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R O M S P E N 
 

Romspen has a long-term track record of successful mortgage investing.  With its 

origins in the mid-60’s, Romspen is one of the largest non-bank 

commercial/industrial mortgage lenders in Canada with a portfolio in excess of 

$1.5 billion.  Our investors are high-net-worth individuals, foundations, endowments 

and pension plans.   

The Fund’s investment mandate is focused on capital preservation, strong absolute 

returns, and performance consistency.  

We originate, own and service short-term first mortgages tailored to specific 

borrower requirements. Loans are conservatively underwritten and we keep to a 

limited, but diversified, pool of mortgages to maintain a “high-touch” approach to 

investing.  

Romspen has had 20 consecutive years of positive net investor returns 

(7.4% - 10.8%) and experienced only one month of negative performance.  
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TRUSTEES’ LETTER 

 
Dear Fellow Investors: 

 

Romspen’s performance in the third quarter was better than 

expected and reflected in the distribution. On a year-to-date and 

trailing 12-months basis, the Fund has continued to strongly 

outperform all benchmarks. 

Financial Highlights 

Net income for the third quarter of 2015 was $40.6 million or 

$0.31 per unit compared to $26.6 million or $0.22 per unit a year 

ago.  These stronger results stem predominantly from increased 

unrealized foreign exchange gains but also reflect a combination 

of: growth in the portfolio over the prior year; slightly higher 

interest rates; greater use of the revolving loan facility; and 

realized and unrealized gains on foreign exchange. Unitholder 

distributions were increased to $0.21 per unit during the third 

quarter compared to $0.18 per unit a year ago. On a year-to-date 

basis, net income increased to $0.70 per unit compared to 

$0.59 per unit last year and distributions were $0.60 per unit 

compared to $0.55 per unit last year.   

As at September 30, the net investment portfolio was $1.5 billion, 

an increase of 27% compared to a year ago.  The portfolio growth 

corresponds with increased construction and development activity 

and strong US growth in the portfolio.  Within the portfolio, we 

remain well diversified across property types and continue to 

expand geographically through growth in the US market. The 

weighted average interest rate of the investment portfolio at 

September 30 was slightly higher at 10.6% compared to 10.5% a 

year ago.   

The Fund had net debt (debt less unrestricted cash) of 

$214.7 million at the end of the third quarter compared to net 

debt of $26.0 million a year ago.  Total unitholder capital was 

$1.3 billion at quarter end.  The total loss provision at quarter end 

increased to $35.4 million, thereby maintaining a strong cushion 

on our balance sheet against potential losses. As at 

September 30, the Fund incurred $1.4 million of realized losses 

on mortgage investments. 

Net asset value at September 30 was $10.07 per unit, up 

$0.09 per unit compared to last year due to an increase in 

unrealized foreign exchange gains. With increased US dollar 

exposure and the IFRS requirement to report the changing values 

of currencies at fair market value, net income and NAV will 

fluctuate more than in the past. Unit redemption prices, however, 

will be based on fair market value, which excludes unrealized 

foreign exchange gains. To the extent that unrealized foreign 

exchange gains become realized gains and therefore become 

taxable income, distributions will increase. As at quarter end, more 

than 90% of the Fund’s US dollar portfolio exposure was hedged 

as part of our policy to mitigate foreign exchange loss exposure. 

Comparative Performance 

The compounded net yield to unitholders for the first nine months 

of 2015 was 6.2% compared to 5.6% a year ago.  

This compares with T-bills, FTSE/TMX Short-Term Bond Index 

(“FTSE/TMX-STBI”), and the S&P/TSX, which yielded 0.4%, 

2.1%, and -7.0% respectively. 

For the 12-months period ended September 30, the Fund’s 

compounded net yield to unitholders was 8.3%. This compares 

to T-bills, FTSE/TMX-STBI, and S&P/TSX returning 0.6%, 3.0%, 

and -8.4% respectively. 

Commentary and Outlook 

Global economic growth disappointed in the third quarter with 

the collapse of the Chinese stock market and sudden currency 

devaluation, while European growth remained muted. Global 

markets were tumultuous with a notable increase in volatility 

across currencies and asset classes. We continue to expect an 

investment environment of low interest rates and low investor 

returns for some time.  

The Canadian economy struggled out of a recession in the third 

quarter due to an improving US economy and low dollar with 

consumer demand and non-resource exports leading the way. 

Interest rates are expected to remain low as the economy 

rebuilds non-commodity related exporting capacity. Real estate in 

resource-oriented economies experienced declining values as 

operations were rationalized and we expect this trend to continue 

for some time. The Vancouver and Toronto sub-markets continue 

to exhibit elevated pricing across most real estate asset classes. 

While challenging, we continue to find opportunities to lend to a 

carefully vetted list of projects in major Canadian markets in 

non-resource sectors. 

Slow global economic growth and a high dollar dampened US 

domestic growth, making rising rates unlikely in 2015. Demand 

for housing is accelerating, while credit conditions in selected 

markets such as New York City and Los Angeles have recovered. 

Our scale relative to competitors combined with an experienced 

skill set for managing real estate financing complexity has 

attracted a robust pipeline of superior lending opportunities. US 

investments have increased to $532 million or 35% of the Fund 

compared to 22% a year ago across 17 states with the largest 

concentrations in New York (19%), Texas (16%) and 

Florida (13%). 

On behalf of the Romspen team, we thank you for your continued 

trust and support. For further information, please contact 

Investor Relations at 416-966-1100, or consult our website: 

www.romspen.com. 

 

Respectfully submitted, 

Sheldon  Mark Arthur Wesley  

Esbin Hilson Resnick Roitman 

Trustees of the Fund 

October 30, 2015 

http://www.romspen.com/
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      Investment Portfolio Profile
      As of September 30, 2015
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MANAGEMENT’S DISCUSSION & ANALYSIS 

 

 

Responsibility Of Management 

This Management’s Discussion and Analysis (“MD&A”) for 

Romspen Mortgage Investment Fund (“the Fund”) should be read 

in conjunction with the financial statements and notes thereto for 

the quarter ended September 30, 2015 included herein and the 

audited financial statements and MD&A for the year ended           

December 31, 2014.  Investment in the Fund is subject to certain 

risks and uncertainties described in the Fund’s Offering 

Memorandum, which should be read in conjunction with this 

MD&A. These documents are available on our website at: 

www.romspen.com. 

Management is responsible for the information disclosed in this 

MD&A. The Fund has in place appropriate procedures, systems 

and controls to ensure such information is materially complete 

and reliable. In addition, the Fund’s trustees have reviewed and 

approved the MD&A and the financial statements for the quarter 

ended September 30, 2015. 

This MD&A contains certain forward-looking statements and    

non-IFRS financial measures, see “Forward-Looking Statements” 

and “Non-IFRS Financial Measures”. 

Forward-Looking Statements 

From time to time, the Fund makes written and verbal 

forward-looking statements. These are included in its quarterly 

Management’s Discussion and Analysis (“MD&A”), Fund 

presentations and other Fund communications.  

Forward-looking statements include, but are not limited to, 

business objectives and targets, Fund strategies, operations, 

anticipated financial results and the outlook for the Fund, its 

industry, and the Canadian economy.  These statements regarding 

future performance are “financial outlooks” within the meaning of 

National Instrument 52-102. Forward-looking statements are 

typically identified by words such as “believe”, “expect”, 

“anticipate”, “estimate”, “plan”, “may”, and “could” or other 

similar expressions. By their very nature, these statements require 

us to make assumptions and are subject to inherent risks and 

uncertainties, general and specific, which may cause actual 

results to differ materially from the expectations expressed in the 

forward-looking statements.  These risks and uncertainties 

include, but are not limited to, global capital market activity, 

changes in government monetary and economic policies, changes 

in interest rates, changes in foreign exchange rates, inflation 

levels and general economic conditions, legislative and 

regulatory developments, competition and technological 

change.  

The preceding list is not exhaustive of possible factors. These 

and other factors should be considered carefully and readers 

are cautioned not to place undue reliance on these 

forward-looking statements. The Fund does not undertake to 

update any forward-looking statements, whether written or 

verbal, that may be made from time to time by it or on its 

behalf except as required by securities laws. 

Non-IFRS Financial Measures 

This MD&A contains certain non-IFRS financial measures.  A 

non-IFRS financial measure is defined as a numerical 

measure of the Fund’s historical or future financial 

performance, financial position, or cash flows that excludes 

amounts or is subject to adjustments that have the effect of 

excluding amounts, that are included in the most directly 

comparable measure calculated and presented in 

accordance with IFRS in the financial statements or includes 

amounts, or is subject to adjustments that have the effect of 

including amounts, that are excluded from the most directly 

comparable measure so calculated and presented. Non-IFRS 

financial measures disclosed herein are meant to provide 

additional information and insight regarding the historical 

operating results and financial position of the Fund.  These 

measures are not in accordance with, or a substitute for IFRS 

and may be different from or inconsistent with non-IFRS 

financial measures used by others.  

