnston 2019 68,000 - - - - 68,000
James P. Geyer 2019 74,000 - - - 7,204 81,204

(1) Represents cash fees granted as director during the year including committee fees.

(2) Other compensation for 2019 consists of payments under the Bonus Plan (please see “2012 Bonus Pool Plan” below for
more information regarding the Bonus Plan) and Per Diem Travel, as follows:

Bonus Plan Per Diem Travel Total
Jean Charles Potvin $4,803 $6,000 $10,803
Robert A. Cohen - $5,300 $5,300
James P. Geyer $7,204 - $7,204

Certain NEOs, being Messrs. Coleman, Timm and Belanger, are also directors of the Company. None of
such NEOs receive any additional compensation for acting as a director of the Company.
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The following table sets forth information concerning all outstanding stock options to acquire Class A
Shares granted to the directors as at December 31, 2019. No Share-based awards were outstanding as at

December 31, 2019.

Option-based Awards

Share-based Awards

Market or
Number Number Market or payout
of Value of of shares | payout value value of
securities unexercised | or units of of share- share-based
underlying Option in-the- shares that | based awards | awards not
unexercised | exercise Option money have not that have not | paid out or
Grant options price expiration options @ vested vested distributed
Name Date # $ Date $ # $ $
Jean Charles Potvin 7/25/2014 25,000 4.02 7/25/2024 - - - -
6/29/2015 35,000 3901 6/29/2025 - - - -
2/16/2017 200,000 3.15 2/16/2027 - - - -
Total 260,000 - - - -
Robert A. Cohen 5/1/2017 125,000 2.69 5/1/2027 - - - -
Total 125,000 - - - -
James Michael Johnston - - - - - - - -
Total - - - - - - - -
James P. Geyer 7/25/2014 25,000 4.02 7/25/2024 - - - -
6/29/2015 35,000 391 6/29/2025 - - - -
2/16/2017 125,000 3.15 2/16/2027 - - - -
Total 185,000 - - - -

(1) The “Value of unexercised in-the-money options” was calculated by determining the difference between the market value of
the securities underlying the option at the end of the financial year and the exercise price of such stock options. At December
31, 2019 the closing price of the Class A Shares on the OTCQX was $1.5073.

Options Vested During the Year

The following table sets forth information for the directors other than the NEOs regarding the value of
stock options vesting during 2019 for which there was none as the market price was less than the exercise
price. There are no share-based awards outstanding, and no non-equity incentive plan compensation was

earned during 2019.

Name

Option-based awards —
Value vested during the
year
$

Share-based awards —
Value vested during the
year
$

Non-equity
incentive plan
compensation —
Value earned
during the year
$

Jean Charles Potvin @

Robert A. Cohen

James Michael Johnston

James P. Geyer

(1) On February 16, 2019, the following stock options vested: Mr. Potvin 66,666 and Mr. Geyer 41,666, each with an exercise
price of $3.15 per share and a market price of $2.50 per share.

Directors and Officers Insurance

The Company carries directors’ and officers’ liability insurance which is subject to a total aggregate limit
of approximately $10 million. The annual premium for the latest policy period beginning April 2020 was
$901,000. In addition, the Company elected in 2018 to exercise its options to obtain additional run
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off/extended reporting period coverage of $8 million for six years at an annual cost of approximately
$72,000, from its previous primary coverage provider.

2012 Bonus Pool Plan

The Board approved the 2012 Bonus Pool Plan (“Bonus Plan”) in May 2012 to reward Bonus Plan
participants, including NEOs, employees, directors and consultants, for their contributions to, among other
things: (i) the development of the Brisas Project to the construction stage and subsequent issuance of the
environmental permit to commence construction of the Brisas Project; (ii) the manner in which the Brisas
Project development effort was carried out allowing the Company to present a compelling and vigorous
arbitration claim; (iii) the support of the Company’s prosecution of the arbitration proceedings through the
filing of numerous memorandum and exhibits as well as the oral hearings (the “Arbitration Proceedings”);
and (iv) the on-going efforts to assist with positioning the Company to collect, in the most optimum manner,
any awards arising out of the Arbitration Proceedings and/or sale of the Mining Data.

In January 2013 and September 2014, the Compensation Committee selected Bonus Plan participants and
fixed their respective percentage of participation in the bonus pool and since September 2014 the Plan was
100% allocated to plan participants. In June 2018, the Board modified the Bonus Plan to increase the
percentage participation of certain individuals who in the Board’s opinion were not adequately recognized
for their current contribution to efforts associated with the conclusion of the Settlement Agreement and the
collection of the amounts contemplated thereunder. The effect of the Board’s modification to the Bonus
Plan is more fully described below. The Bonus Plan is administered by a committee, composed of one or
more independent members of the Board, appointed from time to time by the Board. Participation in the
Bonus Plan fully vests upon the participant’s selection by the committee, subject to voluntary termination
of employment or termination for cause. Participants who reach age 65 and retire are fully vested and
continue to participate in future distributions under the Plan.

Generally the bonus pool is established if and when the Company (i) recovers any settlement, award, or
other payment made or other consideration transferred to the Company or any of its affiliates outside of
Venezuela, arising out of, in connection with or with respect to the Arbitration Proceedings, including, but
not limited to the proceeds received by the Company or its affiliates from a sale, pledge, transfer or other
disposition, directly or indirectly, of the Company’s rights with respect to the Arbitration Proceedings; (ii)
sells, pledges, transfers or disposes, directly or indirectly, of all or any portion of the Mining Data, or (iii)
in the event the Company or its Shareholders, directly or indirectly, engage in any (a) merger, plan of
arrangement or other business combination transaction involving the Company or any of its subsidiaries,
(b) a sale, pledge, transfer or other disposition of 85% or more of the Company’s then outstanding Class A
Shares or (c) sale, pledge, transfer or other disposition, directly or indirectly, of all or substantially all of
the assets of the Company (“Enterprise Sale”).

In the case of the collection of the Award or disposition of the Mining Data, the bonus pool is comprised
of the gross proceeds or the fair value of any consideration related to such transactions less certain
deductions and applicable taxes and in the case of an Enterprise Sale the gross value of the transaction will
be considered before any applicable taxes and after any Change of Control payments. The bonus pool, as
originally structured, was comprised of the applicable gross proceeds or fair value realized less applicable
taxes multiplied by 1% of the first $200 million and 5% thereafter. The effect of the Board’s June 2018
modification was to increase the after tax percentage allocation for the first $200 million up to a maximum
of 1.28% and the percentage allocation thereafter up to a maximum of 6.4%.

Based on the proceeds from the sale of the Mining Data and the receipt of payments associated with the
Award, the Company in 2019 distributed to participants, including the NEOs, approximately $0.31 million,
which is discussed in the compensation section.
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INDEBTEDNESS OF DIRECTORS, EXECUTIVE OFFICERS AND SENIOR OFFICERS
OTHER THAN SECURITIES PURCHASE PROGRAMS

As of the date hereof or at any time within thirty days prior to the date hereof, no executive officer, director,
employee, or former executive officer, director or employee of the Company is or was indebted in respect
of any purchase of securities or otherwise to the Company or any of its subsidiaries, or to any other entity
for which the indebtedness was the subject of a guarantee, support agreement, letter of credit or other similar
arrangement or understanding provided by the Company or any of its subsidiaries.

CORPORATE GOVERNANCE

Corporate Governance Matters

The Board and management of the Company recognize that effective corporate governance practices are
fundamental to the long-term success of the Company. Sound corporate governance contributes to
Shareholder value through increased confidence. The Board and management are therefore committed to
maintaining a high standard of corporate governance and compliance with the applicable provisions of
National Instrument 58-101 — Disclosure of Corporate Governance Practices (“NI 58-101"). Additionally,
while not currently prescriptive, the Board and management consider and, where appropriate, implement
the corporate governance guidelines suggested in National Policy 58-201 — Corporate Governance
Guidelines (“NP 58-201"). The guidelines contained in NP 58-201 have been formulated to:

1. achieve a balance between providing protection to investors and fostering fair and efficient capital
markets and confidence in capital markets;

2. be sensitive to the realities of the greater numbers of small companies and controlled companies in
the Canadian corporate landscape;

3. take into account the impact of corporate governance developments in the U.S. and around the
world; and

4. recognize that corporate governance is evolving.

Independence and Board Matters

The Board believes that Messrs. Potvin, Cohen, Geyer and Johnston are “independent” within the meaning
of section 1.4 of Canadian National instrument 52-110 — Audit Committees (“NI 52-110") and section 1.2
of NI 58-101. The Board believes that the four directors are free from any interest and any business or other
relationship that could, or could reasonably be perceived, to materially interfere with their ability to act
independently from management or to act as a director with a view to the best interests of the Company,
other than interests and relationships arising from shareholdings.

Currently, the positions of Chairman of the Board and CEO are separate. The Board does not have a policy
on whether these roles should be separate or combined, but believes that the most effective leadership model
for the Company at this time is to have these roles separated. While the current Chairman of the Board is
non-independent by virtue of being an executive chairman, he currently remains responsible for providing
leadership to the Board. The Board retains flexibility to determine whether these roles should be separate
or combined in one individual in the future.

Each of the Audit Committee and the Compensation Committee are comprised of independent directors
and such committees also hold regularly scheduled meetings at which non-independent directors and
members of management are not in attendance. The Nominating Committee is comprised of a majority of
independent directors. While the Board has not adopted a written mandate, the Board has adopted the Gold
Reserve Inc. Code of Conduct and Ethics which can be found at www.goldreserveinc.com under Investor
Relations — Corporate Governance and is available in print to any Shareholder who requests it from the
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Company by writing to us at Gold Reserve Inc., 999 W. Riverside Avenue, Suite 401, Spokane, WA 99201,
Attn: Investor Relations.

Due to its current size, the Board does not currently provide an orientation and education program for
specifically training new recruits to the Board. The Board does not provide a continuing education program
for its directors. All directors are given direct access to management, which is encouraged to provide
information on the Company and its business and affairs to directors. The Board believes that each of its
directors maintain the skills and knowledge necessary to meet their obligations as directors.

Risk Oversight

The various committees of the Board assist the Board in its responsibility for oversight of risk management.
In particular, the Audit Committee focuses on major financial risk exposures, the steps management has
taken to monitor and control such risks, and, if appropriate, discusses with the independent auditor the
guidelines and policies governing the process by which senior management and the relevant departments
of the Company assess and manage the Company’s financial risk exposure and operational/strategic risk.
The Company believes this arrangement maximizes the risk oversight benefit while providing for an
appropriate leadership structure.

AUDIT COMMITTEE

Audit Committee Charter

The Audit Committee of the Board operates within a written mandate, as approved by the Board, which
describes the Audit Committee’s objectives and responsibilities. The full text of the Audit Committee
Charter, as amended as of August 2014, is attached as Appendix A to this Circular.

Membership and Role of the Audit Committee

The Audit Committee consists of Jean Charles Potvin (Chairman), James P. Geyer and James Michael
Johnston. The Board has determined each member of the Audit Committee to be “independent” and
“financially literate” as such terms are defined under Canadian securities laws. Further, each member of
the Audit Committee satisfies the definition of “independent” director as established under the SEC rules.
In addition, each member of the Audit Committee is financially literate and the Board has determined that
Mr. Potvin qualifies as an audit committee “financial expert” as defined by SEC rules. The Board has made
these determinations based on the education and experience of each member of the Audit Committee.

Mr. Potvin is Director and Chairman of Murchison Minerals Ltd. (formerly Flemish Gold Corp.) and
Director and Chairman of the audit committee of Azimut Exploration Ltd., a publicly listed mineral
exploration company. Mr. Potvin holds a Bachelor of Science degree in Geology from Carleton University
and an MBA from the University of Ottawa. He spent nearly 14 years as a mining investment analyst for a
large Canadian investment brokerage firm (Burns Fry Ltd., now BMO Nesbitt Burns Inc.). Mr. Potvin has
been a member of the Audit Committee since August 2003.

Mr. Geyer has a Bachelor of Science in Mining Engineering from the Colorado School of Mines, has 41
years of experience in underground and open pit mining and has held engineering and operations positions
with a number of companies including Amax Inc. and ASARCO LLC. Mr. Geyer is a former Director of
Thompson Creek Metals Inc., where he was previously a member of the audit committee. Mr. Geyer has
been a member of the Audit Committee since March 19, 2015.

Mr. Johnston co-founded Steelhead in late 1996 to form and manage the Steelhead Navigator Fund. Prior
to that time, Mr. Johnston co-managed over $5 billion in corporate bonds and also managed an equity
portfolio in his role as senior vice president and senior portfolio manager at Loews Corporation. He began
his investment career at Prudential Insurance as a high yield and investment-grade credit analyst. Mr.
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Johnston was promoted to co-portfolio manager of an $11 billion fixed income portfolio in 1991. He
graduated with honors from Texas Christian University with a degree in finance and completed his MBA
at the Johnson Graduate School of Business at Cornell University.

The Audit Committee met four times during 2019 at which attendance, in person or by phone, averaged
100%. The Audit Committee’s principal functions are to assist the Board in fulfilling its oversight
responsibilities, and to specifically review: (i) the integrity of the Company’s financial statements; (ii) the
independent auditor’s qualifications and independence; (iii) the performance of the Company’s system of
internal audit function and the independent auditor; and (iv) compliance with laws and regulations,
including disclosure controls and procedures.

The Audit Committee reviews the Company’s financial reporting process on behalf of the Board.
Management has the primary responsibility for the financial statements, the reporting process and
maintaining an effective system of internal control over financial reporting. The Company’s independent
auditors are engaged to audit and express opinions on the conformity of the Company’s financial statements
to accounting principles generally accepted in the United States, and the effectiveness of its internal control
over financial reporting.

External Auditor Service Fees

Fees paid to the Company’s independent external auditor, PricewaterhouseCoopers LLP, for the fiscal years
ended December 31, 2019 and 2018 are detailed in the following table:

Fee Category Year Ended 2019 | Year Ended 2018
Audit Fees® $165,170 $162,756
Audit Related Fees @ $47,345 $41,084
Tax Fees ® $32,090 $74,307
All Other Fees - -
Total $244,605 $278,147

All fees for services performed by the Company’s external auditors during 2019 were pre-approved by the
Audit Committee.

(1) Audit fees were for professional services rendered by PricewaterhouseCoopers LLP for the audit of the Company’s annual
financial statements.

(2) Audit-related fees were for the review of the Company’s quarterly financial statements and services provided in respect of
other regulatory-required auditor attest functions associated with government audit reports, registration statements,
prospectuses, periodic reports and other documents filed with securities regulatory authorities or other documents issued in
connection with securities offerings.

(3) Tax fees were for services outside of the audit scope and represented consultations for tax compliance and advisory services
relating to common forms of domestic and international taxation.
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Pre-approval Policies and Procedures

The Audit Committee has adopted policies and procedures for the pre-approval of services performed by
the Company’s external auditors, with the objective of maintaining the independence of the external
auditors. The Company’s policy requires that the Audit Committee pre-approve all audit, audit-related, tax
and other permissible non-audit services to be performed by the external auditors, including all
engagements of the external auditors with respect to the Company’s subsidiaries. Prior approval of
engagements for services other than the annual audit may, as required, be approved by the Chair of the
Audit Committee with the provision that such approvals be brought before the full Audit Committee at its
next regular meeting. The Company’s policy sets out the details of the permissible non-audit services
consistent with the applicable Canadian independence standards for auditors. The CFO presents the details
of any proposed assignments of the external auditor for consideration by the Audit Committee. The
procedures do not include delegation of the Audit Committee’s responsibilities to management of the
Company.

EXECUTIVE COMMITTEE
The Executive Committee is currently composed of the following three (3) directors:

Rockne J. Timm (Chair)
James H. Coleman
A. Douglas Belanger

The responsibility of the Executive Committee is to handle routine day-to-day business issues
affecting the Company in between board meetings and to vet more important matters prior to
presentation to the full Board for deliberation. The Executive Committee meets in person or by
phone on an as needed basis.

NOMINATING COMMITTEE

Nominating Committee Charter

The Nominating Committee of the Board operates within a written mandate, as approved by the Board,
which describes the Nominating Committee’s objectives and responsibilities. The full text of the
Nominating Committee Charter is available on the Company’s website, www.goldreserveinc.com, under
the Investor Relations — Governance section and is available in print to any Shareholder who requests it
from the Company by writing to us at Gold Reserve Inc., 999 W. Riverside, Suite 401, Spokane, WA 99201,
Attn: Investor Relations.

Membership and Role of the Nominating Committee

The Nominating Committee is currently composed of the following three (3) directors:

James H. Coleman (Chair)
Robert A. Cohen
Jean Charles Potvin

Pursuant to the written mandate of the Nominating Committee, as amended, a majority of the members of
the Nominating Committee are required to be independent and the Board has determined that a majority of
the members satisfy the definition of “independent” director as established under NI 58-101 (i.e. other than
James H. Coleman).
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The Nominating Committee assists the Board in fulfilling its responsibilities with respect to the composition
of the Board, including recommending candidates for election or appointment as director of the Company.

In considering and identifying new candidates for Board nomination, the Board, where relevant, addresses
succession and planning issues; identifies the mix of expertise and qualities required for the Board; assesses
the attributes new directors should have for the appropriate mix to be maintained; arranges for each
candidate to meet with the Board Chair and the CEO; recommends to the Board as a whole proposed
nominee(s) and arranges for their introduction to as many Board members as practicable; and encourages
diversity in the composition of the Board.

COMPENSATION COMMITTEE
The Compensation Committee is currently composed of the following three (3) directors:

Jean Charles Potvin (Chair)
James P. Geyer
James Michael Johnston

For more information regarding the Compensation Committee, please see “Compensation Discussion and
Analysis — Compensation Committee” above.

LEGAL COMMITTEE

The Legal Committee of the Board was created to review and monitor the Company’s legal position in
respect of Board matters, matters related to enforcement of the Award, matters related to the Settlement
Agreement and ancillary matters, matters related to Siembra Minera and the Barbados Subsidiaries, and all
other legal matters arising out of the business of the Company, as well as liaising with legal counsel.

The Legal Committee is currently composed of the following three (3) directors:

Robert A. Cohen (Chair)
James H. Coleman
Rockne J. Timm

MINING COMMITTEE

The Mining Committee of the Board was created to review and monitor all mining activities related to the
Barbados Subsidiaries and Siembra Minera and acting as an intermediary between the interactions between
the Barbados Subsidiaries and the Board.

The Mining Committee is currently composed of the following three (3) directors:

James P. Geyer (Chair)
Jean Charles Potvin
A. Douglas Belanger
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FINANCIAL MARKETS COMMITTEE

The Financial Markets Committee of the Board was created to evaluate the Company’s external financial
obligations with respect to debt and/or equity issues and to evaluate and review: the listing status of the
Company’s securities; the Company’s public and investment market disclosure; and the Company’s
relationships with investment banks and mining analysts as well as the Shareholders.

The Financial Markets Committee is currently composed of the following two (2) directors:

Jean Charles Potvin (Chair)
A. Douglas Belanger

BARBADOS COMMITTEE

The Barbados Committee of the Board was created to review and monitor the activities of the Barbados
Subsidiaries and related transactions and activities with Siembra Minera.

The Barbados Committee is currently composed of the following two (2) directors:

A. Douglas Belanger (Chair)
James H. Coleman

SPECIAL COMMITTEE

On June 4, 2020, the Board created a special committee of its members (the “Special Committee”), for the
purposes of making all decisions and taking all actions for and on behalf of the Board and the Company,
and so binding the Company with respect to all matters related to or arising from the business of the
Company, that are not permitted to be done by “US Persons” (as defined in 31 C.F.R. § 591.312) pursuant
primarily to Executive Orders 13884 and 13850 (“US Sanctions™). This is part of the Company’s efforts
to ensure compliance with applicable laws, including, without limitation, US Sanctions, the Special
Economic Measures (Venezuela) Regulations enacted pursuant to the Special Economic Measures Act and
the Justice for Victims of Corrupt Foreign Officials Regulations of the Justice for Victims of Corrupt
Foreign Officials Act. The Special Committee will also ensure that the Company’s actions that it directs
are in compliance with applicable laws.

The members of the Special Committee have received no compensation for their activities as such.

The Special Committee is currently comprised of the following two (2) directors, neither of whom are US
Persons:

James H. Coleman
Jean Charles Potvin

Assuming Ambassador Gagnon is elected to the Board at the Meeting, it is intended that he would replace
Mr. Potvin as a member of the Special Committee. Ambassador Gagnon is not a US Person. However,
because of Mr. Potvin’s long history with the Company and the importance of the Special Committee, it is
expected that the Special Committee will engage Mr. Potvin to provide consulting services to the Company
by advising the Special Committee. It is expected that Mr. Potvin will be compensated for such services.

ADDITIONAL INFORMATION

Applicable Canadian securities laws require listed corporations to disclose their approach to corporate
governance. The Company’s disclosure in this regard is set out in Appendix B to this Circular.
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COMMUNICATION WITH BOARD MEMBERS

Any Shareholder or other interested party that desires to communicate with the Board or any of its specific
members, including the chairman or the non-management directors as a group, should send their
communication to the Secretary, Gold Reserve Inc., 999 W. Riverside Avenue, Suite 401, Spokane,
Washington 99201. All such communications will be forwarded to the appropriate members of the Board.

INTEREST OF CERTAIN PERSONS IN MATTERS TO BE ACTED UPON

No proposed nominee for election as a director of the Company and no person who has been a director or
senior officer of the Company at any time since the beginning of the last financial year, nor any associate
or affiliate of any of the foregoing, has any material interest, directly or indirectly, by way of beneficial
ownership of securities or otherwise, in any matter to be acted upon.

INTERESTS OF INFORMED PERSONS IN MATERIAL TRANSACTIONS

No informed person or any proposed director of the Company, or any of the associates or affiliates of those
persons, has any material interest, direct or indirect, by way of beneficial ownership of securities or
otherwise, in any transaction since the commencement of the Company’s most recently completed financial
year or in any proposed transaction which has, in either case, materially affected or would materially affect
the Company or any of its subsidiaries.

For the purposes of the above, “informed person” means: (a) a director or executive officer of the Company;
(b) a director or executive officer of a person or company that is itself an informed person or subsidiary of
the Company; (c) any person or company who beneficially owns, or controls or directs, directly or
indirectly, voting securities of the Company or a combination of both carrying more than 10% of the voting
rights attached to all outstanding voting securities of the Company other than voting securities held by the
person or company as underwriter in the course of a distribution; and (d) the Company after having
purchased, redeemed or otherwise acquired any of its securities, for so long as it holds any of its securities.

ANY OTHER MATTERS

Management of the Company knows of no other matters to come before the Meeting other than those
referred to in the Notice of Annual General and Special Meeting of Shareholders accompanying this
Circular. However, if any other matters properly come before the Meeting, it is the intention of the persons
named in the form of proxy accompanying this Circular to vote the same in accordance with their best
judgment of such matters.

ADDITIONAL INFORMATION

Additional information about the Company may be found on the SEDAR website at www.sedar.com, on
the SEC’s website at www.sec.gov and on the Company’s website at www.goldreserveinc.com. Additional
financial information is provided in the Company’s comparative annual financial statements and
management’s discussion and analysis for its year ended December 31, 2019, as contained in the 2019
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Annual Report on Form 40-F filed with the SEC on April 9, 2020. A copy of this document and other public
documents of the Company are available upon request to:

Gold Reserve Inc.

Attention: Robert A. McGuinness
999 W. Riverside Avenue, Suite 401
Spokane, Washington 99201

Phone: (509) 623-1500

Fax: (509) 623-1634

APPROVAL AND CERTIFICATION
The contents and the sending of this Circular have been approved by the Board.

Dated at Spokane, Washington this 28" day of July, 2020.

(signed) “Rockne J. Timm” (signed) “Robert A. McGuinness”
Rockne J. Timm Robert A. McGuinness
Chief Executive Officer Vice President Finance and Chief Financial Officer
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APPENDIX A

GOLD RESERVE INC.
(the “Company™)
CHARTER OF THE AUDIT COMMITTEE OF
THE BOARD OF DIRECTORS (the “Board”)
As Amended and Restated August 2014

Purpose

The primary purposes of the Audit Committee (the “Committee”) are to assist the Board in fulfilling its
oversight responsibilities and to oversee, on behalf of the Board, the Company’s accounting and financial
reporting and internal control processes, financial statements and information, and compliance with
regulatory requirements associated with such financial statements and information. More specifically, the
purpose of the Committee is to satisfy itself that:

o the Company’s annual financial statements are fairly presented in accordance with generally
accepted accounting principles and to recommend to the Board whether the annual financial
statements should be approved,

o the information contained in the Company’s quarterly financial statements, annual report to
shareholders and other financial publications, such as management’s discussion and analysis
(“MD&A”), is complete and accurate in all material respects and to approve these materials;

e the Company has appropriate systems of internal control over the safeguarding of assets and
financial reporting to ensure compliance with legal and regulatory requirements; and

¢ the internal and external audit functions have been effectively carried out and that any matter that
the internal or the independent auditors wish to bring to the attention of the Board has been
addressed. The Committee will also recommend to the Board the re-appointment or appointment
of auditors and their remuneration.

