
Market and Credit Environment

While volatility and uncertainty were elevated in Q2, markets also began to look beyond the Iran conflict, as positive 
corporate earnings momentum and macroeconomic data continued to be encouraging. Technology earnings generally 
exceeded already lofty expectations, notably for chip makers and sectors tied to AI development. As a proxy for investor 
attitudes, the S&P 500 Total Return Index (the “Index”) reached its low point only a month into the Iran conflict on March 31, 
2026, and by the end of Q2 the Index was up 15.2% from that low.

Preferred and contingent capital (“CoCo”) markets followed a similar path, although with much less volatility than equity 
markets—less downside initially, but also more limited upside when compared to common equities as interest rates 
remained elevated. This makes sense overall as the preferred and CoCo market, historically, have had virtually no direct 
exposure to technology companies. This has changed recently with technology firms issuing convertible preferreds 
as issuers tap multiple channels to raise capital to support AI investments. These securities have substantial common 
equity features, and we generally consider them distinct from the traditional (non-convertible) preferred market. However, 
issuance in this space has been robust, with very large issue sizes, and it is beginning to reshape certain preferred market 
indices—introducing significant equity exposure and elevating index volatility. The portfolio does not currently have any 
position in these tech-focused convertibles.

Earnings for preferred and CoCo issuers have remained very healthy, and companies continue to retain capital and improve 
balance sheet metrics. Banks and insurance companies have benefited from a steeper yield curve, while wider net interest 
margins have boosted earnings and capital. Loan losses have moved up modestly from historical lows in recent years but 
remain low and manageable.

As a corollary effect of AI development, demand for electricity generation and distribution has soared, and utilities are 
rushing to meet this demand. Utility capital expenditure budgets have increased dramatically, and issuers rely on preferred 
and hybrid issuance to meet some of their financing needs. This is a segment of the preferred market that has seen elevated 
issuance, but it has been met with similarly strong demand as tight investment grade (“IG”) and high yield (“HY”) spreads 
make these new securities look very attractive for traditional IG fixed-income investors—expanding the buyer base beyond 
dedicated preferred and CoCo investors.

Outlook
Our fundamental credit outlook remains positive. Non-financial corporate balance sheets are healthy, showing good 
liquidity, declining leverage, and cash flow that exceeds capital expenditure—even after recent AI-driven investment. 
Banks’ commercial loan delinquencies are stable or declining overall. Commercial office and multifamily loans continue 
to experience elevated charge offs, but these portfolios are shrinking, and problem loans are down. Consumer loan 
delinquencies and charge-offs have stabilized overall. Allowances for loan losses and bank capital are strong. Net interest 
margins and earnings are up, adding additional loss-absorption capacity should net charge offs rise in the quarters ahead. 
Of course, higher tariffs, disruptions from AI and supply chains, low immigration, slow labor force growth, and unsustainable 
deficit spending are just some of the risks to our positive economic and credit outlooks. We remain attentive to the risks 
they pose.   

IG and HY spreads are back to historically tight levels and preferred and CoCo spreads also have narrowed. Relative to IG 
and HY, however, preferreds and CoCos continue to offer incremental spread that is difficult to find in other fixed-income 
sectors without also increasing duration or issuer credit risk. At today’s narrow spreads, a return to lower interest rates may 
be required for total returns to exceed coupon income this year. The interest rate outlook remains uncertain given recent 
strong economic data and ongoing tension between employment and inflation trends. Recent changes in Fed leadership 
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bring new uncertainties to the outlook. Nonetheless, we are constructive on preferreds and CoCos and believe their income 
advantage will continue to generate a total return advantage over most fixed-income alternatives.

Annual Compound Returns4 YTD 1-YR 3-YR 5-YR 10-YR
S.I. 

BEPR5

S.I. 
BEPR.U6

BEPR - Brompton Flaherty & Crumrine Enhanced 
Investment Grade Preferred ETF (CAD)

0.5% 4.8% 10.2% 1.4% 4.6% 4.9% -

BEPR.U - Brompton Flaherty & Crumrine 
Enhanced Investment Grade Preferred ETF (USD)

1.3% 6.8% 12.6% - - - 3.2%

ICE BofA Indices 1.6% 5.6% 7.9% 2.3% 4.7% 5.2% 3.1%

Annual Compound Returns1 YTD 1-YR 3-YR 5-YR
S.I. 