Introduction 

The Fund is an unincorporated closed-end investment trust 

established under the laws of the Province of Ontario 

pursuant to a trust indenture dated as at May 20, 2005.  The 

Fund is a non-bank lender providing and investing primarily in 

short-term and medium-term commercial mortgages.  The 

Fund is the sole limited partner in the Romspen Mortgage 

Limited Partnership (the “Partnership”) and conducts its 

lending activities primarily through the Partnership.  The 

objective of the Fund is to provide stable and secure cash 

distributions of income while preserving equity.  

Romspen Investment Corporation (“Romspen”) is the Fund 

Manager and acts as the primary loan originator, underwriter, 
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administrator and syndicator for the Partnership. Romspen also 

acts as administrator of the Fund’s affairs.  Romspen and its 

principals, through predecessor companies, have been in the 

business of mortgage origination, servicing and syndication since 

1966.  

The Fund commenced operations on January 16, 2006, and 

raised $158.9 million pursuant to the Exchange Offering, whereby 

Romspen’s investors exchanged their syndicated mortgage 

interests for units of the Fund, and $15.3 million pursuant to the 

Unit Offering described in its Offering Memorandum dated     

March 15, 2005.  

On June 22, 2007, new federal legislation came into force that 

altered the taxation regime for specified investment flow-through 

trusts or partnerships (“SIFT”) (the “SIFT Rules”).  Under the SIFT 

Rules, certain distributions from a SIFT will no longer be 

deductible in computing a SIFT’s taxable income and a SIFT will be 

subject to tax on such distributions at a rate that is substantially 

equivalent to the general corporate tax rate.  Distributions paid by 

a SIFT as returns of capital will not be subject to the tax. As its 

units are not listed on a stock exchange or other public market, 

the Fund is not subject to the SIFT tax regime.  

The Offering Memorandum, financial statements and additional 

information on the Fund are available and updated regularly on 

the Fund’s website at: www.romspen.com.  Unitholders who would 

like further information may also contact the Investor Relations 

department of the Fund at: 416-966-1100. 

Portfolio 

As of September 30, 2015, the Fund’s mortgage and investment 

portfolio (the “portfolio”), net of fair value provisions, was    

$1,501 million compared with $1,179 million at 

September 30, 2014.  This increase of $322 million or 27% 

reflects the increased activity in mortgage markets and strong US 

growth in the portfolio. The portfolio increased to 162 mortgages 

and investments versus 146 in the prior year. 

Approximately 94% of the portfolio was invested in first mortgages 

at September 30, 2015 versus 95% a year ago.  The weighted 

average interest rate of the portfolio increased marginally to 

10.6% at the end of the third quarter versus 10.5% a year ago. 

The portfolio continues to consist mainly of short-term mortgages 

and investments.  Approximately 85% of the portfolio’s mortgage 

investments mature within one year (September 30, 2014 – 87%) 

and 97% mature within two years (September 30, 2014 – 99%). 

In addition, all of our mortgages are open for repayment prior to 

maturity.  The short-term nature of the Fund’s portfolio permits 

opportunities to continually and rapidly evolve the portfolio in 

response to changes in the real estate and credit markets.  

The Fund Manager believes this flexibility is far more 

important in our market niche than securing long-term fixed 

interest rates. 

As of September 30, 2015, approximately 37% of our 

mortgage investments were in Ontario, which is 10% lower 

than a year ago. Approximately 21% of the Portfolio was 

invested in Western Canada, 7% in other provinces and 35% 

in the US. The Fund Manager believes this level of 

diversification adds stability to the Fund’s performance by 

reducing dependency on the economic activity and cycles in 

any given geographic region. 

Total fair value provisions as of September 30, 2015 were 

$35 million, which represented 2% of the original cost of the 

Fund’s investments as at September 30, 2015.  The amount 

of losses recognized during the third quarter totalled 

$1.4 million. The fair value provision is based on assumptions 

relating to the Fund’s investments and only the passage of 

time will determine the actual performance of the mortgages.  

The fair value provision will continue to be reviewed by the 

Fund Manager and the Fund’s trustees and, if appropriate, 

will be adjusted. 

Income Statement Highlights 

Total revenues for the quarter ended September 30, 2015 

were $53.2 million compared to $33.2 million in the previous 

year.  Current year revenues are higher predominantly due to 

significant unrealized foreign exchange gains but also reflect 

the growth of the portfolio and greater use of the revolving 

loan facility. 

Net earnings for the quarter were higher at $40.6 million 

compared to $26.6 million last year and the basic weighted 

average earnings for the quarter was higher at $0.31 per unit 

compared to $0.22 per unit last year. Both increases are due 

to the same reasons mentioned above.  

The Fund distributed $27.5 million or $0.21 per unit during 

the third quarter (2014 - $21.5 million or $0.18 per unit).  

The simple and compounded net yield to unitholders for the 

nine month period ended September 30, 2015 were 

6.0% and 6.2% respectively.  The net yields to unitholders on 

a simple and compound basis, for the preceding 12-months 

period were 8.0% and 8.3% respectively.  

Management fees payable to the Fund Manager and other 

general and administrative expenses of the Fund were 
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$4.0 million for the quarter compared to $3.5 million in the 

previous year. These expenses were higher than the previous year 

and reflect the larger portfolio value. 

Balance Sheet Highlights 

Total assets as of September 30, 2015 were $1,571 million 

compared to $1,250 million a year ago.  Under IFRS, mortgages 

that are owed from subsidiary companies have been reclassified 

from mortgage investments to investments in subsidiaries. Total 

assets are comprised primarily of mortgages recorded at fair 

market value, investments in subsidiaries, and accrued interest 

receivables. 

Total liabilities excluding units submitted for redemption as of 

September 30, 2015 were $242 million compared with 

$58 million a year earlier reflecting greater use of the revolving 

loan facility. Liabilities at the end of the third quarter were 

comprised mainly of $225 million line of credit and $10 million in 

accounts payable and distribution payable to unitholders.  

Drawings under the revolving loan facility, together with net cash 

proceeds of the Unit Offering, are used to increase the Fund’s 

portfolio.  The revolving loan facility bears interest not exceeding 

prime plus 1.0% and is secured by all assets of the Partnership 

and a pledge of all Partnership units held by the Fund.  Net debt 

(debt less unrestricted cash) stood at $215 million 

(14% of portfolio) at quarter end versus $26 million 

(2% of portfolio) a year ago. 

Unitholders’ equity plus units submitted for redemption as of    

September 30, 2015 were $1,329 million compared with 

$1,192 million as of September 30, 2014.  The increase is 

primarily from proceeds of issuances of $188 million in excess of 

redemptions of $63 million during the previous 12-months. There 

were a total of 131,902,756 units outstanding on 

September 30, 2015 compared to 119,444,123 a year ago.  

There are no options or other commitments to issue additional 

units. As of quarter-end, NAV increased to $10.07, which includes 

current year unrealized foreign exchange gains from the 

appreciation of the US dollar. Fair market value, which represents 

the redemption price and excludes unrealized foreign exchange 

gains, remained stable at $9.97.  

Liquidity And Capital Resources 

Pursuant to the trust indenture, 100% of the Fund’s net taxable 

earnings are generally distributed to unitholders.  This means that 

growth in the portfolio can only be achieved through the raising of 

additional unitholder equity and utilizing available borrowing 

capacity.  The Fund was levered as of September 30, 2015 with 

15% borrowed as a percentage of the book value of the 

portfolio versus 2% a year ago. The Fund’s leverage will 

fluctuate regularly depending on loan opportunities, loan 

maturities and shares issuance.  

During the nine months ended September 30, 2015, 

proceeds from the issuance of units net of redemptions and 

costs were $110.7 million compared to $81.6 million during 

the same period in 2014. 

The Fund’s mortgages are predominantly short-term in nature 

with the result that continual repayment by borrowers creates 

liquidity for ongoing mortgage investments. 

Related Party Transactions 

Romspen acts as mortgage manager for the Partnership and 

administrator for the Fund. The trustees of the Fund are all 

principals of Romspen.  In consideration for its mortgage 

origination and capital raising services, Romspen receives 

fees equal to 1% per annum, calculated daily and paid 

monthly, of the total of all mortgage investments plus the fair 

value of any non-mortgage investments.  Romspen also 

receives all lender, broker, origination, commitment, renewal, 

extension, discharge, participation, and other administrative 

fees charged to borrowers.  In addition, the Partnership has 

granted to Romspen the option to purchase any mortgage 

investment held by the Partnership for a purchase price equal 

to the principal amount of such mortgage plus any accrued 

interest.  

From time to time, the Partnership may invest in mortgage 

loans made to borrowers who are related to Romspen or the 

trustees of the Fund.  The Partnership may also invest in 

mortgages which are syndicated among Romspen, the Fund’s 

trustees, or related parties.  The Partnership’s interests in 

such syndications usually rank either pari passu with, or in 

priority to, the related party investors, with the exception of 

one (2014 – none) investment with an original cost of 

$10 million (2014 - $nil). 

These related party transactions are further discussed in the 

notes to the accompanying consolidated financial 

statements. 

Risk Management 

The Fund is exposed to various financial instrument risks in 

the normal course of business.  The Fund manager and 

trustees have put in place various procedures and 

safeguards to mitigate these risks in order to ensure the 

preservation of capital as well as the achievement of 
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acceptable and consistent rates of return.  For details on financial 

instrument risks and management’s response to these risks, 

please see note 16 of the Financial Statements. 