The Committee’s function is one of oversight only and does not relieve management of its responsibilities
for preparing financial statements that accurately and fairly present the Company’s financial results and
condition, nor the independent auditors of their responsibilities relating to the audit or review of financial
statements.

Organization

The Committee shall consist of at least three directors. The Board shall designate a Committee member as
the chairperson of the Committee, or if the Board does not do so, the Committee members shall appoint a
Committee member as chairperson by a majority vote of the authorized number of Committee members.
The Chair shall be an “audit committee financial expert” as defined by securities laws applicable to the
Company.

All Committee members shall be “independent,” as that term is defined under securities laws applicable to
the Company. Furthermore, each Committee member shall be able to read and understand a set of financial
statements that present a breadth and level of complexity of accounting issues that are generally comparable
to the breadth and complexity of the issues that can reasonably be expected to be raised by the Company’s
financial statements.

A-1



760

The Board may replace, remove and appoint Committee members at any time and any Committee member
who ceases to be a director of the Company shall immediately cease to be a member of the Committee.
Committee members shall serve for such terms as may be fixed by the Board, and in any case, at the will
of the Board whether or not a specific term is fixed.

Independent Auditors and Their Services

The Committee shall recommend to the Board the nomination, compensation, retention, termination and
evaluation, and shall be directly responsible for overseeing the work, of the independent auditors engaged
by the Company for the purposes of preparing or issuing an auditor’s report or related work or performing
other audit, review or attest services for the Company. The independent auditors shall report directly to the
Committee. The Committee’s authority includes the resolution of disagreements between management and
the auditors regarding financial reporting.

The Committee shall pre-approve all audit, review, attest and permissible non-audit services to be provided
to the Company or its subsidiaries by the independent auditors. The Chair may independently approve
normal course services provided by the independent auditor with ratification and approval by the full
committee at the next quarterly committee meeting. The Committee shall obtain and review, at least
annually, a report by the independent auditors describing:

o the firm’s internal quality-control procedures; and

e any material issue raised by the most recent internal quality-control review, or peer review, of the
auditing firm or by any inquiry or investigation by governmental or professional authorities, within
the preceding five years, respecting one or more independent audits carried out by the firm, and
any steps taken to deal with any such issues.

In addition, the Committee’s annual review of the independent auditors’ qualifications shall also include
the review and evaluation of the lead partner of the independent auditors for the Company’s account, and
evaluation of such other matters as the Committee may consider relevant to the engagement of the auditors,
including views of company management and internal finance employees, and whether the lead partner or
auditing firm itself should be rotated.

Annual Financial Reporting

As often and to the extent the Committee deems necessary or appropriate, but at least annually in connection
with the audit of each fiscal year’s financial statements, the Committee shall:

1. Review and discuss with appropriate members of management the annual audited financial
statements, related accounting and auditing principles and practices, and (when required of
management under securities laws applicable to the Company and stock exchange requirements on
which the Company’s common shares are listed, as applicable) management’s assessment of
internal control over financial reporting and recommend to the Board whether such annual financial
statements should be approved.

2. Timely request and receive from the independent auditors, the report (along with any required
update thereto), to the extent such report is required by securities laws applicable to the Company
and stock exchange requirements on which the Company’s common shares are listed, as applicable,
prior to the filing of an audit report, concerning:

o all critical accounting policies and practices to be used,;
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o all alternative treatments of financial information within generally accepted accounting
principles for policies and practices relating to material items that have been discussed with
company management, including ramifications of the use of such alternative disclosures and
treatments and the treatment preferred by the independent auditors; and

e other material written communications between the independent auditors and company
management, such as any management letter or schedule of unadjusted differences.

Discuss with the independent auditors the matters required to be discussed by AICPA Statement
on Auditing Standards No. 61, including such matters as:

¢ the quality and acceptability of the accounting principles applied in the financial statements;

e new or changed accounting policies, and significant estimates, judgments, uncertainties or
unusual transactions;

o the selection, application and effects of critical accounting policies and estimates applied by
the Company;

e issues raised by any “management” or “internal control” letter from the auditors, problems or
difficulties encountered in the audit (including any restrictions on the scope of the work or on
access to requested information) and management’s response to such problems or difficulties,
significant disagreements with management, or other significant aspects of the audit; and

o any off-balance sheet transactions, and relationships with any unconsolidated entities or any
other persons, which may have a material current or future effect on the financial condition
or results of the Company and as may be required to be reported under securities laws
applicable to the Company and stock exchange requirements on which the Company’s
common shares are listed, as applicable.

Review and discuss with appropriate members of management the Company’s annual MD&A (or
equivalent disclosures) and annual profit or loss press releases prior to their public disclosure and
recommend to the Board whether such annual MD&A should be approved.

Receive from the independent auditors a formal written statement of all relationships between the
auditors and the Company consistent with Independence Standards Board Standard No. 1.

Actively discuss with the independent auditors any disclosed relationships or services that may
impact their objectivity and independence, and take any other appropriate action to oversee their
independence.

Quarterly Financial Reporting

The Committee shall:

1.

Review and discuss with appropriate members of management the quarterly financial statements
of the Company, the results of the independent auditors’ review of these financial statements and
interim profit and loss press releases prior to their public disclosure.

Review and discuss with Company management and, if appropriate, the independent auditors,
significant matters relating to:

¢ the quality and acceptability of the accounting principles applied in the financial statements;

e new or changed accounting policies, and significant estimates, judgments, uncertainties or
unusual transactions;

A-3



762

o the selection, application and effects of critical accounting policies and estimates applied by
the Company; and

¢ any off-balance sheet transactions and relationships with any unconsolidated entities or any
other persons which may have a material current or future effect on the financial condition or
results of the Company and are required to be reported under securities laws applicable to the
Company or stock exchange requirements on which the Company’s common shares are listed,
as applicable.

3. Review and discuss with appropriate members of management the Company’s interim MD&A (or
equivalent disclosures) and interim profit or loss press releases prior to their public disclosure and
recommend to the Board whether such interim MD&A should be approved.

Other Functions

The Committee shall review and assess the adequacy of this charter annually, recommend any proposed
changes to the full Board and, to the extent required, certify to any applicable securities regulator and stock
exchange on which the Company’s common shares are listed, if applicable, that the Committee reviewed
and assessed the adequacy of the charter.

The Committee shall discuss with management “financial results” press releases (including the type and
presentation of information to be included, paying particular attention to any use of “pro forma” or
“adjusted” non-GAAP information), and financial information and guidance or other forward-looking
financial information provided to analysts and rating agencies or otherwise publicly disclosed. This may be
conducted generally as to types of information and presentations, and need not include advance review of
each release or other information or guidance.

The Committee, to the extent it deems necessary or appropriate, shall periodically review with management
the Company’s disclosure controls and procedures, internal control over financial reporting and systems
and procedures to promote compliance with applicable laws and regulatory requirements, as applicable,
and the Committee shall ensure that adequate procedures are in place for the review of the Company’s
public disclosure of financial information extracted or derived from the Company’s financial statements,
other than the public disclosure referred to above with respect to annual and quarterly financial statements;
and periodically assess the adequacy of such procedures.

The Committee shall periodically:

¢ inquire of management and the independent auditors about the Company’s major financial
risks or exposures;

e discuss the risks and exposures and assess the steps management has taken to monitor and
control the risks and exposures; and

o discuss guidelines and policies with respect to risk assessment and risk management.
The Committee shall conduct any activities relating to the Company’s code(s) of conduct and ethics as may
be delegated, from time to time, to the Committee by the Board.
The Committee shall establish and maintain procedures for:

e the receipt, retention, and treatment of complaints received by the Company regarding
accounting, internal accounting controls or auditing matters; and

e the confidential, anonymous submission by employees of the Company of concerns regarding
guestionable accounting or auditing matters.

If the Committee so determines, the confidential, anonymous submission procedures may also include a
method for interested parties to communicate directly with non-management directors.
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The Committee shall review and approve the Company’s hiring policies regarding partners, employees and
former partners and employees of the present and former external auditor of the Company in compliance
with the requirements set out in section 2.4 of Canadian National Instrument 52-110 — Audit Committees.

The Committee shall review and take appropriate action with respect to any reports to the Committee from
internal or external legal counsel engaged by the Company concerning any material violation of securities
law or breach of fiduciary duty or similar violation by the Company, its subsidiaries or any person acting
on their behalf.

The Committee shall, from time to time as necessary, review the effect of regulatory and accounting
initiatives on the financial statements of the Company. In addition, the Committee, as it considers
appropriate, may consider and review with the full Board, company management, internal or external legal
counsel, the independent auditors or any other appropriate person any other topics relating to the purposes
of the Committee which may come to the Committee’s attention.

The Committee may perform any other activities consistent with this charter, the Company’s corporate
governance documents and securities laws applicable to the Company and stock exchange requirements on
which the Company’s common shares are listed as the Committee or the Board considers appropriate.

Meetings, Reports and Resources

The Committee shall meet as often as it determines is necessary, but not less than quarterly. The Committee
shall meet separately with management and the independent auditors, as the Committee deems necessary.
In addition, the Committee may meet with any other persons, as it deems necessary.

The Committee may establish its own procedures, including the formation and delegation of authority to
subcommittees, in a manner not inconsistent with this charter, the Company’s constating documents or
applicable corporate and securities laws and stock exchange requirements on which the Company’s
common shares are listed, as applicable. The chairperson or a majority of the Committee members may call
meetings of the Committee. A majority of the authorized number of Committee members shall constitute a
guorum for the transaction of Committee business, and the vote of a majority of the Committee members
present at a meeting at which a quorum is present shall be the act of the Committee, unless in either case a
greater number is required by this charter, the Company’s constating documents or securities laws
applicable to the Company or stock exchange requirements on which the Company’s common shares are
listed, as applicable. The Committee shall keep written minutes of its meetings and deliver copies of the
minutes to the corporate secretary for inclusion in the Company’s corporate records.

If required by securities laws applicable to the Company or stock exchange requirements on which the
Company’s common shares are listed, the Committee shall prepare any audit committee report to be
included in the Company’s annual management information circular, and report to the Board on the other
matters relating to the Committee or its purposes. The Committee shall also report to the Board annually
the overall results of its annual review of the independent auditors’ qualifications, performance and
independence. The Committee shall also report to the Board on the major items covered by the Committee
at each Committee meeting, and provide additional reports to the Board as the Committee may determine
to be appropriate, including review with the full Board of any issues that arise from time to time with respect
to the quality or integrity of the Company’s annual and quarterly financial statements and other publicly
disclosed financial information, the Company’s compliance with legal or regulatory requirements, the
performance and independence of the independent auditors.

The Committee is at all times authorized to have direct, independent and confidential access to the
independent auditors and to the Company’s other directors, management and personnel to carry out the
Committee’s purposes. The Committee is authorized to conduct or authorize investigations into any matters
relating to the purposes, duties or responsibilities of the Committee.
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As the Committee deems necessary to carry out its duties, it is authorized to select, engage (including
approval of the fees and terms of engagement), oversee, terminate, and obtain advice and assistance from
outside legal, accounting, or other advisers or consultants. The Company shall provide for appropriate
funding, as determined by the Committee and recommended to the Board, for payment of:

e compensation to the independent auditors for their audit and audit-related, review and attest
Services;

e compensation to any advisers engaged by the Committee; and

e ordinary administrative expenses of the Committee that are necessary or appropriate in
carrying out its duties.

Nothing in this charter is intended to preclude or impair the protection that may be provided under
applicable law for good faith reliance by members of the Committee on reports or other information
provided by others.
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APPENDIX B

STATEMENT OF CORPORATE GOVERNANCE PRACTICES

This Appendix describes the Company’s corporate governance practices as required by Canadian National Instrument
58-101 - Disclosure of Corporate Governance Practices (“NI 58-101") having regard to Canadian National Policy
58-201 — Corporate Governance Guidelines (“NP 58-201") which provides guidance on corporate governance
practices. The Board has reviewed this disclosure of the Company’s corporate governance practices.

Disclosure Requirement under

Form 58-101F2 Company’s Governance Practices
1. (i) Disclose the identity of directors who The Board of Directors (the “Board”) of
are independent. the Company believes that Messrs.

Cohen, Geyer, Potvin and Johnston are
“independent” within the meaning of
section 1.4 of Canadian National
instrument 52-110 — Audit Committees
(“NI 52-110”) and section 1.2 of NI 58-
101, as none of them is, or has been
within the last three years, an executive
officer or employee of the Company or
party to any material contract with the
Company and none of them receive
remuneration from the Company in
excess of directors’ fees and grants of
stock options. The Board believes that
the four directors are free from any
interest and any business or other
relationship that could, or could
reasonably be perceived to, materially
interfere with their ability to act
independently from management or to
act as a director with a view to the best
interests of the Company, other than
interests and relationships arising from
shareholdings.

(i) Disclose the identity of directors who Three directors, Messrs. Coleman,
are not independent, and describe the Timm, and Belanger, are employees of
basis for that determination. the Company and therefore not

considered independent.
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Disclosure Requirement under
Form 58-101F2

Company’s Governance Practices

2.

5. (i)

If a director is presently a director of
any other issuer that is a reporting
issuer (or the equivalent) in a
jurisdiction or a foreign jurisdiction,
identify both the director and the
other issuer.

Describe what steps, if any, the board
takes to orient new board members,
and describe any measures the board
takes to provide continuing
education for directors.

Describe what steps, if any, the board
takes to encourage and promote a
culture of ethical business conduct.

Disclose what steps, if any, are taken
to identify new candidates for board
nomination, including who identifies
new candidates.

B-2

Such other directorships have been
disclosed in “Business of the Meeting —
Item 1 — Election of Directors” section of
this Circular.

Due to its current size, the Board does not
currently provide an orientation and
education program for specifically
training new recruits to the Board.

The Board does not provide a continuing
education program for its directors. All
directors are given direct access to
management, which is encouraged to
provide information on the Company and
its business and affairs to directors. The
Board believes that each of its directors
maintain the skills and knowledge
necessary to meet their obligations as
directors.

The Board has adopted the Gold Reserve
Inc. Code of Conduct and Ethics (the
“Code”), which can be found at
www.goldreserveinc.com and is
available in print to any Shareholder who
requests it.

All  Company employees, including
officers, and directors are expected to use
sound judgment to help maintain
appropriate compliance procedures and
to carry out the Company’s business with
honesty and in compliance with laws and
high ethical standards. Each employee
and director are expected to read the
Code and demonstrate  personal
commitment to the standards set forth in
the Code.

The Nominating Committee assists the
Board in fulfilling its responsibilities
with respect to the composition of the
Board, including recommending
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Disclosure Requirement under
Form 58-101F2 Company’s Governance Practices

candidates for election or appointment as
director of the Company.

(i) Disclose the process of identifying In considering and identifying new
new candidates. candidates for Board nomination, the
Board, where relevant:

(a) addresses succession and planning
issues;

(b) identifies the mix of expertise and
qualities required for the Board;

(c) assesses the attributes new directors
should have for the appropriate mix
to be maintained;

(d) arranges for each candidate to meet
with the Board Chair and the CEO;

(e) recommends to the Board as a whole
proposed nominee(s) and arranges
for their introduction to as many
Board members as practicable; and

(f) encourages  diversity in  the
composition of the Board.

6. (i) Disclose what steps, if any, are taken The Board reviews from time to time the
to determine compensation for the compensation paid to directors and
directors and CEO, including who NEOs in order to ensure that they are
determines compensation. being adequately compensated for the

duties performed and the obligations they
assume. The Board as a whole is
responsible  for  determining  the
compensation paid to the directors.

(i) Disclose the process of determining The Board considers evaluations
compensation. submitted by the Compensation
Committee evaluating the Company’s
performance and the performance of its
executive officers, and ratifies the cash
and equity-based compensation of such
executive officers approved by the
Compensation Committee.

7. If the board has standing committees The Executive Committee, which is
other than the audit, compensation comprised of Messrs. Coleman, Timm
and nominating committees, identify and Belanger, meets in person or by
the committees and describe their phone on a regular basis. Messrs.
function. Coleman, Timm and Belanger are not
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Disclosure Requirement under
Form 58-101F2 Company’s Governance Practices

considered independent directors within
the definition in NI 52-110.

The Executive Committee facilitates the
Company’s  activities  from  an
administrative perspective, but does not
supplant the full Board in the
consideration of significant issues facing
the Company.

The Legal Committee, which is
comprised of Messrs. Coleman, Cohen
and Timm, was created to review and
monitor the Company’s legal position in
respect of Board matters, matters related
to enforcement of the Award, matters
related to the Settlement Agreement and
ancillary matters, matters related to
Siembra Minera and the Barbados
Subsidiaries, and all other legal matters
arising out of the business of the
Company, as well as liaising with legal
counsel.

The Mining Committee, which is
comprised of Messrs. Geyer, Potvin and
Belanger, was created to review and
monitor all mining activities related to
the Barbados Subsidiaries and Siembra
Minera and acting as an intermediary
between the interactions between the
Barbados Subsidiaries and the Board.

The Financial Markets Committee,
which is currently comprised of Messrs.
Potvin and Belanger, was created to
evaluate the Company’s external
financial obligations with respect to debt
and/or equity issues and to evaluate and
review: the listing status of the
Company’s securities; the Company’s
public and investment market disclosure;
and the Company’s relationships with
investment banks and mining analysts as
well as the Shareholders.

The Barbados Committee, which is
comprised of Messrs. Belanger and
Coleman, was created to review and
monitor the activities of the Barbados
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Disclosure Requirement under
Form 58-101F2 Company’s Governance Practices

Subsidiaries and related transactions and
activities with Siembra Minera.

The Special Committee, which is
comprised of Messrs. Coleman and
Potvin, was created to conduct the
Company’s business, in compliance with
all applicable laws, which may not be
conducted by US Persons with respect to
its dealings with the Government of
Venezuela, Siembra Minera and the
collection of the 2016 settlement
agreement entered into between the
Company and the Government of
Venezuela in respect of the 2014
arbitration award received by the
Company under the Additional Facility
Rules of the International Centre for the
Settlement of Investment Disputes.

In the event that Ambassador Gagnon is
elected to the Board, it is expected that he
will be appointed as a member of the
Special Committee and Mr. Potvin will
be retained as a consultant to the
Company to advise the Special

Committee.
Disclose what steps, if any, that the Due to its current size, the Board does not
board takes to satisfy itself that the currently have a separate committee for
board, its committees, and its assessing the effectiveness of the Board
individual directors are performing as a whole, the committees of the Board,
effectively. or the contribution of individual

directors. The Board, as a whole, bear
these responsibilities.

The Board chair meets annually with
each director individually to discuss
personal contributions and overall Board
effectiveness.
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From:

Sent:

To:

Cc:

Subject:
Attachments:

Hi Maria,

Renner, Natalie

June 17, 2021 5:24 PM

Maria Konyukhova; David Byers

Schwill, Robin; Littlejohn, Maureen

Crystallex Case Conference Brief

Crystallex Case Conference Brief - June 23, 2021.pdf

Please find attached the Case Conference Brief of the Company. The attached is being provided to the
Monitor on a strictly confidential basis to be forwarded directly to Justice Hainey. This brief is confidential and
should not form part of the public record.

Please provide our brief to Goodmans and Cassels on the same confidential basis, and to their clients on the
basis that each of their clients confirm first in writing to their counsel that it will treat the brief as strictly
confidential and not disclose or disseminate it, or discuss it outside of counsel and those members of the Ad
Hoc Committee who have provided the same confirmation.

Thanks
Natalie
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Fetila Fasie, Julia

From: Ples, Danielle

Sent: June 28, 2021 12:57 PM

To: pruby@goodmans.ca; carmstrong@goodmans.ca

Cc: ‘dbyers@stikeman.com’; 'mkonyukhova@stikeman.com’; ‘brian.m.denega@ca.ey.com’;

Fiona Han; tpinos@casselsbrock.com; ‘skukulowicz@casselsbrock.com’;
‘rjacobs@casselsbrock.com’; Renner, Natalie

Subject: Crystallex International Inc.

Attachments: Letter to Goodmans.pdf; Pages from KRY - MOTION RECORD.pdf
Follow Up Flag: Follow up

Flag Status: Flagged

ProfileOnSend: 1

Sent on behalf of Natalie Renner
Good afternoon — please find attached correspondence and accompanying enclosure from Natalie
Renner. Thank you.

Danielle Ples
Assistant to Natalie Renner
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D A V I E S 155 Wellington Street West Natalie Renner
Toronto, ON M5V 3J7 Canada T 416.367.7489
nrenner@dwpv.com

dwpv.com
File 246577

June 28, 2021

CONFIDENTIAL

BY EMAIL

Goodmans LLP

Bay Adelaide Centre

333 Bay Street, Suite 3400

Toronto, ON M5H 257

Attention: Peter Ruby and Chris Armstrong

Dear Sirs:

Crystallex International Inc. ("Crystallex" or the "Company")

In accordance with the endorsement of Justice Newbould made June 7, 2016, we write to provide you

with the position of the Company on the unfiled “cross-motion” of the Ad Hoc Committee of Unsecured
Noteholders.

REDACTED

Tor#: 10196729.2

DAVIES WARD PHILLIPS & VINEBERG (L
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DAVIES

Could you please let us know your position on this issue as soon as possible.

Thanks.

NG
| _ I

Natalie Renner

Attachment

cc David Byers and Maria Konyukhova, Stikeman Elliot LLP

Brian Denega and Fiona Han, Ernst & Young
Timothy Pinos, Shayne Kukulowicz and Ryan Jacobs, Cassels Brock & Blackwell LLP

Tor#: 10196729.2 2 of 2
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Fetila Fasie, Julia

From: Renner, Natalie

Sent: July 23, 2021 12:04 PM

To: Renner, Natalie

Subject: FW: RE: Crystallex International Inc.

From: Armstrong, Christopher [mailto:carmstrong@goodmans.ca]
Sent: July 6, 2021 10:59 AM
Subject: RE: Crystallex International Inc.

External Email / Courriel externe

Hi Natalie,

| write in reply to your letter of June 28, 2021. Our clients do not agree with Crystallex’s assessment and will not agree to
redact publically available information from their cross-motion materials. Per your advice that Crystallex does not
oppose the filing of our clients’” unredacted cross-motion materials we will proceed to serve those materials on the CCAA
service list and file them with the Court.

Regards,

Chris

FxEEE Attention *rEF*

This communication is intended solely for the named addressee(s) and may contain information that is
privileged, confidential, protected or otherwise exempt from disclosure. No waiver of confidence, privilege,
protection or otherwise is made. If you are not the intended recipient of this communication, or wish to
unsubscribe, please advise us immediately at privacyofficer@goodmans.ca and delete this email without
reading, copying or forwarding it to anyone. Goodmans LLP, 333 Bay Street, Suite 3400, Toronto, ON, M5H
2S7, www.goodmans.ca. You may unsubscribe to certain communications by clicking here.

Chris Armstrong
Goodmans LLP

416.849.6013
carmstrong@goodmans.ca
goodmans.ca

From: Ples, Danielle <DPles@dwpv.com>

Sent: Monday, June 28, 2021 12:57 PM

To: Ruby, Peter <pruby@goodmans.ca>; Armstrong, Christopher <carmstrong@goodmans.ca>

Cc: 'dbyers@stikeman.com' <dbyers@stikeman.com>; 'mkonyukhova@stikeman.com' <mkonyukhova@stikeman.com>;
'brian.m.denega@ca.ey.com' <brian.m.denega@ca.ey.com>; Fiona Han <Fiona.Han@parthenon.ey.com>;
tpinos@casselsbrock.com; 'skukulowicz@casselsbrock.com' <skukulowicz@casselsbrock.com>;
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'rjacobs@casselsbrock.com' <rjacobs@casselsbrock.com>; Renner, Natalie <nrenner@dwpv.com>
Subject: Crystallex International Inc.

Sent on behalf of Natalie Renner

Good afternoon — please find attached correspondence and accompanying enclosure from Natalie
Renner. Thank you.

Danielle Ples
Assistant to Natalie Renner

Danielle Ples
Legal Assistant
T 416.863.0900 Ext 822294

dples@dwpv.com

DAVIES

155 Wellington Street West
Toronto, ON M5V 337

dwpv.com
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Fetila Fasie, Julia

From: Prosa, Sandy
Sent: October 29, 2020 12:27 PM
To: dbyers@stikeman.com; mkonyukhova@stikeman.com; Imercer@stikeman.com;

rchadwick@goodmans.ca; carmstrong@goodmans.ca; Mark, Alan; jporter@tgf.ca;
pgleeson@gleesonlegal.com; kalexander@kbalaw.ca; skukulowicz@casselsbrock.com;
rjacobs@casselsbrock.com; jdietrich@casselsbrock.com; mwunder@casselsbrock.com;
brian.m.denega@ca.ey.com; fiona.Han@ca.ey.com; david.cohen@gowlings.com;
clifton.prophet@gowlings.com; nicholas.kluge@gowlings.com;
Ibrzezinski@blaney.com; acobb@osler.com; akauffman@fasken.com

Cc: Renner, Natalie; Schwill, Robin; Littlejohn, Maureen

Subject: CCAA Stay Extension — Crystallex (Court File No. CV-11-9532-00CL) - November 3,
2020 Motion

Attachments: FINAL PUBLIC MOTION RECORD - November 3, 2020_Redacted.pdf

Please find attached the Public Motion Record of Crystallex International Corp. for the stay extension motion returnable
November 3, 2020 at 9:30 am, served upon you in accordance with the Rules of Civil Procedure. The motion will be held
by Zoom.
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Fetila Fasie, Julia

From: Ruby, Peter <pruby@goodmans.ca>
Sent: June 25, 2021 6:03 PM

To: Littlejohn, Maureen

Cc: Maria Konyukhova; Pinos, Timothy
Subject: RE: Crystallex - Scheduling and Evidence

External Email / Courriel externe
I now have an answer for you.

