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The Sprott Small Cap Fund had a relatively successful year in 2016 appreciating by 20%. This result was in excess of the
upper end of our targeted annual performance band and compares to the average Canadian Small Cap Fund increasing
by 17.8%. As a reminder while it is common to compare diversified Funds such as ours against benchmarks one must
also then consider the risk inherent in the underlying index. Unlike in the United States where their economy (and thus
their indices) are well diversified the Canadian small cap market tends to be very resource heavy. As a result given this
concentration some indices can present too much risk or not fit with the performance objectives/desired level of volatility of
a particular Fund Manager. In 2016 this aspect was very clearly exemplified when the materials sector (mainly gold) made
up more than 30% of the S&P TSX Small Cap Total Return Index. To be “market weight” then a Fund Manager would
have to have nearly 1/3 of his or her fund in junior mining stocks. This is not congruent with our style nor with the level of
volatility that we target with the Sprott Small Cap Fund and is thus the reason for why we (and almost every single one of
our competitors) underperformed the index last year as junior gold stocks performed exceptionally well.
Our approach is to manage the Sprott Small Cap Fund as two buckets. The first is to be invested in non-resource stocks
which typically will make up 75% of the overall assets. In this bucket we primarily target stable, not terribly exciting
dividend payers which due to the inefficiencies of the small cap market can pay dividend yields that are significantly higher
than what many would think to be sustainable (average dividend yield of dividend names in the Fund = 6.1%). This
underlying dividend yield offers the Fund a bedrock of annual performance and we also try to identify dividend payers which
will have the ability over time to give us annual pay raises. Also within the non-resource bucket we will typically hold 2-3
“alpha” picks which will have the potential for meaningful capital appreciation but lacks the underlying dividend support.
In the resource bucket which typically will make up the remaining 25% we seek to leverage our strong energy background
(The Sprott Energy Fund is the #1 performing Energy Fund in Canada on a 1 and 3 year basis as at December 30, 2016)2 to
generate further returns.
In 2016, 2 of our top 10 performance contributors were in the non-resource, non-alpha bucket (Exchange Income Fund and
Chorus Aviation). The remaining 8 were energy names as we took several meaningful positions in oil companies and service
companies. Our best performers in the year were Baytex Energy, Trican Well Services, Canyon Services Group, and Cardinal
Energy. Demonstrating what a challenging year it was for non-resource small caps nearly all of our performance detractors
were non-resource stocks (NYX Gaming, Grenville Strategic Royalty, Air Canada, and Martinrea). NYX was particularly
disappointing to us as it was by far the biggest weighting in the Fund (and remains so). We underappreciated that despite
trading at an attractive P/E relative to its future earnings growth rate in an industry growing by 10% per year that the
corporate shenanigans perpetrated by some of its public peers would taint the space and cause investors to flee all of the
public online gambling stocks. We intend to stick to our guns on this position for another few quarters to see if improved
execution can cause the stock to move closer to where we see a more proper valuation however this one position did cost
the Fund over 5% of lost performance on the year.
Looking to 2017 the Fund has begun the year with a slight overweight (ie. higher than our typical 25%) towards energy as
we are attracted to the material upside potential in oil stocks as the market begins to appreciate the degree of inventory
drawdowns that will be occurring as a result of strong demand growth, falling non-OPEC supply, and the impact of the
6 month OPEC curtailment. We believe oil inventories could normalize by the end of 2017. Our dividend basket remains
largely unchanged. For our alpha picks we as mentioned have retained NYX Gaming giving the position a few more
quarters to start contributing positive performance. We have also reinitiated a position in Air Canada. We are compelled by
the highly attractive valuation, much improved balance sheet, potential for actual free cash flow, and the fact that nearly
every flight we have been on recently has been full/oversold.
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Thank you for your investment and confidence in us over the past year. We look forward to reporting on our continued
success in the quarters ahead.
Eric Nuttall
Portfolio Manager
Sprott Small Cap Equity Fund
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	All returns and fund details are a) based on Series A units; b) net of fees; c) annualized if period is greater than one year; d) as at December 30, 2016; e) 2007 annual
returns are from 08/23/07 to 12/31/07. The index is 100% S&P/TSX SmallCap TRI and is computed by Sprott Asset Management LP based on publicly available index
information.
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The Fund is generally exposed to the following risks. See the prospectus of the Fund for a description of these risks:
commodity risk; concentration risk; credit risk; currency risk; derivatives risk; exchange traded funds risk; foreign investment
risk; inflation risk; interest rate risk; liquidity risk; market risk; regulatory risk; securities lending, repurchase and reverse
repurchase transactions risk; series risk; short selling risk; small company risk; tax risk.

The opinions, estimates and projections (“information”) contained within this report are solely those of Sprott Asset Management LP (“SAM”) and are
subject to change without notice. SAM makes every effort to ensure that the information has been derived from sources believed to be reliable and
accurate. However, SAM assumes no responsibility for any losses or damages, whether direct or indirect, which arise out of the use of this information.
SAM is not under any obligation to update or keep current the information contained herein. The information should not be regarded by recipients as a
substitute for the exercise of their own judgment. Please contact your own personal advisor on your particular circumstances. Views expressed regarding
a particular company, security, industry or market sector should not be considered an indication of trading intent of any investment funds managed by
Sprott Asset Management LP. Any reference to a particular company is for illustrative purposes only and should not to be considered as investment advice
or a recommendation to buy or sell nor should it be considered as an indication of how the portfolio of any investment fund managed by Sprott Asset
Management LP is or will be invested. SAM LP and/or its affiliates may collectively beneficially own/control 1% or more of any class of the equity securities
of the issuers mentioned in this report. SAM LP and/or its affiliates may hold short position in any class of the equity securities of the issuers mentioned in
this report. During the preceding 12 months, SAM LP and/or its affiliates may have received remuneration other than normal course investment advisory
or trade execution services from the issuers mentioned in this report.
Sprott Asset Management LP: Toll Free: 1.866.299.9906. DEALER SERVICES: RBC Investor & Treasury Services: Tel: 416.955.5885; Toll Free: 1.877.874.0899.
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Sprott Asset Management LP is the investment manager to the Sprott Funds (collectively, the “Funds”). Commissions, trailing commissions, management
fees, performance fees (if any), other charges and expenses all may be associated with mutual fund investments. Please read the prospectus carefully
before investing. The indicated rate of return for series A units of the Fund for the period ended December 30, 2016 is based on the historical annual
compounded total return including changes in unit value and reinvestment of all distributions and does not take into account sales, redemption, distribution
or optional charges or income taxes payable by any unitholder that would have reduced returns. Mutual funds are not guaranteed, their values change
frequently and past performance may not be repeated. The information contained herein does not constitute an offer or solicitation by anyone in the
United States or in any other jurisdiction in which such an offer or solicitation is not authorized or to any person to whom it is unlawful to make such an
offer or solicitation. Prospective investors who are not resident in Canada should contact their financial advisor to determine whether securities of the
Fund may be lawfully sold in their jurisdiction.