Outlook 

The global economic outlook deteriorated in the third quarter 

particularly in commodity-dependent and emerging market 

economies. Overall global growth has been steadily moderating 

since the stimulus induced bounce in 2010 following the Great 

Recession as multiple structural imbalances have been slow to 

recede and significant deleveraging efforts by private and public 

sectors have failed to moderate the economic drag of rising levels 

of global indebtedness. While low interest rates and low oil prices 

are helping to underpin global economic activity however, down 

side risks and frequent geopolitical risks still dominate the global 

outlook and serve to dampen growth. 

The Canadian economy experienced a technical recession for the 

first half of 2015 and GDP declined by 1.3% due to oil price shock, 

which may last longer and have wider implications that initially 

expected. Growth expectations for the next two years are muted as 

capital spending by oil and gas firms is expected to decline into 

2016. The persistent weakness in commodity prices is resulting in 

lower overall business investment as investment in the resource 

sector is declining faster than growth in the non-resource sector. 

Economic improvement in the third quarter was led by a rebound in 

domestic demand, an improvement in non-energy exports due to a 

weak Canadian dollar, strengthening US activity and the reopening 

of a major auto plant after a retooling shutdown. The non-resource 

economy is doing better with retail sales, housing starts and labour 

markets, outside of energy-intensive provinces, showing solid 

strength. Continued weakness in the Canadian dollar is required to 

offset Canada’s competitive disadvantage and is expected to 

continue as commodity prices remain low.  

Total inflation remains lower than the underlying trend due to past 

declines in fuel prices, however core inflation is being pushed 

higher as a lower dollar raises the cost of imports. Renewed global 

headwinds are expected to provide a greater challenge through to 

the end of 2015 and into 2016. The slight improvement in 

economic activity during the quarter appears to make the Bank of 

Canada reluctant to lower interest rates in the near term despite 

the fragility and slow pace of the recovery. 

In the US, slower global growth, a high dollar and tighter financial 

conditions weighed more heavily on the economy than anticipated 

leaving positive influences such as lower oil and gasoline prices 

and improving employment overshadowed. Global headwinds are 

strong but so are domestic fundamentals. US growth should 

continue to trend upwards and to absorb remaining labour 

market slack. The US dollar has risen strongly against major 

trading partners due to the improving economy, the expected 

differentials in short term interest rates and capital inflows 

from emerging markets seeking a safe-haven which will 

accentuate the difficult environment faced by US exporters. 

With this back drop, the Fed remains reluctant to raise rates in 

2015 and tightening is not widely expected until early 2016. 

Against this back-drop of weak global growth and persistent 

economic challenges, we continue to find opportunities to 

underwrite mortgages for a carefully selected and well 

diversified group of projects in Canada and the US. Given the 

current economic environment, we are reasonably pleased 

with our performance year-to-date and on a trailing 12-months 

basis, relative to the major benchmarks.
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Interim Consolidated Financial Statements 
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INTERIM CONSOLIDATED STATEMENTS OF FINANCIAL POSITION 
September 30, 2015, with comparative figures for 2014 

 

 
9 Months ended Year ended 9 Months ended 

 
September 30, 2015 December 31, 2014 September 30, 2014 

In thousands of dollars, except per unit amounts, unless otherwise noted (unaudited) (audited) (unaudited) 

Assets 

   Cash  $         10,192  $         14,772  $        22,203 

Restricted cash (note 3)                                 -                                  -    1,183 

Accrued interest receivable 56,254 41,754 42,191 

Mortgage investments (note 4 & 17) 1,340,965 1,179,711 1,049,867 

Investment in subsidiaries (note 5 & 17) 159,737 144,106 128,891 

Other assets (note 6) 3,392 3,265 5,514 

   $    1,570,540  $    1,383,608  $   1,249,849 

    Liabilities and Unitholders’ Equity   
  Liabilities: 

   Revolving loan facility (note 7)  $       224,863  $       167,611  $        48,160 

Accounts payable and accrued Liabilities (note 13(f)) 1,076 791 2,141 

Unrealized loss on foreign exchange forward contracts (note 8) 6,449 1,073                                  -    

Deferred revenue 67 212 95 

Prepaid unit capital 95 180                                  -    

Unitholders' distributions payable 9,233 8,459 7,167 

  241,783 178,326 57,563 

    Units submitted for redemption (note 9) 2,924 34,906 5,994 

    Unitholders' equity (note 9) 1,325,833 1,170,376 1,186,292 

    Commitments and contingent liabilities (note 14) 

      $    1,570,540  $    1,383,608  $   1,249,849 

Net asset value per unit (note 10)  $           10.07  $             9.97  $            9.98 

Fair market value per unit*  $           9.97  $             9.97  $            9.98 
The accompanying notes are an integral part of these financial statements. 

 

*This is a non-IFRS measure that excludes unrealized foreign exchange gains or losses.  
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INTERIM CONSOLIDATED STATEMENTS OF EARNINGS 
Nine months ended September 30, 2015, with comparative figures for 2014 

 

 

 
3 Months ended 3 Months ended 9 Months ended 9 Months ended 

 
September 30, 2015 September 30, 2014 September 30, 2015 September 30, 2014 

In thousands of dollars, except per unit amounts, unless otherwise noted (unaudited) (unaudited) (unaudited) (unaudited) 

Revenue 

    Mortgage interest   $        37,426  $       26,906  $       97,976  $      79,992 

Other 534 239 1,038 1,203 

Realized gain on foreign exchange (note 8) 1,624 597 1,025 1,752 

Unrealized gain on foreign exchange (note 8) 13,643 5,425 13,674 5,307 

 
53,227 33,167 113,713 88,254 

Expenses 

    Management fees (note 13(a)) 3,730 3,059 10,509 9,101 

Interest  1,138 524 3,075 2,454 

Unrealized loss in value of mortgage investments (note 17) 6,100 2,500 9,000 5,914 

Realized loss on mortgage investments  1,371 102 1,371 663 

Other losses(gains) (note 6) (22)                                -    (182)                             -    

Audit fees 47 45 147 126 

Legal fees 30 34 85 84 

Other expenses 205 317 757 932 

 
12,599 6,581 24,762 19,274 

     Net earnings   $        40,628  $       26,586  $       88,951  $      68,979 

Net earnings per unit (note 10)  $            0.31  $           0.22  $           0.70  $          0.59 

Weighted Average number of units issued and 
outstanding (note 10) 130,864,685 119,442,571 126,993,389 116,898,554 

The accompanying notes are an integral part of these financial statements.  
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INTERIM CONSOLIDATED STATEMENTS OF CHANGES IN UNITHOLDERS’ EQUITY 
September 30, 2015, with comparative figures for 2014 

 

 
9 Months ended Year ended 9 Months ended 

 
September 30, 2015 December 31, 2014 September 30, 2014 

In thousands of dollars, except per unit amounts, unless otherwise noted (unaudited) (audited) (unaudited) 

Unit capital 

   Balance, beginning of year  $     1,175,114  $   1,110,355  $    1,110,355 

Proceeds from issuance of units, net of redemptions (note 9) 110,678 95,632 81,579 

Penalties on redemptions 2 61 60 

Reduction  (increase)  in units submitted for redemption (note 9) 31,982 (30,934) (2,022) 

Balance, end of year  $     1,317,776  $   1,175,114  $    1,189,972 

    Cumulative earnings 

   Balance, beginning of year  $        445,559  $      353,657  $       353,657 

Net earnings 88,951 91,902 68,979 

Balance, end of year  $        534,510  $      445,559  $       422,636 

    Cumulative distributions to unitholders 

   Balance, beginning of year  $     (450,297)  $   (362,073)  $    (362,073) 

Distributions to unitholders (note 11) (76,156) (88,224) (64,243) 

Balance, end of year  $     (526,453)  $   (450,297)  $    (426,316) 

    

    Unitholders' equity  $     1,325,833  $   1,170,376  $    1,186,292 

    

    Units issued and outstanding, excluding units submitted for redemption (note 10) 131,609,487 117,347,515 118,843,641 

The accompanying notes are an integral part of these financial statements.  
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INTERIM CONSOLIDATED STATEMENTS OF CASHFLOWS 
Nine months ended September 30, 2015, with comparative figures for 2014 

 

 

 
3 Months ended 3 Months ended 9 Months ended 9 Months ended 

 
September 30, 2015 September 30, 2014 September 30, 2015 September 30, 2014 

In thousands of dollars, except per unit amounts, unless otherwise noted (unaudited) (unaudited) (unaudited) (unaudited) 

Cash provided by (used in) 

    Operations: 

    Net earnings  $    40,628  $   26,585  $   88,951  $   68,979 

Items not affecting Cash: 

 

  

 

  

Amortization of revolving loan facility financing costs 83 (408) 221 (314) 
Unrealized loss in value of mortgage investments 
and investments in subsidiaries 6,100 2,500 9,000 5,914 

Realized loss on mortgage investments 1,371 102 1,371 663 

Unrealized gain on foreign exchange (13,643) (7,642) (13,674) (4,555) 