We do not understand why the public version was not provided with or immediately after the allegedly confidential
version. The unredacted portions of Mr. Fung’s affidavit could not possibly have generated any concern about
confidentiality. Nor could the unredacted text have reasonably been expected to yield additional responding evidence
from the Noteholders, so your June 24 email seems tactical. You write below that your client provide its public version
of its motion record “to give [the Noteholders] an opportunity to respond to the substance of Mr. Fung’s evidence”.
However, you actually redacted the substance of Mr. Fung’s affidavit, giving Mr. Reid nothing to which to respond. So
we are all still on the agreed schedule.

Wishes for a good weekend to you too,

Peter

From: Littlejohn, Maureen <MLittlejohn@dwpv.com>

Sent: Friday, June 25, 2021 4:39 PM

To: Ruby, Peter <pruby@goodmans.ca>; Pinos, Timothy <tpinos@cassels.com>; Maria Konyukhova
<MKonyukhova@stikeman.com>

Subject: RE: Crystallex - Scheduling and Evidence

Hi Peter,

If you don’t intend to file anything further notwithstanding having received a public version of the Fung Affidavit,
then | agree that we don’t need to debate the point. The objective was not to interfere with the current
schedule, but rather to give your client an opportunity to respond to the substance of Mr. Fung’s evidence if it
wanted to do so, without prejudicing Crystallex’s right of reply. Again, | see no reason why this should impact
cross-exam dates (or the dates that follow) in any event. | look forward to hearing from you on Monday
regarding this issue.

In the interim, wishing you all a great weekend.

Best regards,
Maureen

From: Ruby, Peter [mailto:pruby@goodmans.ca]

Sent: June 25, 2021 1:59 PM

To: Littlejohn, Maureen <MLittlejohn@dwpv.com>; Pinos, Timothy <tpinos@cassels.com>; Maria Konyukhova
<MKonyukhova@stikeman.com>

Subject: RE: Crystallex - Scheduling and Evidence




783

External Email / Courriel externe

I have unexpectedly been tied up for the last 48 hours and am now working through my unanswered emails.

| will get back to you about our position, probably on Monday, but given how long it took Crystallex to provide a public
version of its motion record, we expect the agreed timetable to be honoured, period. That said, the redactions from the
public version are extensive and it may be that this is a point we need not argue about.

Fxkxk Attention *FF**

This communication is intended solely for the named addressee(s) and may contain information that is
privileged, confidential, protected or otherwise exempt from disclosure. No waiver of confidence, privilege,
protection or otherwise is made. If you are not the intended recipient of this communication, or wish to
unsubscribe, please advise us immediately at privacyofficer@goodmans.ca and delete this email without
reading, copying or forwarding it to anyone. Goodmans LLP, 333 Bay Street, Suite 3400, Toronto, ON, M5H
257, www.goodmans.ca. You may unsubscribe to certain communications by clicking here.

From: Littlejohn, Maureen <MLittlejohn@dwpv.com>

Sent: Thursday, June 24, 2021 8:13 PM

To: Ruby, Peter <pruby@goodmans.ca>; Pinos, Timothy <tpinos@cassels.com>; Maria Konyukhova
<MKonyukhova@stikeman.com>

Subject: RE: Crystallex - Scheduling and Evidence

Peter,

I haven't yet heard from you regarding my emails below, and specifically the question of whether your clients
intend to either supplement or replace the existing Affidavit of Scott Reid in light of the fact that Mr. Reid is now
able to review a public version of the Fung Affidavit filed in connection with our motion. To the extent that your
client intends to do so, please let me know as soon as possible. Subject to the below, we have no objection to
you filing further or replacement evidence of Scott Reid in light of the fact that he only recently became able to
review a redacted version of the Fung Affidavit.

However, to be clear:

e We are not consenting (and will object) to your client attempting to supplement Mr. Reid’s evidence in
response to Mr. Fung’'s May 21, 2021 Affidavit after our July 9, 2021 deadline for reply evidence has
passed, including through the use of your reply evidence on the cross motion (which is due after our
July 9 reply evidence on the sealing motion is due); and

e To the extent that you do supplement or replace Mr. Reid’s evidence now in light of his recent access to
Mr. Fung’s redacted Affidavit, we will need to revise the date on which the Company’s Reply evidence
is to be delivered to reflect the delivery of this further evidence to which the Company will be replying.

If we can deal with this issue expeditiously there should be no reason to interfere with the August cross-
examination dates. However, | want to make sure that our position on this is clear.

Please let me know how you intend to proceed. I'd be happy to discuss on a call if that would assist.
Thanks and best regards,

Maureen

Maureen Littlejohn | Bio | vCard
T 416.367.6916
mlittlejohn@dwpv.com
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DAVIES

155 Wellington Street West
Toronto, ON M5V 3J7

dwpv.com

From: Littlejohn, Maureen

Sent: June 23, 2021 3:48 PM

To: 'Ruby, Peter' <pruby@goodmans.ca>; 'Pinos, Timothy' <tpinos@cassels.com>; '‘Maria Konyukhova'
<MKonyukhova@stikeman.com>

Subject: FW: Crystallex - Scheduling and Evidence

Hi Peter,
Just copying in Maria so we are all working from the same email thread.

Thanks,
Maureen

From: Littlejohn, Maureen

Sent: June 23, 2021 2:28 PM

To: 'Ruby, Peter' <pruby@goodmans.ca>; 'Pinos, Timothy' <tpinos@cassels.com>
Subject: RE: Crystallex - Scheduling and Evidence

Hi Peter,

For your reference, here’s the schedule that Tim and | were talking through this morning in relation to
briefing. Subject to how you plan to proceed with respect to #3 in my email below the first date may need to be
tweaked, but | don’t think that needs to impact the balance of the dates.

Does this work for you? If not, can we get on a call to try to resolve it?

Thanks and best regards,
Maureen

From: Littlejohn, Maureen

Sent: June 23, 2021 10:00 AM

To: Ruby, Peter <pruby@goodmans.ca>; 'Pinos, Timothy' <tpinos@cassels.com>
Subject: Crystallex - Scheduling and Evidence

Hi Peter,

Following up on our attendance this morning before Morawetz C.J., we wanted to canvass a few issues with
you:

1. What hearing date(s) would work for you the week of October 4? As of right now | am available
throughout that week, with the possible exception of a case management conference on the Friday
morning. | think Tim is also available but I'll let him speak for himself.
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2. Can we have a quick call to discuss what the briefing schedule would look like leading up to those
dates? Tim and | have some dates in mind but | expect we can come to agreement pretty easily on a
call.

3. We heard your point this morning about Scott Reid having been required to respond to the Company’s
sealing motion without the benefit of having read any part of the Company’s Affidavit. As of June 21,
you now have a public version of that Affidavit. Do you intend to replace or to supplement your existing
evidence from Scott Reid in light of the fact that he can now review that public Affidavit? If so, please
let us know what you plan to do and when we will receive something further from you. The Company
obviously needs to be basing its reply evidence on the whole of Scott Reid’'s evidence concerning the
sealing motion, so to the extent that you intend to serve something further that may impact our July 9
date.

Please let us know when you are available to speak, ideally either today or tomorrow.

Thanks and best regards,
Maureen
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Court File No. CV-11-9532-00CL

SUPERIOR COURT OF JUSTICE

COMMERCIAL LIST

CRYSTALLEX INTERNATIONAL

-and -

Applicant

COMPUTERSHARE TRUST COMPANY OF CANADA INITS CAPACITY AS TRUSTEE FOR THE HOLDERS OF CRYSTALLEX
SENIOR 9.375% SENIOR NOTES DUE DECEMBER 23,2011 AND THE AD HOC COMMITTEE OF BENEFICIAL OWNERS OF THE

SENIOR NOTES.

Respondents

UNDERTAKINGS, UNDER ADVISEMENTS AND REFUSALS GIVEN AT THE CROSS-EXAMINATION OF
SCOTT REID HELD AUGUST 6, 2021!

# | PAGE

QUESTION

UNDERTAKING/ADVISEMENT/REFUSAL

RESPONSE

56

Under Advisement — To advise of the holdings of the
other members of the Ad Hoc Committee the Crystallex
senior notes.

Mr. Reid does not know the mdividual holdings of the other
participants in the Ad Hoc Committee, and in any event the
question is irrelevant.

147

Under Advisement— To advise as of August 6, 2021
whether Crystallex senior notes were still
Ravensource’s number one investment position in terms
of value.

Yes.

! The responses provided herein are without prejudice to the Noteholders® position on the relevance of any particular question and without waiver of any applicabk

privilege.
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PAGE

QUESTION

UNDERTAKING/ADVISEMENT/REFUSAL

RESPONSE

39

148

Under Advisement — To advise that if it is the number
one mvestment position, what is the percentage of net
assets of Ravensource that the investment compromises.

As at June 30, 2021 (which is the date of Ravensource’s most
recent financial statements, a copy of which are attached as
Exhibit “A”), Crystallex’s senior notes were approximately
19.7% of Ravensource’s net assets. There has been no change n
Ravensource’s holdings of Crystallex senior notes since June 30,
2021.

41

161

Undertaking — To provide a list of the restructurng
cases Mr. Reid has been involved in over the last 20
years.

See listing attached as Exhibit “B”.

42

162

Under Advisement — To include as part of the list
mentioned in the previous question, the role Mr. Reid
played i each restructuring proceeding, ie. as a
member of the Ad Hoc Committee, etc.

See listing attached as Exhibit “B”.

63

224

Refusal — To advise whether the Ad Hoc Committee has
gone to the CCAA court to seek assistance i settling an
acceptable form of confidentiality agreement.

Refused — Crystallex is able to review the Court record.

64

225

Undertaking — With regards to Mr. Reid’s answer of
“not to my memory” to Question 223, to advise if Mr.
Reid comes to the conclusion that his answer was wrong
in any respect.

Mr. Reid has not come to the conclusion that his answer was
Wwrong in any respect.
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-3-
# | PAGE | QUESTION UNDERTAKING/ADVISEMENT/REFUSAL RESPONSE
8. 71 255 Under Advisement— To confirm whether any member [ QVT and Greywolf signed a confidentiality agreement with
of the Ad Hoc Committee has signed a confidentiality | Crystallex in connection with the 2012 DIP solicitation process,
agreement in respect of this proceeding. as was required to participate in the DIP solicitation process.
The Ad Hoc Committee is also party to a Mediation Agreement
with Crystallex, Tenor, the Monitor and the Honourable Robert
A Blair dated May 22, 2019, a term of which includes: “All oral
or written statements made during the Mediation (including
during any of the meetings with the Mediator or among the
Parties). all documents prepared or produced mn connection wih
and during the mediation (including the Mediation Briefs and
any documents provided pursuant to Paragraph 6 herem) which
are not otherwise discoverable shall be made on a without
prejudice basis, treated as strictly confidential and shall never be
subject to disclosure through discovery or any other process.”
9. 102 374 Undertaking — With regards to Exhibit # 12 | Mr.Reid has noreason to believe Exhibit # 12 is not as indicated.
(Ravensource management’s letter to Unitholders, | (For clarity. the letter is for the period ending June 30, 2019 and
dated June 30t 2019), if Mr. Reid believes at some | is dated September 2019).
point in the future that this is not actually the letter he
signed and put out into the public, that we would come
back and correct it.
10. 140 525 Undertaking — To correct opposing counsel if they are | Counsel’s math is correct.

wrong with regards to ther math that between
December 2014 and the end of 2020 Ravensource
mcreased its holdings of Crystallex Senior Notes by
about 18% relative to Ravensource’s 2014 holdings.
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PAGE

QUESTION

UNDERTAKING/ADVISEMENT/REFUSAL

RESPONSE

11.

141

527

Under Advisement— To detail the purchases that Mr.
Reid made of Crystallex senior notes on behalf of the
Stornoway Recovery Fund between December 2014
and the present day in terms of the face value of the
Crystallex Senior notes.

In response to counsel for the Noteholders asking for
help with the relevance of these details, Crystallex
counsel advised “I’m happy to help with the relevance
but not with the witness on the call.”

Refused - counsel has not provided any information regarding
the relevance of this question as they indicated they would. To
the extent counsel provides a satisfactory explanation as to
relevance, Mr. Reid is prepared to further consider this question.

12.

142

Under Advisement — To provide the Stornoway
recovery fund holdings of Crystallex senior notes as of
December 2014 in terms of the face value.

In response to counsel for the Noteholders asking for
help with the relevance of these details, Crystallex
counsel advised “I’m happy to do that, agamn, with the
witness not on the call.”

See answer to Question# 11.

13.

167

627

Under Advisement — Whether Goodmans has retamed

U.S. enforcement counsel to advise on Crystallex’s
enforcement activities.

No, Goodmans has not retamed U.S. enforcement counsel to
advise on Crystallex’s enforcement activities.

14.

169

634

Under Advisement — To confirm when the
engagements with Quinn Emmanuel and the other well
known international arbitration firm i regards to the
arbitration and enforcement came to an end.

The Ad Hoc Committee has not sought advice from either of the
two firms since prior to 2018.

169

635

Under Advisement — As part of the previous under
advisement, to advise whether those counsel engaged
with Crystallex’s U.S. enforcement counsel on these
matters.

To the best of Mr. Reid’s knowledge, no.
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PAGE

QUESTION

UNDERTAKING/ADVISEMENT/REFUSAL

RESPONSE

16.

188

701

Under Advisement — With regards to Mr. Reid’s May
28, 2021 affidavit where he states that he was not able
to review Mr. Fung’s two affidavits delivered in support
of sealing as they were delivered on a confidential basis,
to advise whether the second affidavit he is talking
about is Mr. Fung's October 28th, 2020, affidavit.

The second affidavit Mr. Reid was referring to is Confidential
Appendix I to Mr. Fung’s October 28, 2020, affidavit. The
confidential and public versions of Mr. Fung’s October 28, 2020,
affidavit are annexed hereto as Exhibit “C” and “D”,
respectively. In his October 28, 2020, affidavit delivered in
support of Crystallex’s stay extension request, Mr. Fung states:
“Crystallex and its stakeholders will suffer significant and
irreparable harm if the Confidential Information is made public.
The specific harm from the disclosure of Confidential
Information is detailed in Confidential Appendix I to my
Affidavit, which forms part of my Affidavit. [emphasis added].

The referenced Confidential Appendix I (whichis 16 pages in
length, references 9 confidential exhibits, and provides Mr.
Fung’s evidence in support of Crystallex’s sealing request for the
November 2020 stay extension financial information, and was
mcorporated by reference into his affidavit in support of
Crystallex’s sealing request for the May 2021 stay extension
financial information) is entirely redacted in the public version
of Mr. Fung’s October 28, 2020, affidavit. As such, Mr. Reid was
not able to review the evidence Mr. Fung provided in support of
Crystallex’s sealing request prior to swearing his May 28
affidavit, and has still not been able to review any part of
Confidential Appendix I as Crystallex has never delivered a
public version of it.

17.

195

720

Under Advisement — To identify who Mr. Reid was
speculating the fourth investor was when he wrote in his
December 31, 2020 management letter: “Four
sophisticated mvestors happily own more than 90% of
the senior notes leaving little opportunity for outside
mvestors to buy.”

Refused — as Mr. Reid indicated on the record, he does not know
who the mvestor is, and his speculation is not admissible or
relevant.
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with the other members of the committee and counselto
try to ascertain the date at which the committee decided
to mitiate the cross motion.

-6-
# | PAGE | QUESTION UNDERTAKING/ADVISEMENT/REFUSAL RESPONSE
18. 210 783 Undertaking — To produce any single letter sent to | Aside from the email from counsel to the Noteholders to the
Crystallex in 2021 that requested all of the mformation | Monitor dated May 28, 2021, attached as Exhibit “F” to Mr.
sought on the cross-motion. Reid’s affidavit sworn July 19, 2021 (which Mr. Reid expects
was provided to Crystallex), Mr. Reid is not aware of any single
letter sent to Crystallex in 2021 requesting all of the information
sought on the cross-motion.
19. 212 790 Under Advisement —To check internal correspondence

The Noteholder Committee decided to bring the cross-motion on
May 25, 2021.

7192368
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MANAGEMENT RESPONSIBILITY FOR FINANCIAL REPORTING

The accompanying unaudited interim financial statements have been prepared by Stornoway
Portfolio Management Inc. in its capacity as the Investment Manager of Ravensource Fund (the
“Trust”). The Trust's Investment Manager is responsible for the information and representations
contained in these financial statements.

The Investment Manager maintains appropriate processes to ensure that relevant and reliable
financial information is produced. The unaudited interim financial statements have been prepared in
accordance with International Financial Reporting Standards and include certain amounts that are
based on estimates and judgements made by the Investment Manager. The significant accounting
policies which the Investment Manager believes are appropriate for the Trust are described in Note 3
to the unaudited interim financial statements.

On behalf of the Investment Manager

(E - August 24, 2021
Scott Reid Date

NOTICE TO UNITHOLDERS

The Auditors of the Partnership have not reviewed these financial statements.

Computershare Trust Company of Canada, the Trustee of the Trust, appointed an independent
auditor, who was confirmed by the unitholders, to audit the Trust's annual financial statements.
Applicable securities laws require that if an auditor has not reviewed the Trust's interim financial
statements, this must be disclosed in an accompanying notice.



RAVENSOURCE FUND

Statement of Financial Position

June 30, 2021, with comparative information for December 31, 2020
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(Unaudited)
2021 2020
Assets
Cash and cash equivalents $ 7,192,017 $ 3,334,030
Financial assets at fair value through profit or loss
(cost - $15,407,566; 2020 - $18,672,635) (note 10) 17,895,183 19,281,671
Foreign exchange contract (note 10) - 40,659
Interest and dividends receivable 18,407 27,431
Prepaid expenses 1,251 3,662
25,106,858 22,687,453
Liabilities
Accounts payable and accrued liabilities 83,095 98,588
Foreign exchange contract (note 10) 297,267 -
Management and administrative fees payable
(note 4(a) and (b)) 45,228 21,667
425,590 120,255
Net assets attributable to holders of redeemable units $ 24,681,268 $ 22,567,198
Number of redeemable units outstanding (note 6) 1,423,998 1,423,998
Net assets attributable to holders of
redeemable units per unit (note 5) $ 17.33 $ 15.85

See accompanying notes to financial statements.

Approved on behalf of the Trust:

Seuttic @QQS

Stornoway Portfolio Management Inc.,
as Investment Manager
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Statement of Comprehensive Income (Loss)

Six months ended June 30, 2021, with comparative information for 2020
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(Unaudited)
2021 2020
Income:
Dividends and income trust distributions $ 133,862 $ 235,473
Interest income for distribution purposes 16,774 83,416
150,636 318,889
Net change in fair value on financial assets at fair value
through profit or loss and foreign exchange contracts:
Net realized gain (loss) on financial assets, including
foreign exchange translations on cash 226,363 321,411
Net realized gain (loss) on foreign exchange contracts 687,991 (272,281)
Net unrealized gain (loss) on financial assets 1,876,658 (3,602,641)
Net unrealized gain (loss) on foreign exchange
contracts (337,926) (340,073)
Net change in fair value on financial assets and
foreign exchange contracts 2,453,086 (3,893,584)
2,603,722 (3,574,695)
Expenses:
Management fees (note 4(a)) 86,679 101,463
Legal fees 47,359 72,239
Administrative fees (note 4(b)) 46,673 54,634
Independent review committee fees and expenses 18,775 18,531
Accounting fees 17,622 16,679
Audit fees 16,159 15,480
Trust administration and transfer agency fees 11,901 12,776
Listing fees 11,653 12,340
Transaction costs 7,003 10,385
Investor relations fees (note 4(d)) 6,764 6,780
Other 5,464 11,171
276,052 332,478
Increase (decrease) in net assets attributable to
holders of redeemable units $ 2,327,670 $ (3,907,173)
Weighted average number of units outstanding
during the period 1,423,998 1,672,870
Increase (decrease) in net assets attributable to
holders of redeemable units per weighted
average unit outstanding during the period $ 1.63 $ (2.34)

See accompanying notes to financial statements.
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Statement of Changes in Net Assets Attributable to Holders of Redeemable Units

Six months ended June 30, 2021, with comparative information for 2020
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(Unaudited)
2021 2020
Net assets attributable to holders of
redeemable units, beginning of period $ 22,567,198 $ 29,712,767
Increase (decrease) in net assets attributable
to holders of redeemable units 2,327,670 (3,907,173)
Capital transactions:
Distributions to holders of redeemable
units (note 5(d)) (213,600) (250,931)
Net assets attributable to holders of
redeemable units, end of period $ 24,681,268 $ 25,554,663

See accompanying notes to financial statements.



RAVENSOURCE FUND

Statement of Cash Flows

Six months ended June 30, 2021, with comparative information for 2020
(Unaudited)
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2021 2020
Cash and cash equivalents, beginning of period $ 3,334,030 $ 5,992,900
Increase (decrease) in cash and cash equivalents
during the period:
Cash flows from (used in) operating activities:
Increase (decrease) in net assets attributable to
holders of redeemable units 2,327,670 (3,907,173)
Adjustments for non-cash income items:
Net realized (gain) loss on financial assets
including foreign exchange translations on cash (226,363) (321,411)
Net unrealized (gain) loss on financial assets (1,876,658) 3,602,641
Net unrealized (gain) loss on foreign
exchange contracts 337,926 340,073

Change in non-cash balances:

(Increase) decrease in interest and dividends receivable 9,024 29,788
(Increase) decrease in prepaid expenses 2,411 (1,248)
Increase (decrease) in accounts payable and accrued

liabilities (15,493) (44,520)
Increase (decrease) in incentive, management and

administrative fees payable 23,561 (30,604)

Foreign exchange gain (loss) on cash (57,011) 25,930

Proceeds from sale of investments 4,516,357 2,928,374

Purchase of investments (969,837) (954,382)

Net cash flows from (used in) operating activities 4,071,587 1,667,468
Cash flows from (used in) financing activities:

Distributions paid to holders of redeemable units (213,600) (250,931)
Increase (decrease) in cash and cash equivalents during the period 3,857,987 1,416,537
Cash and cash equivalents, end of period $ 7,192,017 $ 7,409,437
Supplemental cash flow information:

Interest received $ 58,957 $ 160,203

Dividends received 100,703 188,474

See accompanying notes to financial statements.
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Schedule of Investments

As at June 30, 2021 (unaudited)
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Fair value
Average Fair as % of net
Shares/units Investments owned cost value asset value
Canadian equities:
Preferred shares:
185,929 Dundee Corp. Series 3 $ 2233612 $ 3,421,093 13.86
Common shares:

1,000 Crystallex International Corp. 90 - -
94,132 Distinction Energy Corp. 1,839,633 1,882,640 7.63
15,280 Glacier Media Inc. 7,946 6,800 0.03

1,847,669 1,889,440 7.66
U.S. equities:
Preferred shares:
23,018 Brookfield DTLA Fund Office Trust
Investor Inc. 7.625% 418,071 399,480 1.62
Common shares / trust units:
251,667 Firm Capital Apartment Real Estate
Investment Trust 2,130,923 2,353,881 9.54
424,500 Genworth Financial Inc. 2,253,751 2,052,303 8.32
343,130 GXI Acquisition Corp. Class A 432,589 271,976 1.10
861,080 GXI Acquisition Corp. Class B 1,080,229 682,520 2.77
515,766 Old PSG Wind-Down Ltd. 403,389 57,147 0.23
337,323 Quad/Graphics Inc. 2,253,297 1,735,374 7.03
1,323,256 SeaCo Ltd. - - -
49,882 Spanish Broadcasting System Inc. 179,707 157,806 0.64
8,733,885 7,311,007 29.62
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Schedule of Investments (continued)

As at June 30, 2021 (unaudited)
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Fair value
Average Fair as % of net
Par value Investments owned cost value asset value
Debt:
3,559,000 Crystallex International Corp.
9.375% due Dec 30, 2011* 2,205,375 4,853,106 19.66
1,106,316 Delphi Energy Corp.
10% due April 15, 2023* — Residual
Cash Claim 19,035 21,057 0.09
2,224,410 4,874,163 19.75
Net investments owned 15,457,647 17,895,183 72.51
Foreign exchange contract:
Sell $9,900,000 USD, buy $11,976,278 CAD
@1.209725, September 10, 2021 - (297,267) (1.20)
Brokerage commissions (50,081)
Total portfolio of investments $ 15,407,566 17,597,916 71.30
Other net assets 7,083,352 28.70
Net assets $ 24,681,268 100.00
* Defaulted

See accompanying notes to financial statements.
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RAVENSOURCE FUND

Notes to Financial Statements

Six months ended June 30, 2021

1. Trust organization and nature of operations:

Ravensource Fund (the "Trust") is a closed-end investment trust which was created under the
laws of the Province of Ontario pursuant to a Declaration of Trust, dated April 28, 1997, as
amended January 15, 2001 and as further amended and restated as at August 22, 2003,
July 1, 2008 and July 3, 2015. The Trust's units are listed on the Toronto Stock Exchange
(RAV.UN).

