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The Sprott Diversified Bond Fund successfully finished another year accomplishing the goals we have set out for our
investors that is, to achieve a positive fixed income real return with lower volatility relative to traditional fixed income
solutions. We were glad that we were able to deliver good risk-adjusted performance in a tough year for any active
manager. The Funds volatility remains at least half to two-thirds less volatile than typical Canadian fixed income solutions.
The following table also gives a quick comparison of Diversified bond fund’s risk-adjusted performance in 2016 against
several other asset classes. The large positive Sortino ratio measures returns relative to bad volatility. As you can see the
Fund’s volatility relative to returns was very attractive in 2016.

TOTAL RETURN
ANNUALIZED DOWNSIDE DEVIATION*
SORTINO RATIO

DIVERSIFIED BOND FUND

BofA MERRILL LYNCH 7-10 YEAR
US TREASURY INDEX

5.10%
1.48%
3.44

0.97%
4.46%
0.22

* Annualized Downside Deviation based on weekly returns and a Minimum Acceptable Return of 0%

S&P 500 US DOLLAR

8.66%
10.21%
0.83

3.63%
4.86%
0.75

Source: Sprott Asset Management

While investors were rewarded in 2016 by investing in many markets, the road to these gains were anything but straight
forward. Investors navigated 2016 through varied views on growth, uncertain Fed messaging, unstable oil prices and
election uncertainties in both the UK and US.
At the end of the year the high yield bond market finished well, led by the recovery in the energy and metal and mining
complexes. Government bond markets, however, were a contrast in halves – the first half marked by a decline in long-term
yields only to have them reverse in the second half.
Both investment grade and high yield bonds finished off the year on a strong note in response to rising expectations for
nominal growth, solid employment, oil production cuts, fiscal stimulus optimism, favourable seasonality, ongoing retail
demand and limited supply of new corporate issuance. The BofA Merrill Lynch US High Yield Index rose every day of the
month of December except for the two days after the Fed rate hike.
The only notable event in December was the increase in the FOMC rate of 0.50% to 0.75%. The rate hike came with
some positive comments by the Federal Reserve chair, Janet Yellen. During the press conference, after the interest rate
announcement, the chair mentioned that “[e]conomic growth has picked up since the middle of the year.” She added that
the FOMC members “expect the economy will expand at a moderate pace over the next few years.”
The Diversified Bond Fund ended the year with a great month in December with credit being the main contributor.
Our asset allocation changed little during December. We deployed some of the cash to add to our investment grade
and emerging market exposure. We also added to US Treasuries, because we believe that the sell-off in US treasuries
since the presidential election was a bit overdone and there was a potential for a near term reversal.
So where do fixed income markets go in 2017? As we start the year markets have taken their direction from improved
global economic growth which toughed mid-year 2016 and climbed steadily into year end. Investors have also responded
positively post US election to the expectation of reduced taxation and an improved regulatory regime. Despite the improved
economic outlook, investors continue to expect both the BoJ and the ECB to continue with their accommodative policies
whereas investors believe that the Fed will be hawkish this year. Most of this news we believe is now priced in both equity
and bond markets.
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What can one expect from the credit markets this year? We do not expect that the credit market will repeat the returns
we witnessed in 2016 as returns will likely be positive but unspectacular. Consider that high yield and investment grade
spreads are in the 12th and 18th percentiles over the last 20 years as we start the year, the US economy is now 90 months
into its recovery and US interest rates appear to be poised to rise further this year. Credit faces many headwinds. That said,
if economic growth remains steady this year, the Fed hikes but not aggressively and we see a modest decline in high yield
default rates, credit will still provide modestly positive returns.
As to whether government bond yields continue to climb, the key question is whether US growth will be strong enough
to allow the Fed to keep raising rates. Presently, the market has priced in one hike this year. We believe there is room for
two possibly three hikes in 2017. So rates could head higher. Some investors fear a resurgence of broad based inflation
in 2017. We believe that betting on significant inflation in 2017 will be premature. While some market based inflation
expectations have climbed, consumer based inflation expectations should be anchored in the near term. We do worry,
however, that longer term inflation may creep higher due to three inflationary forces: the retreat from globalization, the
rejection of fiscal austerity and the continued will and ability of central banks to push up inflation. We will be monitoring
those forces going forward.
As always there remain plenty of challenges that markets face in 2016. Key consensus risks include US political uncertainty,
political challenges as an outcome of European elections and finally concerns over the growth outlook in China and the EM
complex. Whatever the risks, the Managers have demonstrated that the Fund continues to provide clients with the tools to
achieve stability in a volatile fixed income environment.
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COMPOUNDED RETURNS (%) AS AT DECEMBER 30, 20161

1 MTH

YTD

3 MTH

6 MTH

1 YR

3 YR

5 YR

ANNUALIZED
INCEPTION
(08/05/10)

SPROTT DIVERSIFIED BOND FUND,
SERIES A

0.9

5.1

0.8

3.2

5.1

3.4

4.7

4.1

BLENDED INDEX*

1.4

13.4

0.5

5.0

13.4

4.7

6.4

6.6
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*	Blended Index is 75% of the BofA Merrill Lynch US High Yield Index and 25% FTSE TMX Canada Universe Bond Index™ and is computed by Sprott Asset Management LP
based on available index information.
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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) 2010 annual
returns are from 08/05/10 to 12/31/10.

The Fund is generally exposed to the following risks. See the prospectus of the Fund for a description of these risks:
capital depletion risk (Series T, Series FT, Series PT, Series PFT, Series QT, and Series QFT units only); concentration risk;
credit risk; currency risk; derivatives risk; exchange traded funds risk; foreign investment risk; inflation risk; interest rate
risk; regulatory risk; securities lending, repurchase and reverse repurchase transactions risk; series risk; short selling risk;
substantial unitholder risk; tax risk; liquidity 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), and other expenses all may be associated with investing in the Funds. 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.