Amortization of discount (164) (29) (250) (579) 

Other Losses  (22)                                -    (182)                             -    

Change in non-cash operating items: 

 

  

 

  

Accrued interest receivable (8,933) 1,099 (12,752) 200 

Other assets  (85) - (166) 26 
Accounts payable and accrued liabilities and 
unitholders' distributions payable 1,533 (86) 1,059 930 

Deferred revenue                                -    (19) (145) (73) 

  26,868 22,102 73,433 71,191 

     Financing 

    Proceeds from issuance of units, net of redemptions 
(note 9) and $36,944 of reinvested funds 15,732 7,770 73,734 50,507 

Penalties on redemptions                            -    12 2                         65  

Prepaid unit capital (885) (10,050) (85) (14,325) 

Change in revolving loan facility 15,950 (36,793) 39,038 (51,193) 
Distributions to unitholders, net of $36,944 of 
reinvested funds (14,990) (10,843) (39,212) (33,176) 

  15,807 (49,905) 73,477 (48,121) 

     Investments 

    Funding of mortgage investments (152,632) (97,390) (536,026) (330,114) 

Discharge of mortgage investments 105,203 142,895 389,926 341,041 

Net funding of investment in subsidiaries (note 5) (1,806) (16,275) (5,390) (38,821) 

  (49,235) 29,230 (151,490) (27,894) 

     Increase (decrease) in cash and restricted cash (6,560) 1,427 (4,580) (4,824) 

     Cash and restricted cash, beginning of year 16,752 21,959 14,772 28,210 

     Cash and restricted cash, end of year  $    10,192  $   23,386  $   10,192  $   23,386 

     Supplemental cash flow information: Cash received in interest  $    46,359  $   25,808  $ 110,728  $   79,792 

The accompanying notes are an integral part of these financial statements.  
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NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS  
Nine months ended September 30, 2015 and 2014     
 

 

Romspen Mortgage Investment Fund (the "Fund") is an unincorporated 

closed-end investment trust established under the laws of the Province of 

Ontario, pursuant to a trust indenture dated as at May 20, 2005.  The Fund is 

the sole limited partner in the Romspen Mortgage Limited Partnership (the 

"Partnership") and conducts its lending activities primarily through the 

Partnership.  The objective of the Fund is to provide stable and secure cash 

distributions of income, while preserving unitholders' equity.  The Fund’s 

registered office is 162 Cumberland Street, Suite 300, Toronto, ON M5R 3N5. 

Romspen Investment Corporation ("Romspen") is the Fund's mortgage 

manager and acts as the primary loan originator, underwriter and syndicator 

for the Partnership. 

The Fund commenced operations on January 16, 2006.  Under an exchange 

offering completed in January 2006, mortgages in the aggregate principal 

amount of $158,855 were exchanged for 15,885,461 units of the Fund.  

These financial statements and accompanying footnotes have been 

authorized for issue by the Trustees of the Fund on October 31, 2015. 

1. Basis of presentation 

These consolidated financial statements have been prepared in accordance 

with International Financial Reporting Standards (“IFRS”) as issued by the 

International Accounting Standards Board (“IASB”). 

The consolidated financial statements are measured and presented in 

Canadian dollars; amounts are rounded to the nearest thousand, unless 

otherwise stated.  The consolidated financial statements have been prepared 

on a historical cost basis, except for financial assets and financial liabilities at 

fair value through profit and loss (“FVTPL”) which are presented at fair value. 

The Fund has chosen to consolidate the Partnership in accordance with 

IFRS10. 

2. Significant accounting policies 

A) Investment Portfolio 

i) Mortgage investments All mortgages have been designated as FVTPL. 

Mortgage investments are recorded at fair value, with any changes in fair 

value reflected in the consolidated statements of earnings, in accordance 

with International Accounting Standard (“IAS”) 39, Financial Instruments –

 Presentation (“IAS 39”) and IFRS 13, Fair Value Measurement (“IFRS 13”). 

In determining fair value of individual mortgages, management considers the 

length of time the mortgage has been in arrears, the overall financial strength 

of the borrowers and the residual value of the security pledged. Any 

unrealized changes in the fair value of mortgage investments are recorded in 

the consolidated statements of earnings as an unrealized fair value 

adjustment. 

ii) Investments in subsidiaries Entities are formed by the Fund to obtain legal 

title of the underlying security of an impaired mortgage investment. These 

entities are considered to be subsidiaries due to the Fund's control and 

exposure to variable returns from its involvement in these entities. The Fund 

is an investment entity and measures investments in its subsidiaries at 

FVTPL. The carrying value of the mortgage investment, which comprises of 

principal, accrued interest and a fair value adjustment, if any, is reclassified 

from mortgage investments to investments in subsidiaries. At each reporting 

date, the Fund uses management’s best estimates to determine fair value of 

the subsidiaries (see note 15). Subsidiaries that provide investment-related 

services to the Fund continue to be consolidated, which includes the 

Partnership. 

B) Revenue recognition 

i) Interest income Interest income, funding and participation fees are 

recognized using the effective interest method (“EIM”). The EIM discounts the 

estimated future cash receipts through the expected life of the loan and 

mortgage to its carrying amount. 

ii) Discount income The Fund may acquire mortgage portfolios from third 

parties at fair market value.  A mortgage discount will exist to the extent that 

the fair market value of a mortgage is less than its par value.  The discount is 

allocated between a valuation reserve component and an accretion 

component.  The valuation reserve component represents the risk of credit 

loss, while the accretion component represents the part of the discount to be 

recognized to income over time, thereby adjusting the yield on the mortgage 

from its face rate to an effective yield.  The accretion component is amortized 

to income over the term of the related mortgage through the application of 

the effective interest rate method.  The valuation reserve component is only 

recognized into income upon payout, less any realized credit loss. 

C) Use of estimates The preparation of financial statements in compliance 

with IFRS requires management to make estimates and assumptions that 

affect the reported amounts of assets and liabilities and disclosure of 

contingent assets and liabilities at the date of the financial statements and 

the reported amounts of revenue and expenses during the year.  The Fund’s 

investments are recorded in the consolidated statement of financial position 

at fair value. The estimates may include:  assumptions regarding local real 

estate market conditions; interest rates and the availability of credit; cost and 

terms of financing; the impact of present or future legislation or regulation; 
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prior encumbrances and other factors affecting the mortgage and underlying 

security of the mortgage investments.  Actual results may differ from those 

estimates. 

The fair value of the other financial instruments is determined using valuation 

techniques described in note 15. 

These assumptions are limited by the availability of reliable comparable data, 

economic uncertainty, ongoing geopolitical concerns and the uncertainty of 

predictions concerning future events.  Credit markets, equity markets and 

consumer spending are factors in the uncertainty inherent in such estimates 

and assumptions.  Accordingly, by their nature, estimates of fair value are 

subjective and do not necessarily result in precise determinations.  Should 

the underlying assumptions change, the estimated fair value could change by 

a material amount. 

Another significant judgement made in preparing the Financial Statements is 

the determination that the Fund is an investment entity. In determining its 

status as an investment entity, the most significant judgements made include 

the determination by the Fund that its investment in subsidiaries, do not 

represent a separate substantial business activity and that FVTPL is the 

primary measurement attribute used to monitor and evaluate substantially all 

of its investments 

Additionally, the determination of whether the Fund exercises significant 

influence or control over entities in which it invests also requires significant 

management judgment. 

D) Foreign Currency Translation Investment transactions and income and 

expenses in foreign currencies have been translated into Canadian dollars at 

the rates of exchange prevailing at the time of the transactions.  The fair 

value of mortgages and cash denominated in foreign currencies has been 

translated into Canadian dollars at the rates of exchange prevailing at year 

end.  Foreign exchange gains and losses on the receipts of payments on 

mortgage investments are included in realized gain/loss on foreign exchange 

on the consolidated statement of earnings.  All unrealized foreign exchange 

gains and losses on each balance sheet item are included in unrealized 

foreign exchange gain/loss on the consolidated statement of earnings. 

E) Foreign Exchange Forward Contracts The Fund may hold derivative 

financial instruments to hedge its foreign currency risk exposure on mortgage 

investments denominated in a foreign currency.  Derivatives are recognized 

initially at fair value, with transaction costs recognized in profit or loss as 

incurred.  Subsequent to initial recognition, derivatives are measured at fair 

value at the end of each reporting period.  Any resulting gain or loss is 

recognized in profit or loss, unless the derivative is designated and effective 

as a hedging instrument under IRFS. The Fund has elected to not account for 

derivative instruments as a hedge. 

The Fund determines fair value on its foreign exchange forward contracts 

based on the difference between the contract forward rate and the forward 

bid rate. 

Net gain from financial instruments at FVTPL includes all realized and 

unrealized fair value changes and foreign exchange differences, but excludes 

interest and dividend income. Aside from realized gains and loss on foreign 

exchange forward contracts (see note 8) which are classified as held-for-

trading, all other realized and unrealized gains and losses are on financial 

assets designated at FVTPL. 

F) Net earnings per unit Net earnings per unit are computed by dividing net 

earnings for the year by the weighted average number of units issued and 

outstanding during the year. 