Computershare Trust Company of Canada acts as trustee for the Trust (the "Trustee"). At a
special meeting of the Trust's unitholders, Stornoway Portfolio Management Inc., an Ontario
corporation, was appointed as the investment manager (the "Investment Manager") of the
Trust, effective July 1, 2008. The Trust's principal place of business is located at 30 St. Clair
Avenue West, Suite 901, Toronto, Ontario M4V 3A1.

The Investment Manager provides portfolio management and administrative services to the
Trust, subject to the overall supervision of the Trustee. The Investment Manager is authorized
to invest the Trust's assets and make investment decisions on behalf of the Trust. Employees
of the Investment Manager own 168,947 (December 31, 2020 — 167,947) units, representing
11.9% (December 31, 2020 — 11.8%) of outstanding units as at June 30, 2021.

The capital of the Trust is represented by the net assets attributable to holders of redeemable
units of the Trust, and comprises investments, cash and cash equivalents, and interest and
dividends receivable, offset by liabilities of the Trust. As more fully outlined in the Declaration
of Trust, the principal investment objective of the Trust is to achieve absolute annual returns,
with an emphasis on capital gains, through investment in selected North American securities.
To achieve its objectives the Trust invests across three core strategies: Distressed Securities;
Alternative Credit; and Special Situations Equities. The success of the Trust depends on the
investment decisions of the Investment Manager and will be influenced by a number of risk
factors, including liquidity risk, market risk, investment in options, and leverage from borrowed
funds.

2. Basis of presentation:
(a) Basis of presentation:
The financial statements have been prepared in accordance with International Financial

Reporting Standards ("IFRS"). They were authorized for issue by the Investment Manager
on August 24, 2021.
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Notes to Financial Statements (continued)

Six months ended June 30, 2021

2. Basis of presentation (continued):

(b) Functional and presentation currency:

These financial statements are presented in Canadian dollars, which is the Trust's
functional currency.

3. Significant accounting policies:

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

(a) Financial instruments:

(i)

Recognition, initial measurement and classification:

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

Under IFRS 9, the Trust classifies financial assets and financial liabilities into the
following categories:

e Financial assets at FVTPL: debt securities, equity investments and derivative
financial instruments;

e Financial assets at amortized cost: all other financial assets are classified as at
amortized cost;

e Financial liabilities at FVTPL: derivative financial instruments and securities sold
short, if any; and

¢ Financial liabilities at amortized cost: all other financial liabilities are classified as at
amortized cost.
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Notes to Financial Statements (continued)

Six months ended June 30, 2021

3.

Significant accounting policies (continued):

(ii) Fair value measurement:

Securities listed upon a recognized public stock exchange are valued at the most
recent price which the security transacted as of the valuation dates. In the event a
given security is not transacted on a valuation date, the Investment Manager values the
security using its closing bid price. In a situation where, in the opinion of the
Investment Manager, a market quotation for a security is inaccurate, unreliable, or not
readily available, the fair value of the security is estimated using valuation techniques
generally used in the industry. These techniques take into account market factors,
valuation of similar securities and interest rates.

Short-term notes, treasury bills, bonds, asset-backed securities and other debt
instruments traded in over-the-counter markets are valued at bid quotations provided
by recognized investment dealers.

Securities not listed upon a recognized public stock exchange or not traded in over-the-
counter markets are valued using valuation techniques, which take into account market
factors, valuation of similar securities and interest rates.

The Trust recognizes financial instruments at fair value. Purchases and sales of
financial assets are recognized at their trade dates. The Trust's obligation for net
assets attributable to holders of redeemable units is presented on the financial
statements at the redemption amount as determined according to the Declaration of
Trust. All other financial assets and financial liabilities are measured at amortized cost.
Under this method, financial assets and financial liabilities reflect the amount required
to be received or paid, discounted, when appropriate, at the contract's effective interest
rate. The Trust's accounting policies for measuring the fair value of its investments and
derivatives are identical to those used in measuring its net asset value for transactions
with unitholders.

The Trust may enter into foreign exchange contracts to hedge itself against foreign
currency exchange rate risk for its foreign currency-denominated assets and liabilities
in case of adverse foreign currency fluctuations against the U.S. dollar.
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3.

Significant accounting policies (continued):

(iif)

Forward currency transactions are classified as foreign exchange contracts in the
Trust's financial statements and represent agreements for delayed delivery of specific
currencies in which the seller agrees to make delivery at a specified future date of
specified currencies. Risks associated with forward currency transactions are the
inability of counterparties to meet the terms of their respective contracts and
movements in fair value and exchange rates. The Trust considers the credit risk of the
counterparty for forward currency transactions in evaluating potential credit risk and
selecting counterparties to forward currency transactions.

Offsetting financial instruments:

Financial assets and financial liabilities are offset and the net amount reported in the
statements of financial position when there is a legally enforceable right to offset the
recognized amounts and there is an intention to settle on a net basis, or to realize the
asset and settle the liability simultaneously.

The Trust and its custodian have agreed that in the event of a default, the custodian
reserves the right to sell any and all property the Trust holds with the custodian or any
of its affiliates, to offset any indebtedness the Trust may have.

(iv) Recognition/derecognition:

The Trust recognizes financial assets or financial liabilities on a trade date basis - the
date it commits to purchase or sell the instruments. From this date, any gains and
losses arising from changes in fair value of the assets or liabilities are recognized in the
statements of comprehensive income (loss).

Other financial assets are derecognized when, and only when, the contractual rights to
the cash flows from the asset expire; or when the Trust transfers the financial asset and
substantially all the risks and rewards of ownership of the asset to another entity. The
Trust derecognizes financial liabilities when, and only when, the Trust's obligations are
discharged, cancelled or expired.

10
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3.

Significant accounting policies (continued):

(b)

(c)

(d)

Income recognition:

Interest income is accrued daily and dividend income is recognized on the ex-dividend
date.

Interest income for distribution purposes shown on the statements of comprehensive
income (loss) represents the coupon interest received by the Trust accounted for on an
accrual basis. The Trust does not amortize premiums paid or discounts received on the
purchase of fixed income securities, except for zero coupon bonds, which are amortized on
a straight-line basis.

Net realized gain (loss) on the sale of financial assets and net unrealized gain (loss) on
financial assets are determined on an average cost basis. Average cost does not include
amortization of premiums or discounts on fixed income securities with the exception of
zero-coupon bonds.

Income taxes:

The Trust is taxable as a mutual fund trust under the Income Tax Act (Canada) on its
income, including net realized capital gains in the taxation year, which is not paid or
payable to its unitholders as at the end of the taxation year. It is the intention of the Trust to
distribute all of its net income and sufficient net realized capital gains so that the Trust will
not be subject to income taxes.

Foreign currency translation:

Transactions in currencies other than the Canadian dollar are translated at the rates of
exchange prevailing at the transaction dates. Assets and liabilities denominated in
currencies other than the Canadian dollar are translated at the applicable exchange rates
prevailing at the reporting dates. The functional currency of the Trust is the Canadian
dollar. Resulting exchange differences are recognized in the statements of comprehensive
income (loss) in net realized gain (loss) on financial assets and net unrealized gain (loss)
on financial assets.

11
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3.

Significant accounting policies (continued):

(e) Transaction costs:

(f)

Transaction costs are expensed and are included in the statements of comprehensive
income (loss). 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, levies by regulatory agencies and securities
exchanges, and transfer taxes and duties.

Use of estimates:

The preparation of financial statements in accordance with IFRS requires management to
use accounting estimates. It also requires management to exercise its judgment in the
process of applying the Trust's accounting policies. Estimates are continually evaluated
and based on historical experience and other factors, including expectations of future
events that are believed to be reasonable under the circumstances. The Trust may hold
financial 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 significant
accounting judgments and estimates the Trust has made in preparing the financial
statements. See note 10 for more information on fair value measurements. Actual results
could differ from those estimates.

A global pandemic related to an outbreak of COVID-19 has cast additional uncertainty on
the assumptions used by management in making its judgements and estimates.
Governments and central banks have reacted with significant monetary and fiscal
interventions designed to stabilize economic conditions. The duration and impact of the
COVID-19 outbreak is unknown at this time, as is the efficacy of the government and
central bank interventions. It is not possible to reliably estimate the length and severity of
these developments and their impact on the financial results and condition of the Trust in
future periods. Given that the full global economic impact of the outbreak, including
government and/or regulatory responses, is not predictable at this time, there is a higher
level of uncertainty with respect to management’s judgements and estimates.

Cash and cash equivalents:

Cash and cash equivalents represent cash positions, as well as any unsettled trades as at
June 30, 2021 and December 31, 2020.

12
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3. Significant accounting policies (continued):

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

The net assets attributable to holders of redeemable units per unit is calculated by dividing
the net assets attributable to holders of redeemable units of a particular class of units by
the total number of units of that particular class outstanding at the end of the period.

Increase in net assets attributable to holders of redeemable units per weighted average
units outstanding during the period:

Increase in net assets attributable to holders of redeemable units per weighted average unit
outstanding during the period is based on the increase in net assets attributable to holders
of redeemable units attributed to each class of units, divided by the weighted average
number of units outstanding of that class during the period.

4. Related party transactions:

(a) Management fees:

The management fees payable to the Investment Manager are based on the Trust's
average weekly net assets attributable to holders of redeemable units at the end of each
week and payable on the last business day of each calendar month as follows:

Average weekly net assets attributable to

holders of redeemable units Management fee
Up to and including $250,000,000 0.65% plus HST
Between $250,000,000 and $500,000,000 0.60% plus HST
$500,000,000 and more 0.55% plus HST

The management fees for the period ended June 30, 2021 amounted to $86,679 (June 30,
2020 - $101,463). The management fees payable as at June 30, 2021 amounted to
$29,398, including HST (December 31, 2020 - $14,084).

13
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Six months ended June 30, 2021

4,

Related party transactions (continued):

(b)

(d)

Administrative fees:

Subject to the supervision of the Trustee, the Investment Manager agrees to be responsible
for and provide certain administrative services to the Trust. The Trust will pay the
Investment Manager a fee based on the Trust's average weekly net assets attributable to
holders of redeemable units at the end of each week and payable on the last business day
of each calendar month as follows:

Average weekly net assets attributable to

holders of redeemable units Administrative fee
Up to and including $250,000,000 0.35% plus HST
Between $250,000,000 and $500,000,000 0.30% plus HST
$500,000,000 and more 0.25% plus HST

The administrative fees for the period ended June 30, 2021 amounted to $46,673 (June 30,
2020 - $54,634). The administrative fees payable as at June 30, 2021 amounted to
15,830, including HST (December 31, 2020 - $7,583).

Incentive fee:

An incentive fee will be payable to the Investment Manager in any year, equal to 20% of the
amount by which the net asset attributable to holders of redeemable units per unit at the
end of the year, adjusted for contributions, distributions and redemptions during the year,
exceeds the net assets attributable to holders of redeemable units per unit at the beginning
of the year by more than 5%, plus any shortfall from the prior year. This fee is accrued
monthly but determined annually and paid after the annual audit of the Trust's financial
statements is completed. Incentive fee expense for the period ended June 30, 2021
amounted to nil, inclusive of HST (June 30, 2020 - nil). The incentive fee payable as at
June 30, 2021 amounted to nil, including HST (December 31, 2020 - nil).

Investor relations fees:

The Investment Manager is paid monthly investor relations fees of $1,000 plus applicable
sales tax for unitholder reporting and other services provided under a service agreement.
The aggregate investor relations fees for the period ended June 30, 2021 amounted to
$6,764, inclusive of HST (June 30, 2020 - $6,780). The investor relations fee payable as at
June 30, 2021 amounted to $2,244, inclusive of HST (June 30, 2020 - $1,130).

14
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Notes to Financial Statements (continued)

Six months ended June 30, 2021

5. Unitholders' entitlements:

The unitholders' entitlements with respect to the net assets attributable to holders of
redeemable units and distribution of income are generally as follows:

(@)

(b)

(c)

Entitlement in respect of net assets attributable to holders of redeemable units:

A pro rata share of the net assets attributable to holders of redeemable units of the Trust in
the proportion that each unitholders' equity bears to the aggregate unitholders' equity.

Tax designations and elections:

The Trustee shall file all tax returns, on behalf of the Trust, required by law.

Redemption and recirculation of redeemable units:

By delivering an Annual Redemption Request to be received by the Trust's registrar and
transfer agent on or before the twentieth business day prior to the applicable annual
redemption date, being the valuation date following August 31 in any year ("Annual
Redemption Date"), subject to compliance with applicable laws and the provisions,
unitholders shall be entitled to require the Trust to redeem some or all of their units
outstanding as net assets attributable to holders of redeemable units as of the Annual
Redemption Date.

The Trust has the right to enter into a Recirculation Agreement prior to the Annual
Redemption Date with one or more investment dealers designated by the Investment
Manager. Through the recirculation process, interested purchasers have the opportunity to
purchase units surrendered for redemption prior to the Annual Redemption Payment Date.

15
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5.

Unitholders' entitlements (continued):
(d) Distributions:

The Trust intends to make semi-annual distributions to unitholders of record as of the last
valuation date of each of June and December in each calendar year, of such amount per
unit as the Trustee, upon consultation with the Investment Manager, may determine. It is
anticipated that the annual distribution will be at least equal to the net capital gains plus the
net income of the Trust for that year, net of any tax losses brought forward from prior years.

During the period, the Trust made distributions of $0.15 per unit on June 30, 2021 for total
distributions of $213,600 (June 30, 2020 - $250,931).

As at December 31, 2020, the Trust had cumulative net capital losses of $10,227,895
(2019 - $10,771,758) for income tax purposes that may be carried forward and applied to
reduce future net capital gains.

As at December 31, 2020, the Trust had non-capital losses of $816,767 (2019 - $816,767)
for income tax purposes that may be carried forward and applied to reduce future years'
taxable income.

Redeemable units of the Trust:

The Trust is authorized to issue an unlimited number of redeemable units of beneficial interest,
each of which represents an equal, undivided interest in the net assets attributable to holders of
redeemable units of the Trust. Each redeemable unit entitles the holder to one vote and to
participate equally with respect to any and all distributions made by the Trust. The redemption
price per unit will be equal to the net assets attributable to holders of redeemable units per unit
calculated on the redemption date. During the year ended December 31, 2020, 70,636 units
(2019 — 60,542) of the 319,508 redeemable units tendered for redemption (2019 — 60,542)
were recirculated.

June 30, June 30,

2021 2020

Redeemable units, beginning of period 1,423,998 1,672,870
Redeemable units, end of period 1,423,998 1,672,870

16
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7. Expenses:

The Investment Manager has the power to incur and make payment out of the Trust's property
any charges or expenses which, in the opinion the Investment Manager, are necessary or
incidental to, or proper for, carrying out any of the purposes of the Declaration of Trust,
including without limitation all fees and expenses relating to the management and
administration of the Trust. The Trust will be responsible for any income or excise taxes and
brokerage commissions on portfolio transactions. The Investment Manager does not use soft
dollar arrangements for the payment of third party products or other services.

8. Indemnification of the Investment Manager:

The Trust has indemnified the Investment Manager (and each of its directors and officers) from
and against all liabilities and expenses, reasonably incurred by the Investment Manager, other
than liabilities and expenses incurred as a result of the Investment Manager's willful
misconduct, bad faith or negligence. There were no claims or expenses against the Investment
Manager requiring indemnification during the period ended June 30, 2021 (year ended
December 31, 2020 - nil).

9. Financial instruments risk management:

Managing the risks of the investment portfolio is a critical element of the investment
management process. The Investment Manager's overall risk management process seeks to
minimize the potentially adverse effect of risk on its financial performance in a manner that is
consistent with the Trust's investment mandate. To accomplish this goal, the Investment
Manager utilizes a range of well-established tools and methods to manage the risk of the Trust.

With the ability of taking both long and short positions, the Trust may incur both interest
expense and borrowing fees. While the use of borrowed funds can substantially improve the
return on invested capital, its use may also increase the adverse impact to which the
investment portfolio of the Trust may be subjected by increasing the Trust's exposure to capital
risk and higher current expenses. The Trust did not use any borrowed funds as at June 30,
2021 and December 31, 2020.

17
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9. Financial instruments risk management (continued):

In the normal course of business, the Trust is exposed to a variety of financial risks: credit risk,
liquidity risk and market risk (including currency risk, interest rate risk and other price risk). The
value of investments within the Trust's portfolio can fluctuate on a daily basis as a result of
changes in interest rates, economic conditions, market and company news related to specific
securities within the Trust. The level of risk depends on the Trust's investment objectives and

the type of securities it invests in.

(a) Credit risk:

Credit risk is the risk that the counterparty to a financial instrument will fail to discharge an
obligation or commitment that it has entered into with the Trust. Where the Trust invests in
debt instruments and derivatives, this represents the main concentration of credit risk. The
market value of debt instruments and derivatives includes consideration of the
creditworthiness of the issuer and, accordingly, represents the majority of the credit risk
exposure of the Trust. All transactions executed by the Trust in listed securities are
settled/paid for upon delivery using approved brokers. The risk of default is considered
minimal, as delivery of securities sold takes place once the broker has received payment,
and purchases are paid for once the securities have been received by the broker. The
trade will fail if either party fails to meet its obligation.

The Trust’s debt instruments categorized by credit rating is as follows:

June 30, 2021 December 31, 2020

Fair value Fair value
as % of as % of
Fair value net assets Fair value net assets

By credit rating:
Non-rated $ - - $ 498,366 2.2
Defaulted 4,874,163 19.7 6,109,530 27 1
Total $ 4,874,163 19.7 $ 6,607,896 29.3

As at June 30, 2021, the market value of the Trust's foreign exchange contracts was
($297,267) (December 31, 2020 — $40,659), entered into in order to hedge the Trust's
exposure to the U.S. dollar. The Bank of Montreal was the counterparty which is rated AA
by DBRS.
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9.

Financial instruments risk management (continued):

(b) Liquidity risk:

The Trust's cash and cash equivalent positions are a readily available source of liquidity.
The Investment Manager utilizes the Trust's liquidity to make investments on behalf of the
Trust and to meet the Trust's financial obligations as they become due. In addition, the
Trust can raise additional liquidity through the sale of its investments.

Liquidity risk is defined as the risk that the Trust may not be able to settle or meet its
obligations on time or at a reasonable price. The Trust's exposure to liquidity risk primarily
relates to the annual redemption right of unitholders. As per the Declaration of Trust, the
Trust has 35 business days' notice to make a redemption payment, during which time the
Investment Manager can raise sufficient cash to satisfy the payment. In addition, the Trust
has the right to resell units tendered for redemption.

One measure of the Trust's liquidity to meet any such obligation is the amount of cash,
cash equivalent positions and listed securities held by the Trust, expressed as a
percentage of net assets attributable to holders of redeemable units.

The Trust’s cash, cash equivalent positions and listed securities is as follows:

June 30, 2021 December 31, 2020
Fair value Fair value
as % of as % of
Fair value net assets Fair value net assets
Cash & equivalents $ 7,192,017 29.1 $ 3,334,030 14.8
Listed securities 10,126,737 411 9,715,063 43.0
Total $ 17,318,754 70.2 $ 13,049,093 57.8

The Investment Manager believes that all of the Trust's securities can be sold within the
applicable 35-business-day notice period for the annual redemption right. However, the
Investment Manager may not be able to do so without adversely impacting transaction
prices.
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9. Financial instruments risk management (continued):

(c) Market risk:

(i) Currency risk:

Currency risk is the risk that the value of a financial instrument will fluctuate due to
changes in foreign exchange rates.
(including cash and cash equivalents) that are denominated in a currency other than
the Canadian dollar, which represents the functional and presentational currency of the
Trust. The Trust may enter into foreign exchange contracts for hedging purposes to
reduce its foreign currency exposure. The Trust's exposure to another currency is as

follows:

June 30, 2021:

Currency risk arises from financial instruments

Impact of +/- 1%
on net assets

attributable
to holders of
redeemable
Exposure units
Cash and Foreign
cash Financial exchange
Currency equivalents assets contract Total Total
United States
dollar $ 196,613 $ 12,563,592 $ (12,273,545) $ 486,660 $ 4,867
% of net assets
attr butable to
holders of
redeemable units 0.8 50.9 (49.7) 2.0 0.0
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9.

Financial instruments risk management (continued):

(ii)

December 31, 2020:

Impact of +/- 1%
on net assets

attributable
to holders of
redeemable
Exposure units
Cash and Foreign
cash Financial exchange
Currency equivalents assets contract Total Total
United States
dollar $ 654,516 $ 13,937,059 $ (14,828,237) $ (236,662) $ 2,367
% of net assets
attr butable to
holders of
redeemable units 2.9 61.8 (65.7) (1.0) 0.0

As at June 30, 2021, if the Canadian dollar had strengthened or weakened by 1% in
relation to all currencies, with all other variables held constant, net assets attributable to
holders of redeemable units would have decreased or increased, respectively, by
approximately 0.0% ($4,867) (December 31, 2020 - 0.0% ($2,367)). In practice, the
actual results may differ from this sensitivity analysis and the difference could be
material.

Interest rate risk:

Interest rate risk arises from the possibility that changes in interest rates will affect
future cash flows or fair values of financial instruments. Interest rate risk arises when
the Trust invests in interest-bearing financial instruments. The Trust is exposed to the
risk that the value of such financial instruments will fluctuate due to changes in the
prevailing levels of market interest rates. There is no sensitivity to interest rate
fluctuations on any cash balances.
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9.

Financial instruments risk management (continued):

(iif)

The Trust’'s bond investments tend to be affected more by changes in overall economic
growth and company-specific fundamentals rather than changes in interest rates.
Changes in interest rates do not directly affect the market value of defaulted bonds as
the underlying issuers have stopped making interest payments and thus do not offer a
yield component to the holder. However, the Trust's high yield bonds do have a degree
of interest rate risk, which is summarized in the table below.

The Trust's exposure to debt instruments by maturity and the impact on its net assets
attributable to holders of redeemable units if the yield curve is shifted in parallel by an
increase of 25-basis-points ("bps"), holding all other variables constant sensitivity,
would be as follows:

June 30, 2021

December 31, 2020

Fair value Fair value
as % of as % of
Fair value net assets Fair value net assets
By maturity date:
Less than 1 year $ - - $ 498,366 2.2
Defaulted 4,874,163 19.7 6,109,531 271
Total $ 4,874,163 19.7 $ 6,607,896 29.3
Sensitivity to 25 bps
yield change
increase or
decrease $ - - $ 922 0.0

In practice, actual results may differ from the above sensitivity analysis and the
difference could be material.

Other price risk:

Other price risk is the risk that the market value or future cash flows of financial
instruments will fluctuate because of changes in market prices (other than those arising
from credit risk, interest rate risk or currency risk). All investments represent a risk of
loss of capital. The Investment Manager of the Trust moderates this risk through a
careful selection and diversification of securities and other financial instruments within
the limits of the Trust's investment objectives and strategy. The Trust's overall market
positions are monitored on a regular basis by the Investment Manager.
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9.

Financial instruments risk management (continued):

The Trust’'s exposure to other price risk is as follows:

June 30, December 31,

2021 2020
% of net assets:
North American listed securities:
Bonds - 2.2
Equities and warrants 41.0 40.8
Total 41.0 43.0
Sensitivity to 10% security price
increase or decrease 41 4.3

If security prices on the North American stock exchanges had increased or decreased
by 10% as at the end of June 30, 2021, with all other factors remaining constant, net
assets attributable to holders of redeemable units could possibly have increased or
decreased by approximately 4.1% or $1,012,674 (December 31, 2020- 4.3% /
$971,506). In practice, the actual results may differ from this sensitivity analysis and
the difference could be material.

(iv) Concentration risk:

Concentration risk arises as a result of the concentration of exposures within the same
category, whether geographical location, product type, industry sector or counterparty
type. In particular, the key concentration risk for the Trust is its exposure to any single
security or issuer.

The Trust's exposure to a single security or issuer with a fair value higher than 15% of
net assets attributable to redeemable units is as follows:

June 30, 2021 December 31, 2020
Cost Fair value Cost Fair value
as % of as % of as % of as % of
net assets net assets net assets net assets
Defaulted bond 8.9 19.7 10.9 24.6
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10.

Fair value measurements:

Financial instruments are measured at fair value using a three-tier hierarchy based on inputs
used to value the Trust's investments. The hierarchy of inputs is summarized below:

e Level 1 - quoted prices (unadjusted) in public markets for identical assets or liabilities;

e Level 2 - dealer-quoted prices in over-the-counter markets for identical assets or liabilities,
or inputs other than quoted prices that are observable for the asset or liability, either
directly (i.e., as prices) or indirectly (i.e., derived from prices); and

e Level 3 - inputs for the asset or liability that are not based on observable market data

(unobservable inputs).

Changes in valuation methods may result in transfers into or out of an investment's assigned
level. The following tables present the Trust's financial instruments that have been measured

at fair value, on a recurring basis:

June 30, 2021 Level 1 Level 2 Level 3 Total
Financial assets at FVTPL.:
Debt $ 21,057 $ — $ 4853106 $ 4,874,163
Equities
Preferred shares 3,820,573 - - 3,820,573
Common shares / trust
units 6,148,358 — 3,052,089 9,200,447
9,989,988 - 7,905,195 17,895,183
Foreign exchange contract - (297,267) - (297,267)
$ 9,989,988 $ (297,267) $ 7,905195 $ 17,597,916
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10. Fair value measurements (continued):

December 31, 2020 Level 1 Level 2 Level 3 Total
Financial assets at FVTPL:
Debt $ - $ 1,045509 $ 5,562,387 $ 6,607,896
Equities
Preferred shares 3,412,748 - 1,160,504 4,573,252
Common shares / trust
units 5,803,949 — 2,296,574 8,100,523
9,216,697 1,045,509 9,019,465 19,281,671
Foreign exchange contract - 40,659 - 40,659

$ 9,216,697 $ 1,086,168 $ 9,019,465 $ 19,322,330
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10. Fair value measurements (continued):

The tables below show a reconciliation of the opening and closing balance of financial

instruments recorded in Level 3:

Sales,
purchases,
Beginning realized End
of period, Transfer Transfer Unrealized gains of period,
January 1, from (to) from (to) fair value and other June 30,
2021 Level 1 Level 2 gain (loss) movements 2021
GXI Acquisition
Corp. - Unlisted
Common Shares $ 825914 $ - - $ 3,965 $ 124,617 $ 954,496
Old PSG Wind
Down - Unlisted
Common Shares 58,680 - - (1,533) - 57,147
Crystallex International
Corp. - Defaulted
Debt 5,543,352 - - (134,828) (555,418) 4,853,106
Delphi Energy Corp.
10% Senior Notes -
Residual Cash Claim 19,035 (19,035) - - - -
Distinction Energy
Corp. - Unlisted
Common Shares 1,411,980 - - 470,660 - 1,882,640
Spanish Broadcasting
System Inc. -
Preferred Shares 1,160,504 - - 797,948 (1,958,452) -
Spanish Broadcasting
System Inc. -
Restricted Common
Shares - - - (21,901) 179,707 157,806
Total $ 9,019,465 $ (19,035) $ - $ 1,114311 $ (2,209,546) $ 7,905,195

During the period ended June 30, 2021, there was one transfer from Level 3 to Level 1 as the
final distribution cheque for a cash receivable of a private company that was previously
classified as Level 3 was received but not yet deposited. The Trust did not have any other
significant transfers between Level 1, Level 2 and Level 3 included in the fair value hierarchy
for the period ended June 30, 2021.
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RAVENSOURCE FUND

Notes to Financial Statements (continued)

Six months ended June 30, 2021

10. Fair value measurements (continued):

Sales,

purchases,
Beginning realized End
of year, Transfer Transfer Unrealized gains of year,
January 1, from (to) from (to) fair value and other December 31,
2020 Level 1 Level 2 gain (loss) movements 2020

Specialty Foods

Group LLC -

Post Closing

Payment Rights $ 90,764 $ - $
GXI Acquisition

Corp. - Unlisted

$ 33,944 $§ (124,708) $ -

Common Shares 1,053,047 - - (227,133) - 825,914
Old PSG Wind

Down Ltd. - Unlisted

Common Shares 348,242 - - 7,906 (297,468) 58,680

Crystallex International

Corp. - Defaulted

Debt 6,425,704 - - (882,352) - 5,543,352
Delphi Energy Corp.

Equity Subscription

Receipts 174,351 - - - (174,351) -
Delphi Energy Corp.

Note Subscription

Receipts 523,025 - - - (523,025) -
Delphi Energy Corp.

10% Senior Notes -

Residual Cash Claim - - 19,035 - - 19,035
Distinction Energy

Corp. - Unlisted

Common Shares - - 334,480 - 1,077,500 1,411,980
Spanish Broadcasting

System Inc. -

Preferred Shares - - 2,104,528 (944,024) - 1,160,504
Total $ 8,615,133 $ — $ 2,458,043 $ (2,011,659) $ (42,052) $§ 9,019,465

During the year ended December 31, 2020, there were two transfers from Level 2 to Level 3.
The first transfer was the result of a bond investment previously classified as Level 2 that was
restructured into common shares and cash receivable of a private company classified as Level
3 in the amount of $334,480 and $19,035, respectively. The second transfer was in the amount
of $2,104,528 and related to a preferred equity investment previously classified as Level 2 that
was thinly traded during the period and was priced using a bid quote received for the security
as at December 31, 2020. The Trust did not have any other significant transfers between Level
1, Level 2 and Level 3 included in the fair value hierarchy for the year ended December 31,
2020.
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10. Fair value measurements (continued):

The tables below set out information about significant unobservable inputs used as at June 30,
2021 and December 31, 2020 in measuring financial instruments categorized in Level 3 in the

fair value hierarchy:

Fair value,
June 30, Valuation Unobservable Input Sensitivity to changes in

Description 2021 technique input value significant unobservable inputs

GXI Acquisition 954,496 Present value  Discount rate Mid-point of The estimated fair value would
Corp. - Unlisted of expected high-case increase (decrease) by $108,319
Common Shares future cash scenario of ($91,028) or 11.3% (9.5%) for each

flows 30% and 500 bps (decrease) increase in
low-case the discount rate. Net assets

scenario of attributable to holders of

35% redeemable units would increase

(decrease) by 0.4%.

Old PSG Wind 57,147  Expected final Remaining cash ~ $0.08938 The estimated fair value would
Down Ltd. - distribution to reserves per share increase (decrease) by $51,150
Unlisted holders of available for or 90% for each $0.08 increase
Common Shares Parent Equity  final distr bution (decrease) in post-expense cash

Interests after expenses reserves per share. Net assets
attributable to holders of

redeemable units would increase

(decrease) by 0.2%.

Crystallex 4,853,106 Broker quote Broker quote Bid price of The estimated fair value would
International (bid) $110 per increase (decrease) by $485,311
Corp. - Defaulted $100 face or 10% for each 10% increase
Debt value (decrease) in the bid price. Net

assets attr butable to holders of
redeemable units would increase
(decrease) by 2.0%.

Distinction Energy 1,882,640 Fair value of Equity value $20.00 per The estimated fair value would
Corp. - shares to be per share share increase (decrease) by $188,264
Unlisted received in or 10% for each 10% increase
Common Shares proposed (decrease) in the equity value per

merger share. Net assets attributable to
agreement holders of redeemable units would
with increase (decrease) by 0.8%.
Kiwetinohk

Resource

Corp.

Spanish 157,806 Liquidity Liquidity 25% The estimated fair value would
Broadcasting discount to discount increase (decrease) by $11,689
System Inc. - public market ($13,722) or 7% (9%) for each 10%
Restricted share price decrease (increase) in the liquidity
Common Shares discount. Net assets attr butable to

holders of redeemable units would
increase (decrease) by 0.1%.
$ 7905195
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10.

Fair value measurements (continued):

Fair value,
December 31,  Valuation Unobservable Input Sensitivity to changes in
Description 2020  technique input value significant unobservable inputs
GXI Acquisition 825,914 Present value  Discount rate Mid-point of The estimated fair value would
Corp. - Unlisted of expected high-case increase (decrease) by $130,506
Common Shares future cash scenario of ($110,930) or 16% (13%) for each
flows 30% and 500 bps (decrease) increase in
low-case the discount rate. Net assets
scenario of attributable to holders of
35% redeemable units would increase
(decrease) by 0.6% (0.5%).
Old PSG Wind 58,680 Expected final Remaining cash $0.08938 The estimated fair value would
Down Ltd. - distribution to reserves per share increase (decrease) by $52,521
Unlisted holders of available for or 90% for each $0.08 increase
Common Shares Parent Equity  final distr bution (decrease) in projected
Interests after expenses distributions per share. Net assets
attributable to holders of
redeemable units would increase
(decrease) by 0.2%.
Crystallex 5,543,352  Broker quote Broker quote Bid price of The estimated fair value would
International (bid) $110 per increase (decrease) by $554,335
Corp. - Defaulted $100 face or 10% for each 10% increase
Debt value (decrease) in the bid price. Net
assets attr butable to holders of
redeemable units would increase
(decrease) by 2.5%.
Delphi Energy 19,035 Expected cash  Allowed $113,687,281 The estimated fair value would
Corp. 10% recovery general decrease by $805 or 4% if the
Senior Notes - based on unsecured allowed general unsecured claim
Residual Cash Monitor’s claims pool were to increase by
Claim Report $5,000,000, or 4%. Net assets
attributable to holders of
redeemable units would increase
(decrease) by 0.0%.
Distinction Energy 1,411,980  Last Equity value $15 The estimated fair value would
Corp. - transaction - per share increase (decrease) by $141,198
Unlisted purchase price or 10% for each 10% increase
Common Shares of equity in (decrease) in the equity value per
CCAA share. Net assets attr butable to
restructuring holders of redeemable units would
transaction increase (decrease) by 0.6%
Spanish 1,160,504 Broker quote Broker quote $450 per The estimated fair value would
Broadcasting (bid) $1,000 par increase (decrease) by $116,050
System Inc. - value or 10% for each 10% in the bid
Preferred Shares price. Net assets attributable to
holders of redeemable units would
increase (decrease) by 0.5%.

$ 9019465

The Investment Manager is responsible for performing the fair value measurements included in

the financial statements of the Trust, including Level 3 measurements.

The Investment

Manager obtains pricing for Level 3 financial instruments from third-party pricing sources, which

is reviewed and approved by the Investment Manager.
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Notes to Financial Statements (continued)

Six months ended June 30, 2021

10.

11.

Fair value measurements (continued):

Financial instruments not measured at fair value:

(@)

The cash and cash equivalents, interest and dividends receivable, accounts payable and
accrued liabilities, management and administrative fees payable and incentive fee payable
are short-term financial assets and financial liabilities are initially recorded at amortized cost
which carrying amounts approximate fair values.

Cash and cash equivalents and interest and dividends receivable include the contractual
amounts for settlement of trades and other obligations due to the Trust. Accruals represent
the contractual amounts and obligations due by the Trust for settlement of trades and
expenses.

The Trust's redeemable units are considered a residual interest in the assets of the Trust
after deducting all of its liabilities. The redemption value of redeemable units is equal to net
assets attributable to holders of redeemable units as calculated in accordance with the
Declaration of Trust. The units are redeemable annually, at the holders' option, for cash
equal to the proportionate share of the Trust's net asset value attributable to the share
class, as described in the Declaration of Trust and in note 5(c).

Capital disclosures:

The Investment Manager has policies and procedures in place to manage the capital of the
Trust in accordance with the Trust's investment objectives, strategies and restrictions, as
detailed in the Declaration of Trust. Information about the capital is described in the statements
of changes in net assets attributable to holders of redeemable units and the Trust does not
have externally imposed capital requirements.
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Company Role
1] Air Canada Financial Advisor to Ad Hoc Bondholder Committee
2| Anderson Energy Creditor
3| Arcan Resources Creditor, Ad Hoc Creditor Committee Member
4| Bell Canada International Financial Advisor to Company
5| Call-Net Enterprises Creditor
6] CanWest Global Creditor
7] Cinram International Shareholder
8| Connacher Oil and Gas Creditor
9] Crystallex International Creditor, Ad Hoc Bondholder Committee Member

N
o

Delphi / Distinction Energy

Creditor, Plan of Arrangement Sponsor

11] Doman Forest Products Financial Advisor to Potential Acquirer

12| Eatons Creditor - Eaton Credit Card Trust

13| Exall Energy Corp Creditor

14| First Uranium Limited Creditor, Support Group Member

15| Gasfrac Energy Services Creditor

16| Great Basin Gold Creditor

17] Guestlogix Inc Creditor, Plan of Arrangement Sponsor

18] Ivanhoe Energy Inc Creditor

19] Laidlaw Creditor

20| Legumex Walker Shareholder

21| Loewen Group Creditor

22| Microcell Telecommunications Creditor

23| Performance Sports Group Ltd Shareholder

24| Sherritt Power Corporation Financial Advisor to Company

25| Specialty Foods Group Income Fund Member of Board of Directors, Specialty Foods Group Parent Inc.
26| SR Telecom Creditor

27| Stelco Creditor, Ad Hoc Bondholder Committee Member
28| Tembec Creditor

29| Uniforet Financial Advisor to Company

30| Vicwest Creditor
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Court File No. CV-11-8532-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE

{(Commercial List}

IN THE MATTER OF the Companies’ Creditors Amrangement Act, R.S.C.
1983, ¢. C- 36 as amended

AND IN THE MATTER OF a Plan of Compromise or Arrangement of
Crystallex International Corporation
CRYSTALLEX INTERNATIONAL CORPORATION

Applicant

AFFIDAVIT OF ROBERT FUNG
Sworn October 28, 2020

I, Robert Fung, of the City of Torento, in the Province of Ontario, MAKE

OATH AND SAY:

1, | am the Chairman and CEO of Crystallex International Corpaoration
{"Crystailex’ or the "Company’}. [ have also been a director of Crystallex since 1996,
Chairman of the Board of Directors of Crystallex since 1998 and CEO since June 2008.
As such, | have knowledge of the matters to which | hereinafler depose, which knowledge
is either personal fo me, obtained from a review of the documents to which | refer, or,
where indicated, based on information and belief, in which case | verily believe such

information to be true.
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OVERVIEW
2. This Affidavit is sworn in support of a metion by Crystallex for an Order,

among other things:

{a}  that certain un-redacted materials in connection with this motion be filed
under a sealing order and not form any parl of the public record in this

proceeding; and

(b) extending the Stay Period as defined in the Initial Order {defined below) until

My 7, 2021.

3. On December 23, 2011, an order {the “Initial Order”) was made granting
Crystallex protection from its creditors under the Companies’ Credifors Arrangement Act
(the “CCAA Proceeding”). Pursuant fo the Initial Order, Ernst & Young Inc. was
appointed as the monitor (the “Monitor™). Crystallex subsequently obtained an order of
the United States Bankruptcy Court for the District of Delaware on December 28, 2011,

recagnizing this CCAA Proceeding as a foreign main proceeding.

4, CryslalleXs only asset is an award of USD $1.202 bilion, plus interest,
rendered by the World Bank's International Centre for the Settlement of Investment
Disputes (“ICSID™) against the government of Venezuela (the “"Award”). The Award was
rendered on April 4, 2016 in respect of Venezuela's expropriation from Cryslallex of its

rights to the Las Cristinas gold mire.

5. n the more than four years since the Award was granted, Crystallex has
been engaged in complex legal and geopclitical proceedings aimed at enforcing or

otherwise realizing the value of the Award, in the face of opposition from large, well-
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funded adversaries, fwo competing government regimes in Venezuela (being the Nicolas
Maduro-led government and the opposition government led by Juan Guaido), as well as

obstacles to enforcement created by the United States government.

6. The Company's success inenforcing the Award is the single mostimportant
issue in this CCAA Proceeding; Crysiallex’s success on this front will dictate its ability to
provide any meaningful recovery to its stakeholders. Crystallex has made significant
progress in its enforcement efforls to date bul it is readily apparent to both the
management and the boarg of directors of the Company, and Crystallexs U.S. legal
advisors, that, as discussed in greater detail below, a number of parlies adverse in interest
to the Company will not hesitate {o use any confidential information regarding the
Company's enforcement and monetization strategy and financial positicn to attempt to
frustrate and block these efforls thereby jeopardizing the prospect of recovery for the
Company's stakeholders. As outlined below, the sealing of certain confidential
information s critical at this stage to ensuring that the Company can successfully

complete its enforcement on the Award for the benefit of its stakeholders.

7. Crystallex has been operating in good fath and with all due diligence in this
CCAA Proceeding, including to monetize the Award and to resolve various stakeholder
issues. With all of the progress Crystallex has achieved to date, and its ongoing effors
that are detailed below, the Company has sought an extension of the Stay Period, and

accompanying relief.

8. This Affidavit is divided into two parls. The first part will update this Court

on the Company's ongoing enforcement efforts with respect to the Award and this CCAA
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Proceeding. The second part of this Aflidavit will address the relief sought and the basis

for such relief.

PART | - UPDATE

A, UPDATE ONSETTLEMENT AND ENFORCEMENT EFFORTS WITH RESPECT
TO THE AWARD

9. As described in previous Affidavits filed in this CCAA Proceeding and in the
reports of the Monitor, Crystallex, in consultation with the Monitor, developed and
implemented a dual-track strategy for a negotiated resolution with Venezuela and
enforcement of the Award. These eflorts continue for the benefit of the Company's

stakeholders and are set out in detail below.

(i) Settlement with Venezuela

10. As described in my previous Affidavits filed in this CCAA Proceeding, in
November 2017, Crystallex concluded a settiement agreement with Venezuela (the
‘Settlerment Agreement”) of all of the outstanding issues between the parlies, which was
approved by QOrder of this Court on November 24, 2017. While Crystallex received certain
payments under the Seftiement Agreement, the terms of that agreement were nol fulfilled

by Venezuela.

1. As a result of Crystallex’s success in enforcement initiatives, which included
the Writ of Altachment described below, the Company and Venezuela engaged in further
efforts to negotiate an amendment to the Settlement Agreement. As a result of these

efforts, the parties reached an Amended and Restated Seftiement Agreement dated
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Seplember 10, 2018 (the “Amended Settlement Agreement”), which was approved by

this Courl on September 17, 2018.

- ursuant to the Amended Setllement Agreement, Venezuela agreed fto
make an initial payment in securities or cash with a combined market value equal to
U.5.$425,000,000 (the “Initial Payment”). The Initial Payment was received in securities

(the “Initiat Payment Securities”) and cash.

(i) Enforcement of the Award

13. On March 25, 2017, the United States Federal Courl for the District of
Columbia confirmed the Award and entered judgment in Crystallex’s favour in the amount
of approximately U.S.$1.4 bilion (the “Judgment”), which became final and binding in

the United States in 2018.

14. As parl of its enfarcement efforts, Crystallex registered the Judgment in the
United States District Court for the District of Delaware (the "Delaware Court") and
thereafter obtained orders (collectively, the "Writ Order") declaring that Petroleos de

Venezuela, S.A (“"PDVSA!), Venezuela’s national oil company, was the alter ego of

18
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Venezuela. The Writ Order authorized the atlachment (the “Writ of Attachment’) of

PDVSA's shares in its U.S. subsidiary PDV Halding, nc. ("PDVH" and lhe "PDVH

Shares"). As shown in the organizational charl below, _

CITGO Petroleum Corp. ("CITGO"). CITGO is an American cil company and Venezuela's

largest overseas asset, valued atbillions of dollars.

POVSA

100%

PDYH

100%

CITGO HoldIng,
Inc,

100%

CITGO
tAmerican Oil
Gampany)

15. In July 2018, lhe United States Court of Appeals for the Third Circuit
affimed the Writ Crder finding that PDVSA was an alter ego of Venezuela and authorizing
the Writ of Attachment (the “Third Circuit Decision”). Venezuela and PDVSA petitioned
the United Stales Supreme Court for a writ of cerliorari for leave to appeal the Third Circuit
Decision to the United States Supreme Court. The Company's ability to enforce the Writ
of Atlachmen and sell the PDVH Shares (and with them, contral of CITGO) was stayed

by the Delaware Courl (the "Delaware Stay") while Venezuela and PDVSA sought leave

to appeal to the United States Supreme Court,
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16, On May 18, 2020, the United States Supreme Courl dismissed Venezuela
and PDVSA's petition seeking leave to appeal. This represents significant progress in

the Company's enforcement efforts; both the Judgment and the Wit Order are now final.

7. OnMay 22, 2020, Judge Stark of the Delaware Courl (@) lifled the Delaware
Stay, {b} directed PDVH to answer the Wit of Attachment, and {c) ordered simultaneous
briefing on the sale process for the PDVH Shares and any motion to quash the Wit of
Attachment, which Venezuela, PDVSA or any other party! wished to raise in response.
As part of his Order, Judge Stark specifically invited the U.S. government to provide its

views on the malters before the Delaware Court {the "CITGO Litigation").

18. In response, Venezuela, PDVSA and CITGO? requesled Judge Stark to
quash the Writ of Attachment {the "Motion to Quash") and asked the Delaware Courtto
revisit the alter-ego determination on the basis that the circumstances underlying the Wit
Crder have changed (the "Rule 60 Motion" and fogether with the Motion to Quash, the

"Opposition Motions"), which the Company vigorously opposed.

18. On the evening of July 16, 2020, the day prior to the hearing of the
Opposition Motions, the Department of Justice, on behalf of the U.S. government, filed a
statement of interest (the "Statement of Interest"), which is atfached as Exhibit "A" to
my Affidavit, in which it informed the Courl that the CITGO Litigation and possible

enforcement of the Writ of Attachment implicated issues relevant to U.S. policy towards

! The current intenvenors are BlackRock Financial Management Inc. and Contrarian Capita
Management L.L.C. (holders of PDVSA 2020 Bonds); Rosnefl Trading S.A. (holder of a 49.9%
imMerestin CITGO as collateral for a loan to Venezuela); Phillips Petroleum Company Venezuela
Limited and ConocoPhillips Pefrozuata B.V.; and CITGO

. All references to Venezuela, PDVSA and CITGO throughout this Afidawvt in the context of the
CITGO Litigation after January 23, 2019 refer to Venezuela, POVSA and CiTGO represented
throuah the Guaido Govemment {defined below).
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Venezuela. The position adopted by the U.S. government is discussed more fully below

under the heading "U.S. Policy Towards Venezuela". The Company is awaiting a decision

on the Mofion fo Quash and the Rule 60 Motion. || EGNGEGEGEGEGEGENE

B - ke interim, on September 17, 2020 the Delaware Court held a hearing
to address the sales process for the PDVH Shares (the "Sales Process Motion") and
other remaining issues from the July 17, 2020 hearing. The parties are now waiting for

the Delaware Court to rule on the Sales Process, in addition to the Motion to Quash and

the Rule 60 Motion (collectively, the "Delaware Decisions”). The Delaware Decisions

may be delivered concurrently or separately. || TEGTGTGTNNGGNGEGEEEEEEE

B. RECENTEVENTS RELEVANT TO THECOMPANY AND THE AWARD

21. Although the Judgment and Writ Order are now final, there continue to be
a number of factors in addition to the Opposition Motions that create significant
uncertainty and may impact the ability of Crystallex to monetize the Award. These

include:

(i) Competing government regimes in Venezuela;

(ii} U.S. policy with respect to Venezuela;
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(iiy  CITGO's uncertain future, and

(v} Venezuela's financial and humanitarian crisis.

These are discussed in detail in the following paragraphs.

a——

i) The Competing Government Regimes in Venezuela

N

2. There continues fo be a question of who constitules lhe legitimate
government of Venezuela and who may act on behalf of that country with respect to any
discussions with Crystallex; President Njcolas Maduro or Juan Guaido, the President of
the National Assembiy (the “Guaido Government”). The United Nations, Russia, China,
among olhers, continue to recognize the Maduro regime as the legitimate government of
Venezuela, while the United States, Canada, the European Union and more than 50 other

governments consider Venezuela's legitimate head of state to be Juan Guaido.

N

3. Venezuelan National Assembly elections are scheduled for December 6,
2020. Juan Guaido and approximately 37 other opposition parties have pledged to

boycotl the elections citing a lack of transparency and free process.
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25. There may be some resolution to this issue in December following the
National Assembly electicns but given the number of opposition parlies that have
boycotted the elections, the outcome is difficult to predict. In the meantime, Crystailex is
required to engage in delicate diplomacy and expects that it will continue to experience
difficuty engaging with Venezuela in the coming months regardless of which regime is in

power; Maduro, Guaido or an alternale government.

(it} U.S. Policy Towards Venezuela

26. The Trump Administration has been very active in opposing the Maduro
regime and supports the Guaide Government. Aftached to Exhibit "C" to my Affidavit
are recent arlicles from the New York Times and The Oppenheimer Report detailing the

Trump Administration's foreign policy objectives towards Venezuela.