G) Prepaid unit capital Prepaid unit capital consists of subscription amounts 

received in advance of the unit issuance date.  

H) Financial Instruments-recognition and measurement Financial assets or 

liabilities at FVTPL are initially recognized on the trade date, which is the date 

the Fund becomes a party to the contractual provisions of the instrument. 

Other financial assets and financial liabilities are recognized on the date on 

which they are originated. The Fund becomes a party to the contractual 

provisions for the mortgage investments when cash is advanced to the third 

party borrower. 

Financial assets and financial liabilities at FVTPL are initially measured at fair 

value, with transaction costs recognized in profit or loss.  Financial assets and 

financial liabilities not at FVTPL are initially measured at fair value plus 

transaction costs that are directly attributable to their acquisition or issue. 

The Fund derecognizes a financial asset when the contractual rights to the 

cash flows from the asset expire, or it transfers the rights to receive the 

contractual cash flows in a transaction in which substantially all of the risks 

and rewards of ownership are transferred or in which the Fund neither 

transfers nor retains substantially all of the risks and rewards of ownership 

and does not retain control of the financial asset. The Fund derecognizes a 

liability when its contractual obligations are discharged or cancelled, or 

expired. 

IAS 39 and IFRS 13 establish standards for recognizing and measuring 

financial assets and financial liabilities, including non-financial derivatives.  In 

accordance with these standards, the Fund has classified its financial assets 

as one the following: FVTPL or loans and receivables. All financial liabilities 

must be classified as FVTPL or other financial liabilities.  The Fund’s 

designations are as follows: 

i) Mortgage investments are classified as debt instruments and are 

designated as FVTPL, categorized into Level 3 of the fair value hierarchy. 
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ii) Investment in subsidiaries – entities over which the Fund has control are 

designated as FVTPL and categorized into Level 3 of the fair value hierarchy, 

as permitted by IFRS 10, Investment Entities – Exception to Consolidation.  

iii) Cash, restricted cash, accrued interest receivable and other assets, 

(excluding shares in Skyline International Development Inc. (“SID”), which are 

carried at fair value (note 6)) are classified as loans and receivables and are 

measured at amortized cost. 

iv) The revolving loan facility, accounts payable and accrued liabilities, prepaid 

unit capital, unitholders’ distributions payable and units submitted for 

redemption are classified as other financial liabilities and are measured at 

amortized cost using the effective interest rate method.  

Financial assets classified as FVTPL are carried at fair value on the 

consolidated financial statements of financial position. The net realized and 

unrealized gains and losses from fair value changes and foreign exchange 

differences, excluding interest, are recorded in consolidated statements of 

earnings and as an operating activity in the consolidated statement of cash 

flows. 

I) Offsetting financial instruments Financial assets and financial liabilities are 

offset and the net amount presented in the statements of financial position 

where there is legal right to offset the amounts and it intends either to settle 

on a net basis or to realize the asset and settle the liability simultaneously.  

As at September 30, 2015, December 31, 2014 and September 30, 2014, 

the Fund had foreign exchange forward contracts, which were subject to 

master netting arrangement, none of whose amounts have been or were able 

to be offset at these reporting dates (see note 8). 

K) Future accounting changes IFRS 9 was published by the IASB in July 2014 

and will replace IAS 39. It includes revised guidance on the classification and 

measurement of financial instruments, including new expected credit loss 

model for calculating impairment on financial assets, and the new general 

hedge accounting requirements. It also carries forward the guidance on 

recognition and derecognition of financial instruments from IAS39.  

IFRS 9 is effective for the annual periods beginning on or after 

January 1, 2018, with early adoption permitted. The impact of this standard 

on the Fund has not yet been assessed. 

3. Restricted Cash 

Restricted cash represents irrevocable standby letters of credit issued by the 

Fund. 

 

 

 

4. Mortgage investments (excluding mortgages to investment subsidiaries) 

The following is a summary of the mortgages: 

In thousands of dollars, except per unit amounts, unless otherwise noted 

      Sep 30, 2015 Sep 30, 2014 

  
Number of 

mortgages 
Original cost Fair Value Fair Value 

First mortgages 134  $ 1,273,528  $ 1,265,578  $ 1,012,529 

Second mortgages 9 77,311 75,387 37,338 

Third mortgages 
               -                    -    

                          

-    

                        

-    

 
             143  $ 1,350,839  $ 1,340,965  $ 1,049,867 

The following is a summary of the original cost of mortgages segmented by 

interest rate: 

In thousands of dollars, except per unit amounts, unless otherwise noted 

      Sep 30, 2015 Sep 30, 2014 

Less than 10.00% 
 

 

 $    317,361  $    273,360 

10.01% - 11.00% 
 

 

457,370 429,032 

11.01% - 12.00% 
 

 

420,537 264,081 

12.01% - 20% 
 

 

154,165 87,114 

Over 20.00% 
 

 

1,406 2,480 

       $ 1,350,839  $ 1,056,067 

The following is a summary of the original cost of mortgages segmented by 

type of mortgage: 

In thousands of dollars, except per unit amounts, unless otherwise noted 

      Sep 30, 2015 Sep 30, 2014 

Pre-development 
 

 

 $    557,755  $    346,645 

Construction 
 

 

240,772 167,381 

Term 
 

 

552,312 542,041 

       $ 1,350,839  $ 1,056,067 

The following is a summary of the original cost of mortgages segmented by 

geography: 

In thousands of dollars, except per unit amounts, unless otherwise noted 

      Sep 30, 2015 Sep 30, 2014 

Ontario 
 

 

 $    520,319  $    511,977 

Alberta 
 

 

100,636 104,139 

British Columbia 
 

 

161,607 138,905 

Other Provinces 
 

 

87,194 73,696 

United States 
 

 

481,083 227,350 

          

       $ 1,350,839  $ 1,056,067 
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A reconciliation of Level 3 assets for the nine months ending 

September 30, 2015 is as follows: 

In thousands of dollars, except per unit amounts, unless otherwise noted                  

Mortgage investments September 30, 2015 September 30, 2014 

Investments balance, beginning of year  $ 1,179,711   $ 1,056,650  

Funding of mortgage investments   536,026    265,250  

Discharge of mortgage investments               (389,926)           (231,155)  

Non-cash transfer to investment in subsidiaries                  (12,274)            (49,804)  

Unrealized loss in the value of investments   115    15,567  

Realized gain (loss) on investments                    (1,371)    561  

Amortization of discount   250    550  

Foreign currency adjustment on investments   28,434                 (7,752)  

Investments, balance, end of year  $ 1,340,965  $ 1,049,867 

Credit risk arises from the possibility that mortgagors may be unable to fulfill 

their obligations.  In accordance with the Fund's policies, the Fund mitigates 

this risk by ensuring that its mix of mortgages is diversified and by limited 

exposure to any one mortgagor or property. 

As part of the assessment of fair value, management of the Fund routinely 

reviews each mortgage for impairment to determine whether or not a 

mortgage should be recorded at its estimated realizable value.   

Principal repayments based on contractual maturity dates are as follows: 

In thousands of dollars, except per unit amounts, unless otherwise noted 

In 12 Months 
 

 

 $ 1,125,654 

In 24 Months 
 

 

181,224 

In 36 Months 
 

 

43,961 

Thereafter 
 

 

                          -    

    
  

 $ 1,350,839 

5. Investments in subsidiaries 

The controlled subsidiaries acquired control of properties in order to finish 

development and divest of the property with the goal of maximizing return to 

investors, which may involve, but not specifically require, the advancement of 

additional funds. These subsidiaries are not consolidated by the Fund and are 

summarized as follows: 

 

 

 

 

 

 

 

The Fund’s investments in subsidiaries are measured at fair value using Level 

3 unobservable inputs. As a result, all investments in subsidiaries have been 

classified in Level 3 of the valuation hierarchy.   

A reconciliation of Level 3 assets for the nine months ended 

September 30, 2015 and 2014 is as follows: 

In thousands of dollars, except per unit amounts, unless otherwise noted                 
Investments in subsidiaries September 30, 2015 September 30, 2014 

Investments balance, beginning of year  $  144,106   $     97,033  

Funding of investments   10,629  
                         

(2,542)  

Discharge of investments                      (5,239)  
                         

(6,698)  

Non-cash transfer from mortgage 

investments 
  12,274    49,804  

Unrealized loss in the value of investments                      (9,115)                       (12,153)  

Realized gain (loss) on investments -    -  

Foreign currency adjustment on investments   7,082    3,447  

Investments, balance, end of year  $  159,737  $   128,891 

 

In thousands of dollars, except per unit amounts, unless otherwise noted 

        September 30, 2015 

Name Ownership Description   Mortgage Value 

Guild 100% Office complex CA  $    19,089 

Camperdown 100% Land for res. development CA 996 

Railside 100% Condominium development CA 3,050 

Aspen Lakes 100% Residential development CA 16,460 

Almonte 50% Retail plaza CA 5,555 

Bear 

Mountain 
100% Office complex CA 7,008 

Falconridge 100% Residential subdivision CA 16,416 

Beach one 100% Commercial development CA 1,301 

Medallion 100% Office Complex CA 108 

Planetwide 100% Land for res. development CA 3,380 

Royal Oaks 100% Residential subdivision CA 11,651 

Haldimand 100% Landfill CA 23,082 

High Street 100% Commercial/ Residential CA 14,963 

Egreen 100% Land for industrial development CA 1,421 

Carolina Golf 100% Various Golf Courses US 50,505 

Big Nob 100% Land for res. development CA 2,066 

RIC (Kash) 100% Recreational Land CA 1,873 

Midland 100% Land for res. development CA 6,350 

         $  185,274 
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6. Other Losses 

As a loan repayment, the Fund received shares in Skyline International 

Development Inc. (“SID”) valued at $3,900. In 2014, SID became a public 

company and the Fund’s shares in SID as of September 30, 2015 are valued 

at $1,855 and an unrealized gain of $182 is recognized under other losses 

on the consolidated statement of earnings in 2015. 