27. U.S. strategy has emphasized diplomatic efforls to bolster Guaido and
isolate Maduro through broad sanctions on the economy and gevernment designed to cul
off Maduro's sources of revenue, Aflached as Exhibit "D" to my Affidavit is an excerpt
from the U.S. Deparlment of State's webpage entitied "U.S. Government Suppoerl for the

Democratic Aspirations of the Venezuelan People" which cutlines this strategy.
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3. On multiple occasions, including in written orders issued in December 2019

and May 2020, Judge Stark invited the U.S. government to file a statement of interest in
connection with the CITGO Litigation. It was not until Crystallex’s motion to sell the PDVH
Shares was pending - almost six months afler Judge Stark's first invitation and on the eve

of the Opposition Motions in July 2020, that the Statement of Interest was filed.

Sanctions

33. As previously disclosed to this Court, the United States Department of
Treasury and the Office of Foreign Assets Control ("OFAC™) have imposed sanctions?®

against Venezuela (the “Sanctions”), which the U.S. Government and Venezuela allege

make it impossible for the Company to providently monetize the Initial Payment Securities

s Including by way of an executive order made on August 5, 2019 entitled "Blocking Property of the
Govemment of Venezuela”.
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or execufe on the PDVH Shares subject to the Writ of Attachment, without first obtaining

a license from the U.S. Government.

34, Crystallex has now submilted its application for a specific license
authorizing the sale of the PDVH Shares and is awaiting OFAC’s decision. QOFAC
provides scant public information about the approval process for licenses but OFAC has
indicated that the licensing process is a political, rather than legal, process. Aftached to
my Affidavit as Exhibit "F" is a copy of the OFAC frequently asked questions and
answers FAQ 78 wherein OFAC broadly states that many of its [icensing determinations

are "guided by U.S. foreign policy and national securily concerns'.

I 1 the weeks

feading up to the U.S. elections, the Trump Administration has expanded* the Sanctions

on Venezuela.

3. L T
S {2 ced 25 Exhibit "G to my

Affidavit is a July 16, 2020 letter to the U.S. Department of Justice from Andrea M. Gacki,
the Director of OFAC, which was appended as Exhibit 2 to the Statement of Interest. In

the lelter, Ms. Gacki states:

4 On September 22, 2020, the United States imposed sanclions on the leaders of the four main
Venezuelan opposition parties who intend to parlicipate in the December 6 elections; Migud
Ponente, Guiltenmao Luces, Bernabe Gutierrez and Chaim Bucaran. The Sanctions freeze any US.
assels ofthose who are blacklisted and aenerally bars Americans from dealing with them.
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CrystalleXs [OF AC license]} submission implicates a series of complicated
legal and policy guestions, such as (1) the rapidly evolving and delicate
political and economical situation in Venezuela, including the United Stales’
recognition of Juan Guaido as the Interim President of Venezuela; (2)
developments in OFAC sanctions to address the changed circumstances
in Venezuela; and (3} the claims of numerous other creditors against
Venezuela arising from the malign aclions of the regimes of former
President Hugo Chavez and Nicolas Maduro. Moreover, other credors
have submitted license applications that implicate PDVH shares. Based
on complex considerations such as these, OFAC's internal review of
CrystallexXs license application, as well as the U.S. governments
carresponding interagency review, remain ongoing.

(ii) CITGO's Uncertain Future

38. As previously disclosed to this Courl, PDVSA pledged a 50.1% interest in
its CITGO Holding shares to secure their bonds due in 2020 {the "2020 Bonds"). The
2020 Bonds are in default owing to the failure by PDVSA to make a US$913 million
payment due on October 28, 2019, placing the holders of the 2020 Bonds (the "2020
Bondholders") in competition with the Company for the control of the sale of CITGO.
The 2020 Bondholders however, like Crystallex, are currently prehibited by the Sanctions
from enforcing on their debt. OFAC initially granted a license ("General License 5"} that
authorized the 2020 Bondholders fo sell the CITGO shares but General License 5 was
superseded mostrecently on October 7, 2020 by General License 5&, which prevents the

holders of the 2020 Bonds from engaging in any transactions relating te the sale or
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transfer of the CITGO shares until January 19, 2021, which incidentally coincides with the

last date of the current U.S. presidency.

39. On October 29, 2019, the Guaido Government commenced an action

before the U.S. Federal District Court for the Southern District of New York (the "Federal
District Court”) against the 2020 Bonds trusiee Mitsubishi Union Financial Group Union
Bank NA (the "2020 Trustee”) and the collateral agent Glas Americas LLC (the “2020
Collateral Agent”) seeking, among other things, a declaratory judgment that the 2020
bonds are invalid and unenforceable because they were not approved by the Venezuelan
National Assembly (the "Declaratory Judgment Action").® The 2020 Trustee and the
2020 Collateral Agent have agreed with the Guaido Government to forbear from
foreclosing on the collateral securing the 2020 Bonds until after the Federal District Courl

rules on the motions.

B O Ocicber 16, 2020, the Federal District Courl in New York found in favour
of the 2020 Bondholders and dismissed POVSA's claims in the Qeclaratory Judgment

Action, removing a significant obstacle to enforcement of the 2020 Bonds. |GG

14

The Guaido Govemment has argued that the 2020 Bonds should be invalidated because
Venezuela's National Assembly was the only legitimate branch of govemment in 2016; Guaido
relies on the Fct that the U.S. gowernment recoghnized the National Assembly and Juan Guaido as
Interim President in 2019 and argues this recognition would have retroactive effect to 2016. This
would imply ianoring that Nicolas Maduro was the recognized head of state at that time.
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{iv} Venezuela's Financial and Humanitarian Crisis

41, Venezuela is facing a major financial and humanitarian crisis. Among many
major eccnomic and humantarian woes, Venezuela is suffering from serious
hyperinflation, a deeply devalued currency and severe shortages of food and medicine.
In the Spring of 2020, Venezuela faced two new economic pressures: oil price wars
between Russia and Saudi Arabia and the global coronavirus pandemic ("COVID-18"),

which impact the Company's ability to monetize the Award.

42. Venezuela has the world's largest proven reserves of oil, and its economy
is built on oil. The collapse in oil prices and the tightening Sanctions targeting the oil
sector have accelerated a decline in oil production in Venezuela and a corresponding
contraction in Venezuela's economy. Venezuela lacks the resources to effectively fight
the COVID-18 pandemic and cannot alford an economic shutdown due to their fragile
economy. Declining oil prices and production and COVID-18 have exacerbated the
economic and political instability in Venezuela, which, in addition to the factors cited
above, will make it more difficult for Crystallex to currently engage with the Venezuelan
government with respect to the Award and potentially erode the value of Venezuela's

assets, including the value of the PDVH Shares.
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3. Notwithstanding the challenging and ever-changing political landscape in
Venezuela and the economic and humanitarian crisis resuiting from COWVID-19, in
continuing pursuit of the previously-described dual-frack sfrategy with respect to the
Award, Crystailex wiill continue to entertain the possibility of a negotiated solution with

Venezuela.

o

NEXT STEPS

(1} Enforcement Efforts
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(i} Taxes
45. The DIP Credit Agreement contains several key provisions that refate to
procedures for Crystaliex’s tax determination, reporling and filing obligations as well as
the priorty and timing of any payments to Canada Revenue Agency (“CRA"). As
described in my prior affidavils sworn in this CCAA Proceeding, under the second step of
the Waterfall contained in the DIP Credit Agreement, Crystallex is required “to pay any
taxes, payable or required to be withheld by the Borrower or by any government in respect
of the settlement, judgment or collection in relation to the Arbitration Proceeding...”. As
required pursuant to the DIP Credit Agreement, Crystallex engaged leading Canadian
accounting and legal tax professionals (the “Tax Advisors”) to advise Crystallex with
respect to (a) the amount of taxes that musi be paid or withheld in respect of the Award,
prior to the Company making any distributions under the subsequent steps of the

Waterfall, and (b) the characterization of the Award by Crystallex in any tax return filed.

46. The Company held numerous meetings with the Tax Advisors and the
Monitor's tax counsel, and detailed discussions were held among the Board to discuss
and develop the Company's tax strategy and filing position. Those discussions included
taking into account the views of the DIP Lender {as required under the DIP Credit
Agreement) and the views of the ad hoc committee of the helders of the Company's
9.375% Notes {the “Ad Hoc Committee”}). Based on those discussions, it became
apparent to Crystallex that the parties shared a similar view on taxes and subsequent

engagement with the CRA to resolve same. [n August 2020, Crystallex, the DIP Lender
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and the Ad Hoc Committee ultimately reached an agreement with respect to the
Company's taxes that, among other things, addressed the timing of filing and paying taxes

by the Company.

47, As a result of the COVID pandemic, CRA extended the time for the filing of

corporate tax retums in respect of the fiscal year 2019 to August 31, 2020.

48 Based on the detailed advice of its Tax Advisors, and in compliance with
the terms of the DIP Credit Agreement, the Company {in consultation with the Moniter,
the DIP Lender and the Ad Hoc Commitlee) filed its tax returns on August 7, 2020 (the

“Tax FHing™),

49. Following the Tax Filing, Crystallex, through its counsel and with the
involvement of the Monitar, has started to engage with CRA to address and seek comforl
with respect to the tax return filed by Crystallex. The Company continues to update
counse! for the DIP Lender and the Ad Hoc Committee on its discussions and progress

with CRA.

(ii} Mediation
50. Matters between the Company, the DIP Lender and the Ad Hoc Commitlee
have been contentious throughout this CCAA Proceeding. On January 27, 2020, the
Company, the DIP Lender and the Ad Hoc Committee were directed by Justice Hainey to

mediate their disputes.

51. Representatives of the Cempany, the DIP Lender and the Ad Hoc
Commillee, with the assistance and oversight of the Menitor, have attended numerous

mediation sessions since January 2020 and the mediation is ongoing. The Company
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remains optimistic that the mediation will allow the parties to resolve their disputes and
avoid the need for lengthy and costiy litigation before this Court. The Company intends
fo continue to mediaie in good faith and believes there is value in allowing the mediation

fo continue.

(iv) Appointment of 2 New [ndependent Director

52. In early October 2020, Nr. Near advised that he would be tendering his
resignation imminently. M. Near has been a director of Cryslallex for 23 years, since
May 5, 1897, and in 2012 was affimed by lhe DIP Lender and Crystallex as the

independent director, pursuant to the terms of the DIP Credit Agreement.

53. The Board, with input from the Monitor, and advice from the Company’s
legal advisors, established a process and criteria for the identification and selection of a
new independent director, also having regard to, among olher lhings, the requirements
for appointing a new independent director under the DIP Credit Agreement {including the
necessary “independence” standards required thereunder), the Corporation’s arlicles and

by-laws, and the Canada Business Corporations Act.

54, The Board, with the assislance and direct involvement of the Monitor,
identified potential candidates and conducted interviews. 0On October 13, 2020, the
Board resolved to appoint The Honourable Nr. Sergio Marchi as the new independent
director of the Corporation. M. Near resigned concurrently with Mr. Marchi's acceptance

of the Board position.

55. Mr. Marchi has had a distinguished public sector career and maintains

strong political ties to lhe Canadian government. Altached as Exhibit "H" to my affidavit
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is a copy of Mr. Marchi's curriculum vitae. Mr. Marchi is a former Member of Parliament
and served as the Cabinet Minister of International Trade, Immigration and Environment.
Afler leaving Federal politics, Mr. Marchi served as Canada's ambassador to the World
Trade Organization and served as Chairman of the WTO General Council {which was a
peer-appointment). Currently, Mr. Marchi sits on a number of Canadian and international
corporate boards. He is also a member of the Canada Institute Advisory Board, which,
according to its website, was "founded in 2001 to increase awareness and knowledge
about Canada and Canada-U.S. relations among U.3. policymakers and opinion leaders.”
Crystallex is very forlunale to have Mr. Marchi join ils Board. Crystallex befieves that Mr.
Marchi's unparalleled experience and deep refationships in government provide the
Company with the invaluable ability to engage with both the U.S. and Canadian
governments on the various significant political elements of the Company's enforcement

strategy, including OFAC and the Sanctions regime.

56. On July 6, 2020, Mr. Near had retained his own independent advisor as
permitled under the DIP Credit Agreement. Specifically, Mr. Near retained Pirinate
Consulting Group, LLC ard its principal, Mr. Gene Davis, as independent advisor to the
independent director {the “Independent Advisor”). M. Davis, a former U.S. lawyer, has
over 30 years of corporate and restructuring experience (including CCAA restructuring
experience} and governance expertise, having sat on over 200 boards of public and
private companies. Mr. Davis participated in recent mediation sessions with Mr. Blair, on
behalf of the Independent Director. Mr. Marchi has confirmed that Mr. Davis and Pirinate

will continue the role as Independent Advisor to Mr. Marchi, as independent Director
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PART || - RELIEF SOUGHT

D. REQUEST FOR A SEALING ORDER
57. As part of this Motion, Crystallex is requesting that the following materials

be filed under a sealing order:

(a) the unredacted motion record of the Company, including the unredacted

version of this Affidavit; and
(b)  the unredacted version of the Monitor's Thirty-Fifth Report,
{collectively, the “Confidential Materials”).

58. The information (the "Confidential Information") that the Company seeks
to redact in the Confidential Materials generally falls into two categories: (@) certain
financial information of the Company, and in particular the Company's current cash
balance ({the "Financial Information"), and (b) descriptions of the Company's
monetization and enforcement strategy, including views and predictions by Crystallex

about positions taken by Venezuela, competing creditors and the U.S. government.

59. In connection with its previous stay exension motion in May 2020,

Crystalie |
O " oief was cenied (ihe “Decision’).
Crystallex is currently seeking leave to appeal the Decision [ G
I -~ i Crystallex's motion for leave to appeal, or

6 The Decision was rendered pursuani to an order of the Honourable Justice Hainey dated June §,
2020 and Auqust 31, 2020.
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an ensuing appeal, are ulfimately unsuccessfui, as will be discussed below, | still believe

that disclosure of the Confidential Information |GGG

B i cause Crystallex and its stakeholders to suffer significant

and irreparable harm and pose a serious threat to the commercial interests underpinning

this CCAA Proceeding — namely, the enforcement of the Award.

60. | understand from my counsel Natalie Renner at Davies thal the Moniior
has made a proposal to Crystallex, the DIP Lender and the Ad Hoc Commiltee to adjourn
any hearing on the sealing of the Confidertial Materials (the "Sealing Motion") until
campletion of the appellate process noted above in paragraph 59. The Company and the
DIP Lender are supporlive of the Monitor's proposal and believe it is a practical solution
to deal with sealing at this time. If the Monitor's proposal is accepted, the Company may,
if necessary, provide further updated affidavit evidence in respect of the Sealing Mation

with respect to the basis for sealing the Confidential Materials.

61. Crystallex and its stakeholders will suffer significant and imeparable harm if
the Confidential Information is made public. The specific harm from the disclosure of
Corfidential Information is detailed in Confidential Appendix |to my Affidavit, which forms

parl of my Affidavit.

E. EXTENSION OF THE STAY
62. The Initial Order granted a stay of proceedings against Crystallex and its
directors and officers during the Stay Period, which was most recentiy extended by Order

of the Courl on May 4, 2020 until November 6, 2020.
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63. Crystallex seeks an extension of the Stay Period until May 7, 2021 to allow
the Company to remain focused on its enforcement and negotiation efforls while also

dealing with an uncerlain and volatile situation in Venezuela and with PDVSA

I < Company has made significant progress to date in monetizing the

Award but there are still critical matters that remain unresoived. |GGG

65. Crystallex believes that a six-month Stay Period is reasonable in the
circumstances as it will provide the Company with fime to continue fo pursue the
enforcement and monetization of the Award and allow for the U.S. elections and the
National Assembly elections to be held. Afler discussions with the Monitor, the Company
has decided to seek an extension of the Slay Period entirely consistent with the last

exiension of the Stay Period of six months.

66. Finally, the Company will continue to work with the Monitor and its principal
stakeholder groups during the Stay Period to continue to respond to information requests
or provide updates, as may be appropriate, and to mediate the various issues between

the parties in good faith.

67. | believe that Crystallex has acted, and continues to act, in good faith and
with due diligence and will continue to do so during the proposed Stay Period extension,

if such extension is granied by the Courl,

37



856

-5

o

8. In the circumstances, Crystallex requests that the Stay Period be extended
to May 7, 2021 and does not believe that any stakeholder would be materially prejudiced

if the Stay Period was so extended.

F. DIP CREDIT AGREEMENT MATURITY EXTENSION AND AMENDMENT

69. On April 16, 2012, Mr. Justice Newbould made an Order {the "DIP Order")
approving a debtor-in-possession foan to the Company {the "DIP Loan") and : (i) a charge
on the property of Crystallex to secure all obligations under the DIP Credit Agreement
and related documents; and (ii) a charge on the property of Crystaliex o secure centain

compensation payable to the DIP Lender under the DIP Credit Agreement.

70. The DIP Credit Agreement provides that the DIP Lender may unilaterally
exiend the Maturity Date {(as defined therein) in its sole discretion. The last exlension of
the Maturity Date under the DIP Credit Agreement expires on November 6, 2020. The
Maturity Date of the DIP Credit Agreement has not been furlher exlended at this time.
The Company remains in discussions with the DIP Lender over a further amendment to
the DIP Credit Agreement. The DIP Lender has advised Crystallex that it remains fully

supporlive of the Company and its enforcement efforls against Venezuela.
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G. CRYSTALLEX'S CASH FLOW FORECASTS

T3. The Company's cash flow forecasts in connection with this motion have
been filed separately and will be subject to a protective sealing order, if granted. The
cash flow forecasts show that the Company will have sufficient funds to meet its projected
liquidity requirements throughout the requested Stay Period Extension. The Company's
disbursements during the proposed Stay Period relate almost entirely lo professional
fees, including for the Company's strategic initiatives related to asset preservation and
enforcement and collection strategies in connection with the Award and its monetization
and enforcement.

SWORN BEFORE ME at the City of

)
Toronto, in the Province of Ontario, )
this 28" day of October, 2020. )
) &2
)

ﬂ F ROBERT FU}C/

Nafﬂ'ﬁl’é Remfiel ——

Commissioner for taking Affidavits
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INTRODUCTION

The United States files this Statement of Interest! in response to the invitation of this Court,?
see D.I. 154 at 23. The United States respectfully submits the following views: (1) the current
situation in Venezuela implicates important U.S. foreign policy and national security interests, and
has changed materially since this Court originally issued the writ of attachment in 2018; (2) these
changed circumstances could justify granting the Bolivarian Republic of Venezuela’s
(“Venezuela”) Rule 60(b) motion; and (3) even if this Court denies or defers the Rule 60(b) motion,
and the motion to quash the writ of attachment, it should not authorize Crystallex International
Corp. (“Crystallex”) to proceed toward the contemplated sale of shares of PDV Holding, Inc.
(“PDVH”) owned by the Venezuelan national oil company, Petrdleos de Venezuela, S.A.
(“PDVSA?”) at this time. Such a sale is dependent on a license from Treasury’s Office of Foreign
Assets Control (“OFAC”), and moving forward in the manner Crystallex suggests could imperil

U.S. foreign policy and national security interests.

! Congress has authorized the Attorney General to send “any officer of the Department . . .
to any . . . district in the United States to attend to the interests of the United States in a suit pending
in a court of the United States.” 28 U.S.C. § 517. “A statement of interest, which is authorized
by 28 U.S.C. § 517, is designed to explain to a court the interests of the United States in litigation
between private parties.” Hunton & Williams v. U.S. Dep’t of Justice, 590 F.3d 272, 291 (4th Cir.
2010) (Michael, J., dissenting).

2 The United States recognizes that this Statement of Interest is being filed the day before
this Court’s hearing on the pending motions. See D.I. 174. The United States sincerely apologizes
to the Court and the parties for any inconvenience caused by filing so close to the hearing date.

1
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DISCUSSION

. The Current Situation in Venezuela Implicates Important U.S. Foreign Policy and
National Security Interests.

As detailed in the attached letter from Elliott Abrams, Special Representative for Venezuela
at the U.S. Department of State, Venezuela is currently in the midst of an unprecedented
humanitarian, political, and economic crisis. See Letter from Elliott Abrams to Ethan Davis, dated
July 16, 2020, attached hereto as Ex. 1, at 1. The country is currently grappling with an illegitimate
regime led by Nicolas Maduro and an inner circle of corrupt officials. Id. Over the past two
decades, Maduro and his predecessor, Hugo Chévez, have destroyed democratic institutions,
repressed free speech, committed serious human rights abuses, and ruined the prosperity
Venezuela once enjoyed. Id. at 1-2. The Maduro regime has become a source of great instability
in the entire region. Id. at 1. The regime’s abuses have resulted in the greatest refugee crisis in
Latin American history, with more than five million Venezuelans leaving their country seeking
freedom, sustenance, or both. Id. As Secretary of the Treasury Mnuchin has stated, “[t]he policies
of the regime of President Maduro have consequences that extend beyond Venezuela’s borders,
threatening regional stability and national security.” Statement by Sec. Steven T. Mnuchin
Following Meeting on Venezuela (Apr. 19, 2018), https://home.treasury.gov/news/press-
releases/sm0353. Indeed, the Maduro regime has built a close relationship with foreign adversaries
of the United States which, but for the regime’s existence, would have little foothold in South
America: Russia, China, and most recently Iran. Ex. 1, at 1. That these relationships include
military and intelligence aspects makes them even more worrying for U.S. national security. Id.

Since January 23, 2019, the United States has recognized Juan Guaido, the democratically

clected President of the Venezuelan National Assembly, as the Interim President of Venezuela. Id
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at 2. U.S. policy toward Venezuela is to support the full restoration of democracy, beginning with
free, fair, and transparent presidential elections in which the Venezuelan people choose their
leaders. I1d. To achieve this, Secretary of State Pompeo recently proposed a ‘“Democratic
Transition Framework” to resolve Venezuela’s crisis that is rooted in a peaceful, democratic
transition that calls for Maduro to step aside and the establishment of a broadly acceptable,
transitional government to administer free and fair presidential elections. ld. This framework also
sets forth a viable pathway for lifting Venezuela-related U.S. sanctions. Id.; see also U.S.
Department of State, Office of the Spokesperson, “Democratic Transition Framework for
Venezuela — Fact Sheet” (Mar. 31, 2020), https://www.state.gov/democratic-transition-
framework-for-venezuela. In fact, U.S. government agencies are planning for exactly this, as
Secretary of Commerce Ross outlined: “The U.S. will ease sanctions, promote domestic and
international trade credit, deploy technical advisors, and engage international financial institutions
to build confidence in Venezuela’s new economic policies. [It will also work to] [o]verhaul
Venezuela’s central bank, tax system, fiscal institutions, debt, and banking sector in the context of
a long-term [International Monetary Fund] deal and the need for economic stability and free
elections.” Remarks by U.S. Commerce Sec. Wilbur L. Ross at the Venezuelan Infrastructure
Breakfast in  Brasilia, Brazil (Aug. 1, 2019), https://www.commerce.gov/
news/speeches/2019/08/remarks-us-commerce-secretary-wilbur-1-ross-venezuela-infrastructure.

The United States has strong foreign policy and national security interests in supporting the
interim government’s efforts to reconstruct the Venezuelan economy following the departure of
Maduro. See Ex. 1. In the words of Special Representative Abrams:

Since recognizing the Guaid6 government on January 23, 2019, the
U.S. government has taken steps, including through additional
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economic sanctions, to ensure Maduro is not able to liquidate in fire
sales the financial assets of Venezuela that are located in United
States jurisdictions (and especially CITGO, the crown jewel of
PdVSA.) . ... CITGO, as part of the U.S.-based assets of PDVH
and its parent company PdVSA, is one such example of a national
resource that has been placed in legal and economic jeopardy as a
result of the actions of former Venezuelan governments. Critical to
U.S. foreign policy, the United States assesses that the domestic
legitimacy of the interim government under Guaidé would be
severely eroded were a forced sale of CITGO to take place while the
illegitimate Maduro regime still attempts to cling to de facto power
in Caracas. The efforts by creditors to enforce judgments against
Venezuela by taking immediate steps toward a conditional sale of
PdVSA’s U.S.-based assets, including PDVH and CITGO, are
detrimental to U.S. policy and the interim government’s
priorities. Should these assets be advertised for public auction at
this time, the Venezuelan people would seriously question the
interim government’s ability to protect the nation’s assets, thereby
weakening it and U.S. policy in Venezuela today.

Ex. 1, at 2-3.

Thus, assets such as PDVH’s shares, which provide indirect ownership of CITGO, are at the
heart of the United States’ current foreign policy efforts with respect to Venezuela. “It is clear that
its loss through a forced sale in a U.S. court would be a great political victory for the Maduro
regime, which has already claimed that the United States and Guaidé are conspiring to ‘steal’
CITGO. The impact on Guaido, the interim government, and U.S. foreign policy goals in
Venezuela, would be greatly damaging and perhaps beyond recuperation.” Id. at 3.

. Changed Circumstances Could Justify Granting Venezuela’s Motion.