7. Revolving loan facility 

The Partnership entered into a revolving loan facility on July 16, 2012 and it 

was amended on February 6, 2015 with an increased maximum amount of 

$250,000 (2014 - $200,000) including borrowings of equivalent amount 

denominated in US dollars.  Approximately $25,137 (2014 - $151,840) is 

available and $224,863 has been drawn as at September 30, 2015 

(2014 - $48,160).  Interest on the loan is charged at a maximum of prime 

rate plus 1.0%.  The minimum and maximum amounts drawn under the 

revolving loan facility during the nine months ended September 30, 2015 

were $100,000, and $195,500 (2014 - $nil and $130,500), respectively.  

The loan is secured by all assets of the Partnership and a pledge of all 

Partnership units held by the Fund.  The loan matures on July 18, 2016. 

The costs associated with the establishment of the revolving loan facility are 

amortized over the two-year initial term of the facility and have been included 

in other assets for $261 (2014 - $437), net of accumulated amortization of 

$221 (2014 - $14). 

8. Foreign exchange forward contracts 

The foreign exchange forward contracts are used to hedge the Fund’s 

exposure to loans denominated in US dollars. The following table sets out the 

fair values and the notional amount of foreign exchange forward contract 

derivative assets and liabilities held by the Fund as at September 30, 2015, 

there were no foreign exchange forward contracts held by the fund as at 

September 30, 2014: 

Foreign Exchange Gain(Loss) on forward contracts as of September 30, 2015:  

In thousands of dollars, except per unit amounts, unless otherwise noted 

 
  Expiration Date 

Currency received to 

be delivered in US$ 

(CAD$) 

Fair Value at FX 

rate of $1.3345 

Unrealized Gain 

(loss) 

April 13, 2016  $     12,500   $     13,345   $       (845)  

January 6, 2016   6,246    6,673                           (427)  

April 8, 2016   14,918    16,014                        (1,096)  

May 2, 2016   8,784    9,341                           (557)  

June 3, 2106   15,044    16,281                    (1,237)  

June 8, 2016   6,500    7,072                          (572)  

April 1, 2016   5,898    6,673                           (775)  

November 5, 2015   13,120    13,345                           (225)  

September 15, 2016   13,280    13,345                             (65)  

January 13, 2016   19,368    20,018                           (650)  

Total  $ 115,658  $ 122,107  $  (6,449) 

The foreign exchange forward contracts are used to hedge the Fund’s 

exposure to loans denominated in US dollars and are classified as Held for 

Trading (“HFT”).  

The unrealized foreign exchange losses on forward contracts included in the 

consolidated statement of earnings are $6,449 (2014 - $nil), which is 

economically offset by unrealized gains of $20,123 (2014 - $5,307) on 

assets classified as FVTPL.  

The realized foreign exchange gain in the consolidated statement of earnings 

consists mainly of realized foreign exchange losses of $8,102 

(2014 - $1,495) on forward contracts, which are offset by $9,127 

(2014 - $3,247) gains on assets classified as FVTPL. 

9. Unitholders' equity 

The beneficial interests in the Fund are represented by a single class of units, 

which are unlimited in number.  Each unit carries a single vote at any meeting 

of unitholders and carries the right to participate pro-rata in any distributions.  

These units appear on the balance sheet as equity because they are puttable 

instruments that entitle the holder to a pro-rata share of the Fund’s net 

assets in the event of the Fund’s liquidation. They are in a class of 

instruments that are subordinate to all other classes of instruments, and 

have identical features. Unitholders have a limited right to redeem their units, 

on a monthly basis, upon a minimum of 30 days' notice.  Partial or complete 

redemption of units is limited on a monthly basis to 1% of the aggregate fair 

market value of units outstanding on the valuation date immediately 

preceding the said redemption date.  Redemption notices on any given 

redemption date shall maintain their order of priority until the unit redemption 

price for such units has been paid in full.  Additionally, the trustees shall be 

entitled in their sole discretion to extend the time for payment of any unit 

redemption prices if, in the reasonable opinion of the trustees, such payment 

would be materially prejudicial to the interests of the remaining unitholders in 

the Fund.  

In the extraordinary circumstance where the number of units properly 

tendered for redemption (“Tendered Units”) by unitholders (“Tendering 

Unitholders”) on any given Redemption Date exceeds 3% of the total number 

of units outstanding on such redemption date, the trustees are entitled in 

their sole discretion to modify or suspend unitholder redemption rights. 

Specifically, if the extraordinary circumstance referenced above occurs, the 

trustees are entitled, in their sole discretion, to implement one of the 

following measures: 

i) Discounted redemptions The trustees shall give notice to Tendering 

Unitholders that their Tendered Units shall be redeemed on the next 

redemption date at a redemption price discounted by a discount factor to be 

determined by the trustees in their sole discretion, acting reasonably.  In 

determining the discount factor, the trustees may consider such factors as 
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market prices for similar investments that are traded on a stock exchange in 

Canada, the variation inherent in any estimates used in the calculation of the 

fair market value of the Tendered Units to be redeemed, the liquidity 

reasonably available to the Fund and general economic conditions in Canada.  

Unitholders may choose to retract their redemption request upon receiving 

notice from the trustees of a discounted redemption; however, unitholders 

who retract will be prohibited from redeeming the Tendered Units to which 

their retraction applies for a period of up to twelve months following the date 

the discounted redemptions are processed. 

ii) Temporary suspension of redemptions The trustees shall give notice to all 

unitholders that normal course redemption rights are suspended for a period 

of up to six months.  Issuance of a suspension notice by trustees will have the 

effect of cancelling all pending redemption requests.  At the end of the 

suspension period, the trustees may call a special meeting of unitholders to 

approve an extension of the suspension period, failing which normal course 

redemptions will resume. 

As at September 30, 2015, unitholders representing approximately 

293,269 (2014 – 600,482) units have requested redemption of their units, 

the redemption of which is subject to the above restrictions.  These units 

have been re-classed to liabilities from unitholders' equity in order to comply 

with applicable accounting rules.  These units, however, continue to have the 

same rights and no priority over the remaining units.  Units submitted for 

redemption are redeemed at the net asset value. 

A) The following units are issued and outstanding (see chart below): During 

the normal course of business, the Fund receives unit issuance and 

redemption requests from the investors. In 2015, the Fund received requests 

for redemption of 1,586,687 units (2014 – 4,347,450) and redeemed 

4,796,081 units (2014 – 4,147,324) for $47,839 (2014 - $41,235) in 

accordance with its policies. 

The Fund continues to issue new units and receive redemption requests, 

which will be processed in accordance with the above-mentioned policies. 

B) Distribution reinvestment plan and direct unit purchase plan The Fund 

has a distribution reinvestment plan and direct unit purchase plan for its 

unitholders, which allows participants to reinvest their monthly cash 

distributions in additional units at a unit price equivalent to $10.00 per unit. 

In thousands of dollars, except per unit amounts, unless otherwise noted   

    September 30, 2015   September 30, 2014 

  Units Amount Units Amount 

Balance, beginning of year 120,847,181  $    1,209,822    111,310,601   $         1,114,190  

New units issued   12,157,219    121,573    9,174,154    91,742  

New units issued under distribution reinvestment plan   3,694,437    36,944    3,106,692    31,067  

Units redeemed         (4,796,081)                   (47,839)                (4,147,324)                        (41,235)  

Proceeds from issuance of units, net of redemptions   11,055,575    110,678    8,133,522    81,574  

Balance, end of year 131,902,756  $     1,320,500 119,444,123  $         1,195,764 

     

10. Net asset value per unit and net earnings per unit  

Net asset value per unit is calculated as total assets less total liabilities 

allocable to outstanding units, excluding units submitted for redemption, of 

131,609,487 as at September 30, 2015 (2014 – 118,843,641). 

Net earnings per unit have been computed using the weighted average 

number of units issued and outstanding of 126,993,389 for the nine months 

ended September 30, 2015 (2014 – 116,898,554). 

11. Distributions 

The Fund makes distributions to the unitholders monthly on or about the 15th 

day of each month.  The Fund's trust indenture indicates that the Fund intends 

to distribute 100% of the net earnings of the Fund, determined in accordance 

with the Income Tax Act (Canada), to the unitholders. For the nine months 

ended September 30, 2015, the Fund declared distributions of 

$0.60 (2014 - $0.55) per unit and a total of $76,156 (2014 - $64,243) was 

distributed to the unitholders. 