In August 2018, this Court concluded that PDVSA was an alter ego of Venezuela pursuant
to the Supreme Court’s decision in First National City Bank v. Banco Para El Comercio Exterior
de Cuba (“Bancec”), 462 U.S. 611 (1983). In Bancec, the Supreme Court recognized that duly

created instrumentalities of a foreign state are to be accorded a presumption of independent status.
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See id. at 626-27. The Court noted that freely ignoring the separate status of government
instrumentalities would frustrate “the efforts of sovereign nations to structure their governmental
activities in a manner deemed necessary to promote economic development and efficient
administration.” 1d. at 626. As a result, Bancec affords a strong presumption that an independent
instrumentality of a foreign state should be treated as such by U.S. courts, unless (a) that
instrumentality is “so extensively controlled by its owner that a relationship of principal and agent
is created” or (b) doing so “would work fraud or injustice.” Id. at 629.

Following Bancec’s guidance, this Court concluded that Crystallex had “rebutt[ed] the
presumption of separateness between Venezuela and PDVSA,” and had sufficiently established
that the “sovereign state exercises significant and repeated control over the instrumentality’s day-
to-day operations.” Crystallex Int’l Corp. v Bolivarian Rep. of Venezuela, 333 F. Supp. 3d 380,
401, 403 (D. Del. 2018) (also concluding that Crystallex had not established that giving effect to
the separateness of Venezuela and PDVSA would “work a fraud or injustice” as that term is used
in Bancec). This Court also noted that Venezuela and PDVSA could seek to supplement the factual
record and attempt to demonstrate that the additional evidence “materially alters the Court’s
findings.” Id. at 425. The Third Circuit, in reviewing this Court’s decision, also noted that on
remand, “Venezuela may direct to the District Court credible arguments to expand the record with
later events.” Crystallex Int’l Corp. v Bolivarian Rep. of Venezuela, 932 F.3d 126, 144 (3d Cir.
2019). The United States respectfully submits that the circumstances underlying that

determination have changed in such a manner that the Court should review its earlier finding
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concerning PDVSA’s independence from Venezuela.?

This Court originally concluded that PDVSA was the alter ego of the Venezuelan
government because “Venezuela extensively control[led] PDVSA,” Crystallex, 333 F. Supp. 3d at
406, based on Venezuela’s practices of (1) “us[ing] PDVSA’s property as its own,” (2) “[i]gnoring
PDVSA’s separate status,” (3) “[d]epriving PDVSA of independence from close political control,”
(4) “[r]equiring PDVSA to obtain approvals for ordinary business decisions,” and (5) “[i]ssuing
policies causing PDVSA to act directly on behalf of Venezuela.” Id. at 406-009.

Since issuing that ruling, circumstances in Venezuela have materially changed. As detailed
in the attached letter from Special Representative Abrams, there have been significant
developments within Venezuela since 2018 that have precipitated a fundamental shift in U.S.
foreign policy. In January 2019, in the wake of the fraudulent Venezuelan presidential elections,

Maduro attempted to install himself as president for a second term. Ex. 1, at 2. Shortly afterwards,

3 The specific posture of this case makes it appropriate for this Court to take into account
changed circumstances in considering the current relationship between PDVSA and Venezuela.
While courts have routinely examined the historical relationship between a foreign state and its
instrumentalities in determining whether to pierce the corporate veil for purposes of imposing
liability, this Court was clear that it did not seek to impose Venezuela’s primary liability on
PDVSA. Crystallex, 333 F. Supp. 3d. at 391-94. Instead, the question before the Court was
whether the specific property at issue was really the property of Venezuela and only nominally
held by PDVSA. Id. at 392. This Court determined “it is appropriate — if it finds PDVSA is
Venezuela’s alter ego — to view the instant case as not involving a demand that PDVSA use its
‘legitimately held assets’ to satisfy Venezuela’s judgment. Rather, the issue here is whether
PDVSA’s assets are, in effect, Venezuela’s assets . . . .” ld. at 393. Given that inquiry, it is
appropriate for the Court to consider whether the changed circumstances would result in
attachment of PDVSA’s legitimately held assets now. See, e.g., Rep. of Austria v. Altmann, 541
U.S. 677, 696 (2004) (“[Foreign sovereign] immunity reflects current political realities and
relationships, and aims to give foreign states and their instrumentalities some present protection
from the inconvenience of suit as a gesture of comity.” (alteration in original, quotation marks
omitted)).
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the National Assembly, in its role as the only legitimate branch of government duly elected by the
Venezuelan people, responded by invoking the Venezuelan Constitution to declare the office of
the presidency vacant, upon which Juan Guaido, President of the National Assembly, was sworn
in as Interim President. Id. President Trump immediately issued a public statement officially
recognizing Guaidé as the Interim President of Venezuela, and Secretary of State Pompeo
similarly issued a statement concerning the United States’ recognition of the “new Venezuelan
government.” ld. On January 5, 2020, following Guaidd’s re-election as president of the National
Assembly despite an “unlawful, violent, and despicable campaign of arrests, intimidation, and
bribery” led by Maduro regime officials, the State Department issued a congratulatory statement,
noting that “[t]he United States and 57 other countries continue to regard [Guaido] as the
legitimate . . . interim president of Venezuela.” The United States Congratulates Interim President
Juan Guaido on His Re-Election as President of the National Assembly (Jan. 5, 2020),
https://ve.usembassy.gov/the-united-states-congratulates-interim-president-juan-guaido-on-his-
re-election-as-president-of-the-national-assembly; Ex. 1, at 2.

“Recognition is a ‘formal acknowledgement’ that a particular ‘entity possesses the
qualifications for statehood’ or ‘that a particular regime is the effective government of a state.’”
1702tofsky v. Kerry, 576 U.S. 1, 11 (2015) (quoting Restatement (Third) of Foreign Relations Law
of the United States § 203, cmt. a, p. 84 (1986)). The Supreme Court has made clear that “[t]he
text and structure of the Constitution grant the President the power to recognize foreign nations
and governments” and that the power is “exclusive,” i.e., is vested solely in the President, rather
than in the Courts or the Congress. ld. at 14. This exclusivity has wide-reaching legal

ramifications. Because “[p]olitical recognition is exclusively a function of the Executive,” Banco
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Nacional de Cuba v. Sabbatino, 376 U.S. 398, 410 (1964), courts are bound by that judgment when
determining what regime constitutes the government of a state. See, e.g., United States v. Pink,
315 U.S. 203, 223 (1942) (“[R]ecognition of a foreign sovereign conclusively binds the courts.”);
see also Crystallex, 932 F.3d at 135 n.2 (recognizing the Guaidé interim government “as
authorized to speak and act on behalf of Venezuela in these appeals”); Jimenez v. Palacios, C.A.
No. 2019-0490-KSJM, 2019 WL 3526479, at *9-11 (Del. Ch. Aug. 2, 2019) (holding that under
the political question doctrine, the U.S. President’s recognition of the Guaid6 government binds
the Delaware Court of Chancery).

Accordingly, the U.S. government’s recognition of the Guaidd government constitutes a
substantial and material change in circumstances that is itself sufficient to merit reconsideration of
this Court’s earlier alter ego determination, which rested on the corrupt actions of the Maduro
regime in connection with PDVSA, e.g., Crystallex, 333 F. Supp. 3d at 407-08. In addition,
Venezuela has stated that the Guaid6 government has taken “concrete steps to confirm PDVSA’s
independence from Venezuela.” D.I. 184 at 13. The State Department has indicated that it has no
reason to doubt the veracity of these representations concerning the independence of the PDVSA,
PDVH, and CITGO boards. Ex. 1, at 2. As a result, fundamental premises underlying the alter
ego ruling no longer hold.

I11.  If the Court Denies the Pending Motions to Dissolve or Quash the Writ of
Attachment, It Should Not Authorize Crystallex to Proceed Toward a Sale at This
Time.
This Court has recognized that it has discretion over whether, when, and in what manner it

moves forward with the contemplated sale of shares of PDVH, to the extent otherwise consistent

with U.S. sanctions law. See D.I. 154 at 9 n.13; see also Landis v. N. Am. Co., 299 U.S. 248, 254-
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55 (1936) (recognizing the “power inherent in every court to control the disposition of the causes
on its docket”). Regardless of the disposition of the pending motions to eliminate the attachment,
the United States respectfully submits that the Court should exercise any such discretion not to
proceed toward a sale at this time. The prefatory steps that Crystallex proposes implicate
significant U.S. foreign policy and national security interests that are rightly before the Executive
Branch in the Crystallex license application, and taking action which advances toward a public
auction and contingent sale would serve no purpose if OFAC ultimately denies Crystallex’s license
application.

A. OFAC is currently reviewing Crystallex’s license application and is not yetin a
position to issue a decision.

As this Court is aware, U.S. sanctions involving Venezuela require a license for any sale of
PDVH shares. See 31 C.F.R. §§ 591.506(c), 591.407; 84 Fed. Reg. 3282 (Feb. 11, 2019); E.O.
Nos. 13,884 (Aug. 5, 2019), 13,850 (Nov. 1, 2018), 13,835 (May 21, 2018), 13,808 (Aug. 24,
2017); see also OFAC FAQs 808 & 809. Crystallex has accordingly “submitted an application to
OFAC for a specific license authorizing the sale of shares of PDVH,” and “seeks formal approval
of the commencement of the sale process, through and including the auction of the shares of
PDVH.” D.I. 182 at 7; see also Letter from Andrea Gacki to Ethan Davis, dated July 16, 2020,
attached hereto as Ex. 2, at 1 (quoting Crystallex license application, which seeks authorization
from OFAC “to provide Crystallex a Specific License to allow the federal court in the District of
Delaware (which has jurisdiction over the shares in question and in whose constructive possession
the shares are currently held) to pursue all activities necessary and ordinarily incident to organizing
and conducting a judicial sale of the shares as provided for by U.S. federal and Delaware law,

regulations, and precedents.”). OFAC notes that this request is necessary under applicable law,
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not least because “a license is required before a public auction or contingent sale could occur.”
See Ex. 2, at 2 (citing E.O. Nos. 13,808, 13,835, 13,850, 13,884; 31 C.F.R. §§ 591.201, 591.506(c),
591.407; OFAC FAQs 808 & 809). OFAC is currently reviewing this application. See id. at 2.

OFAC is not yet in a position to issue a license decision to Crystallex, in part because of
the complexity of Crystallex’s application.* 1d. at 2. “Unlike a routine OFAC license application,
which may present a straightforward request to license a single transaction or limited set of
transactions involving the applicant and a sanctioned person or a sanctioned jurisdiction,
Crystallex’s submission implicates a series of complicated legal and policy questions.” Id.
Relevant issues include the rapidly evolving situation in Venezuela, developments in the OFAC
sanctions regime to address this situation, and the claims of other creditors against Venezuela—
some of whom have also submitted license applications that implicate the PDVH shares. 1d. Given
the complex nature of these questions, the license request continues to undergo interagency review.
Id.

Crystallex suggests that proceeding toward a sale of shares of PDVH “could aid OFAC in
its review of Crystallex’s application for a specific license,” D.I. 198 at 3, by providing additional
information about “[t]he mechanics of the sale process,” id. at 9-11; see also D.I. 154 at 9 (noting
“Crystallex’s speculation . . . that OFAC will not issue a license until [a public auction takes place

and] a winning bidder has been identified”). Contrary to this suggestion, proceeding toward a

* OFAC recognizes that if this Court grants either Venezuela’s pending Rule 60(b)
motion or PDVSA, PDVH, and CITGO’s pending motion to quash the writ of attachment, and
thus dissolves or quashes the writ of attachment, that would obviate the need for OFAC to rule
on the license application. That might also forestall the need for the parties and the Court to
address certain purported issues of constitutional and foreign relations law. See, e.g., D.I. 198 at
9; D.I. 154 at 23.

10
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public auction and contingent sale “would not in any way facilitate OFAC’s license adjudication

process with respect to Crystallex’s instant license application.” Ex. 2, at 2. As Director Gacki

further explains in her attached letter:

Proceeding in the manner Crystallex proposes would imperil the United States’ important

foreign policy interest in supporting the Guaidé government. As Special Representative Abrams

has explained:

It is well within OFAC’s licensing discretion to evaluate and
determine whether to issue Crystallex’s requested license without
needing to know the identity of the “winning bidder” in advance.
OFAC uses its substantial discretion to evaluate a range of options
when considering any specific licensing request, from a decision to
deny the license in its entirety, to grant the license in its entirety, to
grant the license subject to certain conditions, or even to bifurcate
the license request and sequence the authorization of actions in the
future. When evaluating a specific licensing request, OFAC could
also separately determine that additional information or
supplemental specific license requests are needed.

Proceeding toward a sale at this time would imperil the United States’ foreign

policy and national security interests, and would serve no purpose if OFAC

ultimately denies Crystallex’s license application.

The efforts by creditors to enforce judgments against Venezuela by
taking immediate steps toward a conditional sale of PAVSA’s U.S.-
based assets, including PDVH and CITGO, are detrimental to U.S.
policy and the interim government’s priorities. Should these assets
be advertised for public auction at this time, the Venezuelan people
would seriously question the interim government’s ability to protect
the nation’s assets, thereby weakening it and U.S. policy in
Venezuela today.

Whatever the eventual settlement of Venezuela’s debts or the fate of
other accounts or assets, CITGO today is a special case. Every
Venezuelan knows of this company and it is viewed, as are
Venezuela’s oil reserves, as a central piece of the national
patrimony. It is clear that its loss through a forced sale in a U.S.

11
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court would be a great political victory for the Maduro regime,

which has already claimed that the United States and Guaido are

conspiring to ‘steal’ CITGO. The impact on Guaidd, the interim

government, and U.S. foreign policy goals in Venezuela, would be

greatly damaging and perhaps beyond recuperation.
Ex. 1, at 3. The situation in Venezuela is fluid, but absent a change in the above foreign policy
considerations, these factors will weigh heavily in OFAC’s consideration of Crystallex’s license
application and could prove to be dispositive of OFAC’s decision. See Ex. 2, at 2.

The United States respectfully submits that this Court should not authorize Crystallex to
take further steps toward a forced sale of PDVH in light of the risk that such steps would harm
U.S. foreign policy and national security interests in Venezuela. See, e.g., Zarmach Oil Servs.,
Inc. v. U.S. Dep’t of the Treasury, 750 F. Supp. 2d 150, 155 (D.D.C. 2010) (“[C]ourts owe a

299

substantial measure of ‘deference to the political branches in matters of foreign policy.”” (quoting
Reganv. Wald, 468 U.S. 222,242 (1984))); see also Jama v. Immigration & Customs Enforcement,
543 U.S. 335, 348 (2005) (noting Supreme Court’s “customary policy of deference to the President
in matters of foreign affairs”); 50 U.S.C. § 1702(a)(1)(B) (conferring on the President broad
authority to “nullify, void, prevent or prohibit, any” transaction involving “any property in which
any foreign country or a national thereof has any interest”). Here, the value of PDVH both
numerically and strategically is clear; there is no comparable asset for Venezuela and its new
government. See Ex. 1, at 3; see also, e.g., D.I. 182 at 14 (estimating that “PDVH’s subsidiaries . . .
have assets in excess of $9.2 billion.”).

Additionally, at a more practical level, the parties’ submissions make clear that nothing

comparable to the sale of the PDVH shares has ever been undertaken by a court in this manner.

The sole example cited by Crystallex involved shares worth approximately $500,000, a far cry

12
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from the PDVH valuations suggested by the parties. See D.I. 188 at 12 n.17 (citing “unrebutted
research show[ing] that the largest stock sale ever managed by the Delaware authorities under 8
Del. C. § 324 was for $567,000”); D.I. 182 at 1-4 (seeking to sell enough shares of PDVH under
8 Del. C. § 324 to satisfy “an arbitral award of $1.4 billion”). While the concerns of the U.S.
government are with the foreign policy implications of the contemplated auction and contingent
sale, the lack of any comparable examples and experience are additional reasons for the Court to
forego further action until after OFAC has issued a decision on Crystallex’s pending license
application.
CONCLUSION

The United States recognizes that “Venezuela owes Crystallex from a judgment that has
been affirmed in our courts,” D.I. 174 at 3 (quoting Crystallex, 932 F.3d at 149), and is not
suggesting that Venezuela should be permitted to avoid payment of its lawful obligations. But
given the changed circumstances since the Court concluded that PDVSA was an alter ego of
Venezuela in 2018, the United States respectfully submits that relief under Rule 60(b) may be
appropriate. And given the delicate and evolving political situation in Venezuela, the U.S. foreign
policy and national security interests that are implicated, and the related economic sanctions, the
United States respectfully asks the Court to refrain from authorizing an auction and sale of
Venezuela’s largest and most important foreign asset while Crystallex’s licensing application is
pending before OFAC. Such an action would needlessly imperil U.S. interests, and matters of
equity militate against providing such relief, particularly where the parties still dispute the validity

of Crystallex’s writ.

13
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Body

In his recent book, John Bolton, the president’s former national security adviser, recounted how Mr. Trump
disparaged Venezuela’s opposition leader, Juan Guaidd, and was impressed by Mr. Maduro’s resilience.

President Trump renewed his opposition on Friday to Venezuela’s socialist dictator, Nicolas Maduro, showcasing a
hard-line position popular with Florida's Latino voters and accusing his presumptive Democratic rival, former Vice
President Joseph R. Biden Jr., of supporting “pro-Communist policies” across Latin America.

Speaking at a round table in Doral, Fla., with Venezuelan and Cuban political exiles, Mr. Trump reiterated his
support for Venezuela's opposition leader, Juan Guaidd, whose standing with Mr. Trump has grown uncertain in
recent weeks, undermining the credibility of the United States’ longtime effort to oust Mr. Maduro, an anti-American
strongman who has held power since 2013.

Political analysts in Florida said that Mr. Trump hoped that a tough message against socialist regimes in Latin
America could shore up his faltering support among Latinos in the state, where recent polling has shown him trailing
by more than five points.

Last month, a tell-all book from Mr. Trump’s former national security adviser John R. Bolton depicted the president
as doubtful of Mr. Guaidd, whom his administration recognizes as Venezuela's rightful leader, and even impressed
by Mr. Maduro’s resilience.

Mr. Bolton writes that, after Mr. Guaid6 and his allies failed in an attempted overthrow of Mr. Maduro in April 2019,
Mr. Trump came to see the 36-year-old opposition leader as “weak” and Mr. Maduro as “strong,” and even referred
to Mr. Guaidé as the “Beto O’Rourke of Venezuela,” a reference to the youthful Democratic presidential candidate
whose 2020 campaign quickly fizzled.

Mr. Bolton also alleges that President Vladimir V. Putin of Russia, who has helped to prop up Mr. Maduro’'s
government with oil purchases, strategically undermined Mr. Guaid6é with Mr. Trump by likening him to another
Democratic presidential rival, Hillary Clinton.

Mr. Bolton even came to believe that Mr. Trump soured on Mr. Guaidé in part after noticing that the Venezuelan’'s
wife, on a visit to the White House, was not wearing a wedding ring. Mr. Trump and the White House have said Mr.
Bolton, who resigned in disgust, is embittered and not credible.
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But the president compounded the doubts in an interview in June with the website Axios in which he sounded
notably lukewarm about Mr. Guaidd, whose popularity in Venezuela has slipped. Mr. Trump said that he “wasn'’t
necessarily in favor” of recognizing Mr. Maduro as the country’s leader and added, “I don't think it was very
meaningful one way or the other.”

The president also said that he was open to meeting with Mr. Maduro, with whom officials of his administration have
said the only thing they will negotiate is a resignation.

“I would maybe think about that,” Mr. Trump told Axios. “Maduro would like to meet. And I'm never opposed to
meetings — you know, rarely opposed to meetings.”

The White House moved quickly to clean up those off-message comments, and Mr. Trump himself insisted on
Twitter that he would “only meet with Maduro to discuss one thing: a peaceful exit from power.”

In scripted messages like Friday’s, Mr. Trump has expressed nothing but solid support for Mr. Guaidé. In February,
Mr. Trump welcomed him to the White House and hosted him as a special guest at his State of the Union address,
where Mr. Trump vowed that Mr. Maduro’s “grip on tyranny will be smashed and broken.”

That is the version of Mr. Trump’s views much preferred by both the White House and his campaign aides, who
hope to rally Florida’s Hispanic voters with a tough anti-Maduro message, especially the roughly 700,000 Cuban-
Americans in the Miami area who mostly oppose Cuba’s government and its close ally Mr. Maduro, who supplies oil
to Havana. A much smaller number of the thousands of Venezuelans in Florida, 50,000 by some estimates, are
eligible to vote.

Mr. Bolton also recounts that Mr. Trump repeatedly expressed interest in invading Venezuela, an idea he has hinted
at publicly, though not recently. Mr. Bolton writes that, in August 2018, the White House chief of staff at the time,
John F. Kelly, told him that Mr. Trump “says it would be ‘cool’ to invade Venezuela.”

Expanding his message to include new condemnations of Cuba, which the president denounces for its communist
government and for its support of Mr. Maduro, Mr. Trump sought on Friday to depict Mr. Biden as sympathetic to
their socialist policies and as a vehicle for the American left to carry them out in the United States.

“Joe Biden and the radical left are trying to impose the same system — socialism-plus — in America,” Mr. Trump
said. “Biden is a puppet of Bernie Sanders, A.O.C. and the radical left,” he added, using an acronym for the liberal
Democratic representative Alexandria Ocasio-Cortez of New York.

“History will record you as the president who freed this hemisphere from communism and socialism,”
Representative Mario Diaz-Balart, Republican of Florida, told Mr. Trump at the round table.

Christian Ulvert, a Florida-based Democratic political consultant, said that Latinos in Florida, including Venezuelans
and younger Cubans, had already been questioning the efficacy of Mr. Trump’s Venezuela policy. The president’s
approach has revolved around what he called “historic sanctions” and pressure on the country’s revenue-generating
oil exports — an approach undermined by Russian purchases of Venezuelan oil that have angered administration
officials.

“Then John Bolton’s comments come out that clearly show that the president’s talk on Venezuela was all cheap
rhetoric, and that he actually has no faith in Guaidé and was ridiculing him,” Mr. Ulvert said.

Mr. Trump’s aides also renewed a repeated attack he has made against Mr. Biden in recent months, based on a
photograph showing the vice president and Mr. Maduro laughing together after the inauguration of President Dilma
Rousseff in 2015 in Brasilia. After the exchange, the Brazilian financial newspaper Valor reported that Mr. Biden
had quipped: “If | had your hair, I'd be president of the United States.”

On Friday, a Trump campaign “question of the day for Joe Biden” email asked: “When given the chance, why didn’t
you stand up to brutal Venezuelan dictator Nicolas Maduro and instead palled around with him and made a joke
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about his hair?” And speaking to reporters, the White House counselor Kellyanne Conway pressed the same point,
adding, “I don’t find anything really funny about Nicolas Maduro.”

Mr. Biden responded in a statement, saying that “just like his response to this pandemic, the president has been
unreliable and self-centered in his approach to the issues closest to the Venezuelan people.”

Juan S. Gonzalez, a former Obama White House national security aide who was present for the exchange, did not
deny that Mr. Biden made the comment. But he said that Mr. Biden then confronted the Venezuelan, who had
initially sought him out, on substantive issues including the release of political prisoners, economic reforms and
engagement with the country’s political opposition. Mr. Gonzalez said the exchange lasted for “under a minute.”

He added that Mr. Trump’s pressure on Mr. Maduro appeared to be faltering, and said that signs of the president’s
ambivalence toward Mr. Guaido had played into the government’'s hands and had made it easier to divide the
country’s opposition.

Mr. Trump has spent much of his week on Hispanic and Latin American issues. He held chummy meetings at the
White House on Wednesday with President Andrés Manuel Lépez Obrador of Mexico, and attended a round table
with Hispanic political leaders on Thursday.

“Trump’s strategy is not to win the Latino vote,” said Mr. Gonzalez, who advises Mr. Biden’s campaign, “but to take
as much away from Biden as possible to win the election.” Mr. Trump carried 28 percent of the Latino vote against
Mrs. Clinton in 2016.

Eduardo Gamarra, a professor at Florida International University, said he was helping to conduct a daily tracking
poll that showed Mr. Trump with 55 percent support among Cuban-Americans, higher than among any other Latino
group in the United States. But, he added, “Biden has nowhere the near the strength with Latinos that Clinton had in
2016.”

Load-Date: July 14, 2020

End of Document
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A guest appearance at the State of the Union and meeting at the White House put to rest talk that President Trump
had lost patience with Juan Guaidd’s campaign to oust Nicolas Maduro.

WASHINGTON — Venezuela’'s opposition leader, Juan Guaidd, has long hoped to land a meeting with President
Trump that would demonstrate the United States’ support for his claim to being the country’s rightful president.

He struck out when he and Mr. Trump were both in Davos, Switzerland, last month, and then again when they were
both in South Florida last weekend. The near misses fueled speculation that Mr. Trump had lost interest in
supporting the chief rival of Venezuela’s leftist president, Nicolas Maduro, with whom Mr. Guaidé had been locked
in a yearslong political stalemate.

But Mr. Guaidd’s visit to Washington this week more than made up for those disappointments when Mr. Trump
gave him two moments in the spotlight that could lift him at home.

First Mr. Trump hosted Mr. Guaidé at his State of the Union address on Tuesday night and in his speech delivered
one of his most forceful endorsements of the opposition, describing Mr. Guaido as “the true and legitimate president
of Venezuela” and promising that Mr. Maduro’s “grip on tyranny will be smashed and broken.”

In one of the night’s few bipartisan moments, Republicans and Democrats stood to applaud Mr. Guaidé.

Then on Wednesday, Mr. Trump met with Mr. Guaido at the White House, which released photos of the two leaders
walking together and of Mr. Guaidé in a separate meeting with Vice President Mike Pence. A scheduled meeting
with reporters was canceled at the last minute.

[Update: The U.S. has imposed sanctions on the Russian oil company supporting Venezuela's leader.]

Mr. Trump has backed Mr. Guaidé as part of his effort to topple the authoritarian rule of Mr. Maduro, whom he calls
a “socialist dictator” who has destroyed his oil-rich nation’s once-vibrant economy. In addition to punishing
sanctions, the Trump administration has tried to pressure Mr. Maduro’s foreign allies, including Cuba and Russia, to
withdraw their support for his rule.

The appearances suggest that the two men’s needs remain closely aligned. Mr. Guaidd, who has struggled to
maintain momentum in and outside Venezuela since declaring himself the country’s interim president last year, has
been hunting for big international endorsements to regain that momentum.
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Mr. Trump needs support in voter-rich South Florida, home to America’s largest community of Venezuelan
immigrants, many of whom oppose Mr. Maduro. It is also home to voters who have fled other left-wing governments
in Latin America, including tens of thousands of Cuban-Americans who resent Havana's steadfast support for Mr.
Maduro.

Shannon K. O’Neil, a senior fellow at the Council on Foreign Relations who focuses on Latin America, doubted that
Mr. Trump’s new show of support for Mr. Guaidé would make “any difference on the ground in Venezuela. It might
make some difference in Southern Florida in November.”

“A handshake is great and the State of the Union — awesome. But what is the Trump administration really going to
do?” she added.

Mr. Trump’s national security adviser, Robert C. O’Brien, did signal on Wednesday that more substantive action
might be on the way. Speaking at the Meridian International Center in Washington, Mr. O'Brien said the United
States could impose sanctions on Russia’s state-owned oil company, Rosneft, one of several energy giants that
continue to do business with Mr. Maduro’s government.

“We're letting the Russians and we're letting the company know that their support of the Maduro regime is not a
good business decision, but it's also immoral, what it's doing to the people of Venezuela,” he said. “I think you're
going to see some action either voluntarily from the company or the U.S. will likely take action in the near future.”

A Trump official speaking on the condition of anonymity said later that other energy companies that do business
with the Maduro government, including Chevron, should also be on notice that the United States is not finished with
its pressure campaign.

The official said the United States would not engage in direct talks with the Maduro government except to negotiate
his exit from power. And he warned it not to “interfere with” Mr. Guaidd’s return to Venezuela.

In and around Caracas on Wednesday, Mr. Guaidd'’s appearances in Washington were met with mixed reviews. Mr.
Maduro delivered an emphatic verdict, releasing a statement condemning what he called Mr. Trump’s
“interventionist expressions.”

The president’s statements, he said, represent an “effort to revive the failed strategy of government change by
force” amid the United States’ “circuslike electoral spectacle.”

A year ago, many Venezuelans received Mr. Guaidé with open arms, believing he would be the one to finally force
Mr. Maduro’s departure. Then came a series of political missteps, including a failed effort to win over the military.

But in recent weeks, as Mr. Maduro has tightened his grip on the country, Mr. Guaidé has been a source of
frustration for many Venezuelans.

In a suburb outside Caracas called San Antonio de los Altos, Jesus Nifios, 70, a retired radio announcer, said that
he thought Mr. Trump’s words would “revive Guaidé’s power to bring people to the streets,” helping to “foment the
breakdown of the government.”

Others were more skeptical that anything would change as a result of Mr. Trump’s threats.

“They’re just words,” said José Alvarez, 47, a security guard, “and they're a joke on Venezuela, just like Maduro is
playing a joke on the people of Venezuela.”

“If the United States and Guaid6 had any power,” he said, “they would have already done something.”

Michael Crowley reported from Washington, and Julie Turkewitz from Caracas, Venezuela. Isayen Herrera
contributed reporting from San Antonio de los Altos, Venezuela, and Patricia Mazzei from Washington.
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Michael Crowley reported from Washington, and Julie Turkewitz from Caracas, Venezuela. Isayen Herrera
contributed reporting from San Antonio de los Altos, Venezuela, and Patricia Mazzei from Washington.

PHOTO: President Trump met with Juan Guaiddé on Wednesday, a day after calling him “the true and legitimate
president of Venezuela.” (PHOTOGRAPH BY DOUG MILLS/THE NEW YORK TIMES)

Load-Date: July 14, 2020
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Body

Bravo! At last, a senior official of Donald Trump's administration has told the truth about Venezuela, even if it
hurts many Venezuelans who have been deceived by the Republican President's demagoguery about possible U.S.
military intervention in the South American country. | have been writing for years that the US representative has
done great damage to the cause of freedom in Venezuela by generating false hopes for a US military intervention.
That has led many Venezuelans to sit in their homes waiting for American "Marines," rather than taking to the
streets to overthrow Latin America's most brutal dictatorship.

Trump, eager to win the votes of Cuban-Americans and Venezuelans in Florida, has repeatedly said that "all
options are open in Venezuela, including a possible military option." But on Monday, the Trump administration's
special manager for Venezuelan and Iran affairs Elliott Abrams said Venezuelan opposition should stop expecting
"magic solutions" such as a Washington military intervention and focus on uniting against dictator Nicolas Maduro.
Abrams mentioned that to Colombia's NTN24 news network when asked about the decision of Venezuelan hard-
line opposition leader Maria Corina Machado to break ranks with opposition leader Juan Guaido, the leader of the
National Assembly, recognized by nearly 60 countries as Venezuela's interim president. Machado, a charismatic
policy but far behind Guaidé in the polls, had asked Guaidé to invoke article 187.11 of the Venezuelan Constitution,
which theoretically allows the National Assembly to invite foreign military forces to the country. "Maria Corina is
completely free to say whatever she wants," Abrams said in the interview. "But this reminds me of Gabriel Garcia
Marquez's famous magical realism. What we think the opposition should do is the hard work of organizing the
opposition." Abrams added that "It seems to me that Maria Corina is asking for a magical 'plan B' that will solve all
of Venezuela's problems. And who's going to make the solution? The foreigners involved. | don't think that's a
sensible answer to the problems facing Venezuela, or to the need for the opposition to be united." Abrams
concluded by saying that unifying the opposition "doesn't get any easier when Venezuelan opposition political
leaders basically say, 'l don't want to do that job, | want a magic rescue.” Abrams was probably so sincere because
the Trump administration is rightly concerned that a division in Venezuelan opposition will greatly make it much
easier for Maduro to hold his fraudulent legislative elections in December. A broad opposition coalition led by
Guaidd - and backed by the United States and dozens of other countries - has decided to boycott legislative
elections unless Maduro allows an independent electoral tribunal and credible international observers. But the fact
is Abrams told the truth. And it would be ideal if Trump did the same, and gave all his support to Guaid6. As
Trump's own former Homeland Security adviser John Bolton told me in a recent interview, Trump often wavered in
his support for Guaidé, and Trump's policy toward Venezuela has been guided by "america's domestic political
considerations." In other words, Trump doesn't care much about Venezuela's freedom, but the Cuban-American
and Venezuelan-American votes in Florida. Instead of misleading Venezuelans with false hopes of an unwilling
American "magic rescue," Trump should increase the pressure on his friend Vladimir Putin, the President of Russia,
to stop supporting the regimeVenezuelan. Moreover, Trump should forge an effective international coalition to
intensify sanctions against Maduro, as proposed by democratic rival Joe Biden. And, as Abrams said, hard-line
Venezuelan opposition politicians should stop fooling the other way with "magic solutions" that are totally out of their
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control and are not in sight anywhere. A round of applause to Abrams, who has said aloud what has been an open
secret in Washington in recent years. Twitter: @oppenheimera

Load-Date: September 4, 2020

End of Document
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The United States stands with the
brave people of Venezuela as they strive for
a return to dignity and democracy.

Secretary of State Mike Pompeo




891
73
* % *

ARTICLE INDEX

What is going on in Venezuela? The U.S. effort focuses on three key pillars:

1. Sanctions and Visa Revocations
Slide towards Dictatorship

2. Diplomatic engagement
A country in crisis

3. Humanitarian and

Restoring Democracy Development Assistance
How is the United States All Related Releases
helping?

What is going on in Venezuela?

Slide towards Dictatorship: On January 10, 2019, Nicolas Maduro illegally assumed the
presidency of Venezuela, despite the lack of free and fair elections. As he has done for years to
retain power, Maduro arbitrarily jails or bans prominent political leaders and uses the
distribution of food as a tool for social control. He manipulated the electoral process and timeline
to his advantage; electoral irregularities included everything from intimidation and
disenfranchisement of voters to improper tabulation of the results. The freely and fairly elected
Venezuelan National Assembly, in accordance with the Venezuelan constitution, determined the

presidency was vacant because Maduro claimed victory in a fraudulent election.

A country in crisis: Meanwhile the economy and basic social services have continued to spiral

downward, leading to a growing humanitarian crisis. For example:

¢ Nearly 9 out of 10 Venezuelans live in poverty
¢ More than 3 million Venezuelans have fled the country

* 90% of families report not being able to buy enough food and Venezuelans lost an average
of 24 pounds in 2018.

¢ The country’s inflation rate is over 1 million percent and growing
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Restoring Democracy: On January 23, National Assembly President Juan Guaidd, supported by
the democratically-elected National Assembly and the Venezuelan constitution, assumed the
interim Presidency of Venezuela in an effort to restore democracy and constitutional rule. As of
May 8, 53 countries, along with the majority of the Venezuelan people, join the United States in

recognizing Juan Guaido as the legitimate interim President of Venezuela.

How is the United States helping? United States policy supports the interim government, the
National Assembly, and the Venezuelan people in their struggle for a stable, democratic, and
prosperous Venezuela. In service of this goal, the United States has undertaken a series of strong
policy actions since 2017 meant to pressure the former Maduro regime and support democratic
actors. In addition, the U.S. is providing robust support for the region’s humanitarian response to

this crisis.

The U.S. effort focuses on three key pillars:

1. Sanctions and Visa Revocations

U.S. actions ensure the former Maduro regime cannot rely on the U.S. financial system for its
destructive practices. The U.S. government has made over 150 designations of individuals
and entities in Venezuela since 2017 via Executive Orders (E.O.) and the Kingpin Act. Learn
more about these actions here. More details on the U.S. Department of Treasury Sanctions

are located here.

In addition, The United States has imposed visa restrictions on individuals responsible for
undermining Venezuela's democracy, including numerous Maduro-aligned officials and their
families. Since January 10, 2019, the United States has revoked more than 700 visas, including

107 of former diplomatic personnel.
2. Diplomatic engagement

The United States is working alongside regional partners to help Venezuelans return their
country to a prosperous democracy and hold Maduro and those who support him
accountable for the current political, economic, and humanitarian crises. On January 24, 2019,
the United States and 15 other OAS member states recognized Juan Guaidé as the interim

President of Venezuela. On April 9, the OAS approved a resolution to accept Guaidd’s
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nominee Gustavo Tarre as Venezuela's representative to the Permanent Council. The Lima
Group, consisting of 14 countries in Latin America, was founded in 2017 to find a peaceful
resolution to the Venezuelan crisis. They have been committed to that goal since and issued
several declarations in 2019, including a 17-point statement on April 15 calling on the UN and

other international organizations for additional support; rejecting military intervention; and

urging unity of process among partners supporting Venezuela.

3. Humanitarian and Development Assistance

U.S. assistance supports emergency response efforts throughout the region, and builds long-
term capacity to assist those who have fled the crisis in Venezuela. Total regional support is

more than $256 million since Fiscal Year 2017, including:

¢ More than $213 million in humanitarian response.

¢ $43 million in economic and development assistance.

On January 24, Secretary Pompeo announced the United States is ready to provide an

additional $20 million in initial humanitarian assistance to the people inside Venezuela.

For more information about United States’ humanitarian assistance, please

visit: https://www.usaid.gov/EstamosUnidosVE and https://www.state.gov/overseas-

assistance-by-region/europe-central-asia-and-the-americas/#Venezuelans.

Find all releases, including remarks by Secretary Pompeo, Special Representative to

Venezuela Abrams, and other key actions by the State Department HERE.

TAGS
Bureau of Economic and Business Affairs Bureau of Western Hemisphere Affairs

Democracy Division for Counter Threat Finance and Sanctions Human Rights
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Related Articles

—— JUNE 18, 2020

The United States Targets Network Supporting Corrupt Venezuelan
Actors Attempting To Evade Sanctions

READ MORE —>

_— MARCH 31, 2020

Briefing With Special Representative for Venezuela Elliott Abrams
On the Democratic Transition Framework for Venezuela

READ MORE —>
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OFAC LICENSES

78. What agencies other than Treasury review OFAC license applications and what are the

roles of these other agencies?

Many of OFAC's licensing determinations are guided by U.S. foreign policy and national security
concerns. Numerous issues often must be coordinated with the U.S. Department of State and
other government agencies, such as the U.S. Department of Commerce. Please note that the
need to comply with other provisions of 31 C.F.R. chapterV, and with other applicable
provisions of law, including any aviation, financial, or trade requirements of agencies other than
the Department of Treasury’s Office of Foreign Assets Control. Such requirements include the
Export Administration Regulations, 15 C.F.R. Parts 730 et seq., administered by the Department
of Commerce, and the International Traffic in Arms Regulations, 22 C.F.R. Parts 120-130,

administered by the Department of State.

June 16,2006
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July 16, 2020

Ethan P. Davis

Assistant Attorney General
Civil Division

U.S. Department of Justice

950 Pennsylvania Avenue, N.W.
Washington, D.C. 20530

Re:  Crystallex International Corporation v. Bolivarian Republic of Venezuela
(D. Del. 17-mc-151-LPS)

Dear Mr. Davis:

This letter is in response to the U.S. District Court for the District of Delaware’s
invitations on December 12, 2019, and May 22, 2020, to provide certain input concerning the
above-referenced litigation. I would appreciate your assistance in forwarding this letter to the
Court.

As the Director of the U.S. Department of the Treasury’s Office of Foreign Assets
Control (“OFAC”), I, Andrea M. Gacki, confirm the following:

On April 9, 2020, Crystallex submitted a specific license application requesting OFAC
“to provide Crystallex a Specific License to allow the federal court in the District of Delaware
(which has jurisdiction over the shares in question and in whose constructive possession the
shares are currently held) to pursue all activities necessary and ordinarily incident to organizing
and conducting a judicial sale of the shares as provided for by U.S. federal and Delaware law,
regulations, and precedents.” In other words, Crystallex seeks OFAC authorization for an
auction and sale of the shares of PDV Holding, Inc. (“PDVH”) belonging to Petroleos de
Venezuela, S.A. (“PDVSA”). PDVH is the holding company for CITGO Holding, Inc., which in
turn wholly owns CITGO Petroleum Corp. (“CITGO”). Crystallex’s license application is
predicated on its possession of a valid writ of attachment against the PDVH shares issued by the
U.S. District Court for the District of Delaware (Case No. C.A. No. 17-mc-00151-LPS).

In its December 12, 2019, Memorandum Order, the District of Delaware expressed
interest in hearing directly from the Executive Branch regarding “whether OFAC will refrain
from issuing a license until the bidding process is complete.” It is my understanding that the
“bidding process” referenced in the Court’s order is Crystallex’s proposed auction of the PDVH
shares to execute on its writ of attachment. Subsequently, OFAC has monitored the Court’s stay
of the litigation and has reviewed the parties’ recent motions and briefing in response to the
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Court’s May 22, 2020, Memorandum Order lifting that stay. In the May 22 Memorandum
Order, the Court reiterated its interest in receiving input from the Executive Branch.

In response to the Court’s question, it is not the case that OFAC is waiting to adjudicate
Crystallex’s license application until after a public auction of PDVH’s shares has been held.
Indeed, a license is required before a public auction or contingent sale could occur. See
Executive Orders 13808, 13835, 13850, 13884; 31 C.F.R. §§ 591.201, 591.506(c) & 591.407;
see also OFAC Frequently Asked Questions 808 & 809. In fact, taking the steps Crystallex
proposes toward an auction and sale of PDVH’s shares would not in any way facilitate OFAC’s
license adjudication process with respect to Crystallex’s instant license application. It is well
within OFAC’s licensing discretion to evaluate and determine whether to issue Crystallex’s
requested license without needing to know the identity of the “winning bidder” in advance.
OFAC uses its substantial discretion to evaluate a range of options when considering any specific
licensing request, from a decision to deny the license in its entirety, to grant the license in its
entirety, to grant the license subject to certain conditions, or even to bifurcate the license request
and sequence the authorization of actions in the future. When evaluating a specific licensing
request, OFAC could also separately determine that additional information or supplemental
specific license requests are needed.

Although OFAC is not yet in a position to issue a decision to Crystallex on its license
application, OFAC would like to take this opportunity to discuss the license application review
process. Unlike a routine OFAC license application, which may present a straightforward
request to license a single transaction or limited set of transactions involving the applicant and a
sanctioned person or a sanctioned jurisdiction, Crystallex’s submission implicates a series of
complicated legal and policy questions, such as (1) the rapidly evolving and delicate political and
economic situation in Venezuela, including the United States’ recognition of Juan Guaido6 as the
Interim President of Venezuela; (2) developments in OFAC sanctions to address the changed
circumstances in Venezuela; and (3) the claims of numerous other creditors against Venezuela
arising from the malign actions of the regimes of former Presidents Hugo Chavez and Nicolas
Maduro. Moreover, other creditors have submitted license applications that implicate the PDVH
shares. Based on complex considerations such as these, OFAC’s internal review of Crystallex’s
license application, as well as the U.S. government’s corresponding interagency review, remain
ongoing.

As you know, Elliott Abrams, the U.S. Department of State’s Special Representative for
Venezuela, has submitted to the U.S. Department of Justice (with a copy to OFAC) a letter
intended for this Court indicating that any auction or sale of PDVH’s shares at this time would
undermine current U.S. foreign policy on Venezuela. Absent a change in the above
considerations, these factors will weigh heavily in OFAC’s license determination and could
prove to be dispositive in adjudicating this license application.

OFAC also notes that the pending license application is predicated on Crystallex’s
possession of a valid writ of attachment. OFAC is aware that the Court is currently considering
(1) Venezuela’s Motion for Relief Under Federal Rule of Civil Procedure 60(b); and
(2) PDVSA, PDVH, and CITGO’s Motion to Quash the Writ of Attachment. Ifthe Court grants
either of these two motions, then Crystallex’s pending license application will become moot.

.
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OFAC intends to continue its review of Crystallex’s license application while monitoring
the District of Delaware litigation and communicating with the U.S. Department of State
regarding Venezuela’s evolving political and economic situation.

Sincerely,

Digitally signed by Andrea M.

Andrea M. Gacki caci

Date: 2020.07.16 13:28:58 -04'00'
Andrea Gacki
Director
Office of Foreign Assets Control
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HONOURABLE SERGIO MARCHI

613 880-1769
smarchi777@gmail.com
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Sergio Marchi has led a distinguished private and public sector career.

He currently serves as a Director on a number of Corporate Boards in Canada and
internationally. He is also a Member of the Advisory Board to the Canada Institute, a leading
think tank affiliated with the Wilson Centre, in Washington. Mr. Marchi also serves as an
Advisory Board Member to the Canadian American Business Council.

This September, he has started teaching at Carleton University in the Faculty of Public Affairs.

Most recently, he has served as President and Chief Executive Officer of the Canadian
Electricity Association (CEA), from 2015-2019. CEA is the national body and voice for
Canada’s major electricity utilities.

Prior to this, Mr. Marchi held a number of positions in the private sector, both domestically and
internationally.

As it relates to the public service front, the Honourable Sergio Marchi was elected as a
Toronto City Councillor in 1982 and was subsequently elected as the Member of Parliament
representing the Toronto riding of York West in 1984. During his time in the federal
government, he served as Cabinet Minister in three critical portfolios: International Trade;
Environment; and Citizenship and Immigration.

After voluntarily leaving the political arena in 1999, Mr. Marchi was appointed Canadian
Ambassador to the World Trade Organization (WTO) and the United Nations (UN)
Agencies in Geneva, where he served for five years. Mr. Marchi was elected by his
international peers as Chairman of the WTO Council. In 2003, he was nominated by the
Canadian government and the UN Secretary General to serve as Commissioner on the UN
Global Commission on International Migration, a position he held until 2005.

Mr. Marchi graduated from York University with an Honours Bachelor of Arts Degree in Urban
Planning. He is married, with two children.
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Court File No.: CV-11-9532-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF the Companies’ Creditors Arrangement Act, R.S.C. 1985,
¢. C-36 as amended

AND IN THE MATTER OF a Plan of Compromise or Arrangement of Crystallex
International Corporation

CRYSTALLEX INTERNATIONAL CORPORATION

Applicant

AFFIDAVIT OF WENDY WHITE
(Sworn September 3, 2021)

I, WENDY WHITE, of the City of Toronto, in the Province of Ontario, MAKE
OATH AND SAY:

1. | am secretary to Maureen Littlejohn, a partner in the firm Davies Ward
Phillips & Vineberg LLP, counsel to the Applicant, and as such manage the

correspondence and calendar for Mrs. Littlejohn's practice.

2. Attached as Exhibit A" to my Affidavit is a copy of correspondence sent

from Ms. Littlejohn to Peter Ruby dated September 3, 2021.

SWORN BEFORE ME at
the City of Toronto, in the
Province of Ontario, this

)
)
3rd day of September, 2021. )
)
)

(&% @0/ / WENDY WRTE

A Commissionef, etc.
ARevoll V. May
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This is Exhibit "A" referred to in the affidavit of Wendy White sworn before
me, this 3" day of September, 2021.

oy,

Commissioner for Taking Affigavits (or as may be)

’l’/&r;um’ N. May
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September 3, 2021
BY EMAIL

fir. Peter Ruby

Goodmars LLP

Bay Adelaide Centre

333 Bay Street. Suite 3400

Toronto. ON MSH 2570ear Mr. Ruby.

Re Crystalfex international Corporation - CV-11-9632-00CL
Refusals by Scott Reid from Cross-Examination held August 6, 2021

We write in respect of questions #527 and 531 from the cross-examination of Scott Reid heid on
August 6, 2021, both of which were taken under advisement by your client. These gquestions relate,
resoectively, to: (i) the purchases of Crystal'ex Senior Notes made on behalf of the Stornoway
Recovery Fund between Decembper 2014 and August 6. 2021; and (i) the Stornoway Recovery Fund's
haldings of Crystaltex Senior Notes as of December 2014 in terms of face value.

You have refused both questions on behalf of Mr. Reid on tne basis of relevance. bui have advised for
each thal "To the extent counsel provides a satisfactory explanation as 1o relevance, Mr. Reid is
prepared to further cansider this question”

By way of explanation, Mr. Reid takes the positicn, in his Affidavit sworn May 28, 2021, that his ability
tp "monitor and fully assess the status of [his] funds’ investment in the Notes” has been impaired and
thet it is “very difficult fo fully and accurately assess Crystallex's sitvation” due to the Coempany’s
sealing of its financial information.” Our position is that Mr. Reid’s asserled inability to assess or to
understand his investment in Crystallex is undermined substantially by the trades that have been made
on behalf of both the Stornoway Recovery Fund and the Ravensource Fund during the period in which
the Company's financial information has been sealed. In light of the fiduciary duties that they owe ‘G
unithalders of both Funds, there can be no doubt that Mr Reid and Stamoway Portfol:o Management
were obligated to make such investments prudently, and to aveid making such investments if they
lacked sufficient infermation about the Cempany to understand and assess those investments.

Itis for this reason that we requested that Mr. Rei¢ provide further details regarding the trades in the
Crystallex senior notes that were made on behalf of the Siornoway Recovery Fund dunng the period of
sealing. as well as the face value of Crystallex Senior Notes held by the Stornoway Recovery Fung

Reid Affdavit Sworn May 28 2021 at paras fidial ana k)
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DAVILS

during thal same period. We wish to be able to calculate both the dollar amount {in face value) by
which the Stornoway Recovery Fund increased its investment during the relevant period and the
percentage amount by which the Stornoway Recovery Fund increased its investment during the
relevant periad,

| trust that this explains more fully the relevance of the two refused questions. To the extent thal your
client continues 1o refuse to answer, we will rely on those refusals in asking the Court to draw an
adverse inference at the hearing of the motions in October.

Yours very truly,

Maureen Litlejohn

cC Robin Schwill
Natalie Renner
Chris Armstrong
Carlie ox
Tim Pires
Ryan Jacobs
Shayne Kukulowicz
Cavid Byers
Maria Konyukhova

2072
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