12. Income taxes 

The Fund is taxed as a mutual fund trust for income tax purposes.  Pursuant to 

the trust indenture, the Fund intends to distribute 100% of its income for 

income tax purposes each period to such an extent that it will not be liable for 

income tax under the Income Tax Act (Canada).  Therefore, no provision for 

income taxes is required on earnings of the Fund.   

On June 22, 2007, new legislation relating to the federal income taxation of a 

specified investment flow-through trust or partnership ("SIFT") received royal 

assent (the "SIFT Rules"). 

Under the SIFT Rules, certain distributions from a SIFT will no longer be 

deductible in computing a SIFT's taxable income and a SIFT will be subject to 
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income taxes on such distributions at a rate that is substantially equivalent to 

the general tax rate applicable to a Canadian corporation.  Distributions paid 

by a SIFT as returns of capital will not be subject to income taxes. 

The Fund is not subject to the SIFT tax regime as its units are not listed or 

traded on a stock exchange or other public market.  Accordingly, the Fund has 

not recorded a provision for income taxes or future income tax assets or 

liabilities in respect of the SIFT Rules. 

13. Related party transactions and balances 

Transactions with related parties are in the normal course of business and are 

recorded at the exchange amount, which is the amount of consideration 

established and agreed to by the related parties and which represents fair 

market value. 

Other than the transactions disclosed elsewhere in these consolidated 

financial statements, the Fund had the following significant related party 

transactions: 

A) The majority of the trustees of the Fund are owners of Romspen.  Under 

various agreements, Romspen manages all the day-to-day affairs of the Fund 

and the Partnership. Romspen receives fees totalling 1% per annum, 

calculated daily and payable monthly, of the principal balance of all mortgage 

investments and the fair market value of all other non-mortgage investments.  

For the nine months ended September 30, 2015, the amount was 

$10,509 (2014 - $9,101). 

B) Romspen and related entities also receive certain fees directly from the 

borrower generated from Fund mortgage investments as follows:  all lender, 

broker, origination, commitment, renewal, extension, discharge, participation, 

insufficient funds and administration fees generated on the mortgages.  For 

the nine months ended September 30, 2015, this amount was 

$16,338 (2014 - $14,887).  

C) Romspen charges the Fund for brokering and originating the acquisition of a 

portfolio of existing loans, calculated as 2% of the loan portfolio.  For the nine 

months ended September 30, 2015, the amount was $nil (2014 - $nil). 

D) Several of the Fund's mortgages are syndicated with other investors of 

Romspen, which may include Romspen, members of management of 

Romspen and officers or trustees of the Fund.  The Fund ranks equally with, or 

in priority to, other members of the syndicate as to receipt of principal and 

income with the exception of one (2014 – nil) loan with an original cost of 

$10,000 (2014 - $nil). Employees and directors of Romspen, along with 

related parties, are also permitted to invest in the Fund. 

E) As at September 30, 2015, the Fund had two (2014 - two) investments 

outstanding with an original cost of $32,121 (2014 - $24,607), including 

accrued interest of $382 (2014 - $1,748) and fair value of 

$26,576 (2014 - $20,955) due from mortgagors and investments in which 

members of management of Romspen own non-controlling equity interests. 

F) Included in accounts payable and accrued liabilities is an amount of 

$423 (2014 - $105) payable to Romspen. 

G) At the discretion of Romspen, the Fund participated in 50% of the funding 

fees received by Romspen on certain mortgage advances.  Amounts received 

during the nine months ended September 30, 2015 amounted to 

$nil (2014 - $nil) and $nil (2014 - $82) was recognized in other revenue.   

14. Commitments and contingent liabilities 

A) In the event that management agreements are terminated, the various 

management agreements between the Fund, the Partnership and Romspen 

contain provisions for the payment of termination fees of an amount equal to 

2% of the fair market value of the Partnership's assets under administration on 

the date on which the termination notice is received, in addition to any other 

amounts owing by the Partnership.  These amounts will be satisfied by the 

payment of cash, interests in mortgages or in such combination thereof as 

determined by the mortgage manager.  These agreements continue in force 

until terminated in accordance with their provisions. 

B) The Partnership has granted an irrevocable option to Romspen to purchase, 

at any time, any or all Partnership mortgages at a purchase price equal to the 

principal amount of such mortgage plus accrued interest. 

C) The Partnership in certain situations provides guarantees for its 

subsidiaries. 

D) The Fund has letters of guarantee outstanding at September 30, 2015 of 

$22,400 (2014 – $8,051). 

15. Fair values of financial instruments 

IFRS 13 establishes enhanced disclosure requirement for fair value 

measurements of financial instruments and liquidity risks. A three level 

valuation hierarchy is used for disclosure of financial instruments measured at 

fair value based upon the degree to which the inputs used to value an asset or 

liability as of the measurement date are observable: 

 Level 1 – quoted (unadjusted) in active markets for identical assets 

or liabilities; 

 Level 2 – inputs other than quoted prices in Level 1 that are 

observable for the asset or liability, either directly (i.e., as prices) or 

indirectly (i.e., derived from prices); and 

 Level 3 – input for the asset or liability that are not based on 

observable market data (unobservable inputs). 

Foreign exchange forward contracts have been classified in Level 2 of the 

hierarchy.  
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The Fund’s mortgage investments are measured at fair value using 

unobservable inputs. As a result, all mortgage investments have been 

classified in Level 3 of the valuation hierarchy.  

The Fund’s investments in subsidiaries are measured at fair value using 

Level 3 unobservable inputs, including comparable market property values, 

appraisals, and discounted cash flows. 

Fair value of the portfolio is the amount of consideration that would be agreed 

upon in an arm’s-length transaction between knowledgeable, willing parties 

under no compulsion to act. As there is no quoted price in an active market for 

these mortgages, the Fund manager makes its determination of fair value 

based on the assessment of the current lending market for investments of 

same or similar terms. Typically, the fair value of mortgage approximate their 

carrying values given the mortgage and loan investments consist of short-term 

loans that are repayable at the option of the borrower without yield 

maintenance or penalties. When collection of the principal amount of a 

mortgage or loan is no longer reasonably assured, the fair value of the 

investment is adjusted to the fair value of the underlying security.  

The fair value of the Fund’s investments in subsidiaries is generally determined 

using a variety of methodologies including comparable market property values, 

market research data, third party and in-house appraisals, and discounted 

cash flow analysis, which would include inputs related to discount rates, future 

cash flows, liquidity, etc. 

The fair values of cash, restricted cash, accrued interest receivable, revolving 

loan facility, accounts payable and accrued liabilities, unitholders’ distributions 

payable and prepaid unit capital approximate their carrying values due to their 

short-term maturities. 

The Manager regularly reviews significant unobservable inputs and valuation 

adjustments and will use market observable data when available. When third 

party appraisals are used to measure fair values of its investments in 

subsidiaries, the Fund will assess the evidence obtained to support valuations 

that meet the requirements of IFRS. 

16. Financial instrument risk management 

The Fund is exposed in varying degrees to a variety of risks from its use of 

financial instruments. The Trustees and the Fund Manager discuss the 

principal risks of the business on a day-to-day basis. The Trustees set the 

policy framework for the implementation of systems to manage, monitor and 

mitigate identifiable risks. The Fund’s risk management objective in relation to 

these instruments is to protect and minimize volatility to net assets and 

mitigate financial risks including market risk, currency risk, interest rate risk, 

credit risk and liquidity risk. The Fund Manager seeks to minimize potential 

adverse effects of risk by retaining experienced analysts and advisors, 

monitoring the Fund’s positions, market events and entering into hedge 

contracts. The types of risks the Fund is exposed to, the source of risk 

exposure and how each is managed is outlined thereafter. 

A) Interest rate risk Interest rate risk is the risk that the fair value or future 

cash flows of a financial instrument will fluctuate because of changes in 

market interest rates.  The Fund manages this risk by investing primarily in 

short-term mortgages.  The Fund's investment objective is to obtain an 

acceptable and consistent absolute rate of return that is not related to any 

market-based interest rate benchmark.   

As a result, the credit characteristics of the Fund's mortgages will evolve such 

that in periods of higher market interest rates, the Fund's mortgages will be 

those with narrower credit spreads, and vice versa in periods of lower market 

interest rates compared to other benchmark interest rates.  

The majority of the Fund's investments are in fixed rate, short-term mortgages.  

The Fund generally holds all of its mortgages to maturity.  There is no 

secondary market for the Fund's mortgages and in syndication transactions; 

these mortgages are generally traded at face value without regard to changes 

in market interest rates. 

The Fund's debt under the revolving loan facility (note 7) bears interest not 

exceeding the prime rate plus 1.0%. 

As at September 30, 2015, if interest rates on the revolving loan facility had 

been 100 basis points lower or higher, with all other variables held constant, 

net earnings for the year would be affected with a total increase or decrease of 

$1,138 (2014 - $475).  The Fund monitors the financial markets and can 

adjust the pricing of renewals and new loans when it deems it appropriate. 

B) Credit risk Credit risk is the risk of loss due a counterparty to a financial 

instrument failing to discharge their obligations. It arises from mortgage 

investments held, from investments in subsidiaries and also from foreign 

exchange forward contracts. The Fund’s sole activity is to discharge their 

obligations. The Fund's sole activity is investing in mortgages (note 4 and note 

5) and, therefore, its assets are exposed to credit risk.  Any instability in the 

real estate sector and adverse change in economic conditions in Canada could 

result in declines in the value of real property securing the Fund's mortgage 

investments.  The Fund manages credit risk by adhering to the investment and 

operating policies, as set out in its Offering Memorandum.  This includes the 

following policies: 

i) No more than 20% of the Fund's capital may be invested in subordinate 

mortgages; and  

ii) No more than 10% of the Fund's capital may be invested in any single 

mortgage or to any single borrower. 

The Fund focuses its investments in the commercial mortgage market 

segments described in its Offering Memorandum, which includes 

development mortgages, construction mortgages, term financing mortgages 
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and residential mortgages.  These mortgages generally have the following 

characteristics: 

i) initial terms of 12 to 24 months; 

ii) loan to value ratios of approximately 65% at time of underwriting; 

iii) significant at-risk capital and/or additional collateral of property owner; and 

(iv) full recourse to property owners supported by personal guarantees. 

In addition, the Fund's trustees meet regularly to review and approve each 

mortgage investment and to review the overall portfolio to ensure it is 

adequately diversified. 

C) Liquidity risk Liquidity risk is the risk that the Fund will not have sufficient 

cash to meet its obligations as they become due.  The Fund mitigates this risk 

by monitoring its scheduled mortgage repayments and ensuring that sufficient 

funds are available in the near term to satisfy all of its obligations.  The Fund's 

obligations are primarily those which arise under the revolving loan facility, the 

Mortgage Management Agreement and its Declaration of Trust.  In the current 

economic climate and capital markets, the lenders may continue to tighten 

their lending standards which could make it challenging for the Fund to obtain 

financing on favourable terms, or to obtain financing at all. 

The Fund's revolving loan facility (note 7) was renewed and matures on 

July 18, 2016.  If it is not extended at maturity, repayments under the Fund's 

portfolio would be utilized to repay the revolving loan facility.  The Fund's 

mortgages are predominantly short-term in nature, and as such, the continual 

repayment by borrowers of existing mortgage investments creates liquidity for 

ongoing mortgage investments and funding commitments. 

If the Fund is unable to continue to have access to its revolving loan facility, 

the size of the Fund's portfolio will decrease and the income historically 

generated through holding a larger portfolio by utilizing leverage will not be 

earned. 

As at September 30, 2015, the Fund had not utilized its full leverage 

availability, being a maximum of 35% of its qualified mortgage investments. 

The Fund is not obliged to invest in any mortgages originated by the Fund 

manager and, therefore, the Fund has no future funding obligations in respect 

of the Fund manager's mortgage commitments.  The Fund is obliged to pay 

management fees to the Fund manager which, are funded out of interest 

income.  

Unitholders in the Fund have the limited right to redeem their units in the 

Fund, as described in its Offering Memorandum and paragraph 5.25 of the 

Fund's Declaration of Trust. The trustees are entitled, in their sole discretion, to 

extend the time for payment of any unitholder redemption if, in their 

reasonable opinion, such payment would be materially prejudicial to the 

interests of the remaining unitholders. 

 D) Market risk Market risk is the risk that the fair value of the collateral 

securing any of the Fund's mortgage investments falls to a level approaching 

the loan amount.  The Fund manager ensures that it is aware of real estate 

market conditions in the regions in which it operates.  Real estate market 

trends are monitored on an ongoing basis and the Fund manager's lending 

practices and policies are adjusted when necessary. 

E) Currency risk Currency risk is the risk that the fair value or future cash flows 

of the Fund's portfolio will fluctuate based on changes in foreign currency 

exchange rates. Approximately $526,888 (2014 – 246,184), 35% of the total 

Fund's investments at quarter end are denominated in US dollars and secured 

primarily by charges on real estate located in United States; consequently, the 

Fund is subject to currency fluctuations that may impact its financial position 

and results. The Fund reduces currency risk on mortgages by entering into 

foreign exchange forward contracts and including mortgage contract terms 

whereby the borrower is responsible for foreign exchange losses. 

F) Capital risk management The Fund manages capital to attain its objective 

of providing stable and secure cash distributions of income while preserving 

unitholders' equity.  The Fund defines capital as being capital raised by issuing 

Fund units.  The Fund intends to distribute its taxable income to unitholders, 

with the result that growth in the portfolio can only be achieved through the 

raising of additional equity capital and by utilizing available borrowing capacity. 

The Fund raises equity capital on a monthly basis during periods where the 

Fund manager projects a greater volume of mortgage investment opportunities 

than the Fund's near-term capital would be sufficient to fund.  In the event the 

Fund may have surplus equity capital, the trustees of the Fund have the right 

to redeem units held by unitholders or to declare a return of capital 

distribution. 

Pursuant to the Fund’s investment policies, the Fund may borrow up to 35% of 

the book value of its mortgages. The primary purpose of the Fund's borrowing 

strategy is to ensure that unitholders' capital is fully invested. The secondary 

purpose is to obtain a spread between the interest rates payable under its 

mortgage investments and its borrowings. As of September 30, 2015, the 

Fund's borrowings totalled 15% (2014 – 4%) of the book value of its total 

investments and the Fund was in compliance with all covenants under its 

revolving loan facility. 
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17. Summary of total investments 

In thousands of dollars, except per unit amounts, unless otherwise noted                  

Description 
September 30, 2015 September 30, 2014 

Mortgage investments and investments in 

subsidiaries, at amortized cost 
 $   1,536,112   $   1,200,799 

Unrealized fair value adjustment        (35,410)         (22,041) 

  
 $   1,500,702  $   1,178,758 

   

In thousands of dollars, except per unit amounts, unless otherwise noted                  

Description 
September 30, 2015 September 30, 2014 

Mortgage investments  $   1,340,965   $   1,049,867  

Investments in subsidiaries   159,737    128,891  

  
 $   1,500,702  $   1,178,758 

18. Exemption from filing  

The Fund is relying on the exemption obtained in National Instrument 81-106, 

Part 2.11 to not file their financial statements in SEDAR. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 



 

 

TRUSTEES & MANAGEMENT 

Romspen’s team of investment professionals is led by nine Managing 

Partners who collectively have over 200 years of finance and real estate 

experience. The investment team is supported by more than 

30 professionals dedicated to the financial control, underwriting, legal and 

reporting matters of our business.  The trustees and the management 

team are the largest non-institutional investors in the Fund.  This 

alignment is essential to preserving capital and generating strong 

consistent returns for all investors. 

Romspen Mortgage Investment Fund 

Sheldon Esbin 

Trustee 

Mark Hilson 

Trustee 

Arthur Resnick 

Trustee 

Wesley Roitman 

Trustee 

Romspen Investment Corporation 

Sheldon Esbin 

Managing General Partner 

Mark Hilson 

Managing General Partner 

Wesley Roitman 

Managing General Partner 

Blake Cassidy 

Managing Partner 

Mary Gianfriddo 

Managing Partner 

Steven Gross 

Managing Partner  

Peter Oelbaum 

Managing Partner 

Arthur Resnick 

Managing Partner  

Richard Weldon 

Managing Partner  

Arnie Bose 

Vice President, Finance 

Bonnie Bowerman 

Vice President, Underwriting 

Lisa Calandra 

Vice President, Investor Relations 

Vitor Fonseca 

Vice President and Treasurer 

Joel Mickelson 

Corporate Counsel 

Dianna Price 

Executive Vice President, Investor Relations 

UNITHOLDER INFORMATION 

Units 

The Fund units represent a beneficial ownership interest in the Romspen 

Mortgage Investment Fund. The Fund is an unincorporated closed-end 

investment trust and is the sole limited partner in the Romspen Mortgage 

Limited Partnership. 

Distributions 

Distributions on Fund units are payable on or about the 15th day of each 

month.  The Fund intends to distribute its taxable earnings each year to 

the unitholders. 

Distribution Reinvestment Plan 

The distribution reinvestment plan provides unitholders a means to 

reinvest cash distributions in new units of the Fund.  To participate, 

registered unitholders should contact Romspen. 

Investor Relations Contact 

Requests for the Fund’s annual report, quarterly reports, or other 

corporate communications should be directed to: 

Investor Relations 

Romspen Mortgage Investment Fund 

Suite 300, 162 Cumberland Street 

Toronto, Ontario  M5R 3N5 

416-966-1100 

Duplicate Communication 

Registered holders of Romspen units may receive more than one copy of 

shareholder mailings.  Every effort is made to avoid duplication, but when 

units are registered under different names and/or addresses, multiple 

mailings result.  Unitholders who receive but do not require more than one 

mailing for the same ownership are requested to contact Investor 

Relations and arrangements will be made to combine the accounts for 

mailing purposes. 

Auditors 

KPMG LLP  

Legal Counsel 

Gardiner Roberts LLP 

Website 

www.romspen.com 

 

 