BPRF2

S.I. 
BPRF.U3

BPRF - Brompton Flaherty & Crumrine Investment 
Grade Preferred  ETF (CAD-H)

0.7% 4.2% 8.2% 1.9% 4.0% -

BPRF.U - Brompton Flaherty & Crumrine 
Investment Grade Preferred  ETF (USD)

1.8% 6.1% 9.5% 2.5% - 4.2%

ICE BofAML 8% Constrained Core West Preferred & 
Jr Subordinated Securities Index

1.6% 5.6% 7.9% 2.2% 4.6% 3.8%



(1) Returns are for the periods ended June 30, 2026 and are unaudited. The table shows the Fund’s compound return for each period indicated compared 
with the ICE BofA 8% Constrained Core West Preferred & Jr Subordinated Securities Index, (the “Index”). The Index tracks the performance of US dollar 
denominated high grade and high yield preferred securities and deeply subordinated corporate debt issued in the US domestic market. Qualifying securities 
must be rated at least B3, based on an average of Moody’s, Standard & Poor’s and Fitch and have a country of risk of either the U.S. or a Western European 
country. The Fund is actively managed; therefore, its performance is not expected to mirror that of the Index, which has a more diversified portfolio and 
includes a substantially larger number of companies. Furthermore, the Index is calculated without the deduction of management fees, fund expenses and 
trading commissions, whereas the performance of the Fund is calculated after deducting such fees and expenses. The performance information shown is 
based on net asset value per CAD and USD unit and assumes that cash distributions made by the Fund during the periods shown were reinvested at net 
asset value per CAD and USD unit in additional units of the Fund. Past performance does not necessarily indicate how the Fund will perform in the future.

(2) BPRF inception date October 15, 2018.

(3) BPRF.U inception date August 8, 2019.

(4) Returns are for the periods ended June 30, 2026 and are unaudited. The table shows the Fund’s compound return for each period indicated compared with 
the Fund’s benchmark index (“ICE BofA Indices”). Effective December 1, 2022, the Ice BofA Indices is composed solely of the ICE BofA 8% Constrained Core 
West Preferred & Jr Subordinated Securities Index (“P8JC”), which took effect December 1, 2021. P8JC tracks the performance of US dollar denominated 
high grade and high yield preferred securities and deeply subordinated corporate debt issued in the US domestic market. Qualifying securities must be 
rated at least B3, based on an average of Moody’s, Standard & Poor’s and Fitch and have a country of risk of either the U.S. or a Western European country. 
For the period April 1, 2012 to November 30, 2021, the Fund used the benchmark ICE BofA 8% Constrained Non-DRD Eligible Core West Preferred & Jr 
Subordinated Securities Index (“P8JN”), while for the period since inception on December 15, 2004 to April 1, 2012, the Fund used a 50/50 split of the ICE 
BofA Hybrid Preferred Securities 8% Constrained Index (“P8HO”) and the ICE BofA US Capital Securities US Issuers 8% Constrained Index (“C8CT”). P8JN 
is a subset of P8JC that includes only non- DRD eligible preferred securities. P8HO includes taxable, fixed rate, US dollar denominated, investment grade 
preferred securities listed on a US exchange and are structured for retail investors, while C8CT includes investment grade, fixed rate or fixed to floating rate 
$1,000 par securities that are structured for the institutional investors and receive some degree of equity credit from the rating agencies or their regulators. 
ICE BofA Indices are not leveraged, whereas the Fund employs leverage. The Fund is actively managed; therefore, its performance is not expected to mirror 
that of the Ice BofA Indices which have more diversified portfolios and include a substantially larger number of companies. Furthermore the Ice BofA Indices 
performance is calculated without the deduction of management fees, fund expenses and trading commissions, whereas the performance of the Fund 
includes the impact of leverage and is calculated after deducting such fees and expenses. The performance information shown is based on net asset value 
per CAD and USD unit and assumes that cash distributions made by the Fund during the periods shown were reinvested at net asset value per CAD and USD 
unit in additional units of the Fund. Past performance does not necessarily indicate how the Fund will perform in the future.

(5) BEPR inception date December 15, 2004.

(6) BEPR.U inception date February 4, 2022.

The benchmarks from ICE Data Indices, LLC (“ICE Data”) are used with permission. ICE Data, its affiliates and their respective third-party suppliers disclaim 
any and all warranties and representations, expressed and/or implied, including any warranties of merchantability or fitness for a particular purpose or use, 
including the indices, index data and any data included in, related to, or derived therefrom. Neither ICE Data, its affiliates nor their respective third-party 
providers shall be subject to any damages or liability with respect to the adequacy, accuracy, timeliness or completeness of the indices or the index data or 
any component thereof, and the indices and index data and all components thereof are provided on an “as is” basis and your use is at your own risk. ICE Data, 
its affiliates and their respective third-party suppliers do not sponsor, endorse, or recommend the Funds.

This document is for information purposes only and does not constitute an offer to sell or a solicitation to buy the securities referred to herein. The opinions 
contained in this report are solely those of Flaherty & Crumrine Incorporated (“F&C”) and are subject to change without notice. F&C makes every effort to 
ensure that the information has been derived from sources believed to be reliable and accurate. However, F&C assumes no responsibility for any losses or 
damages, whether direct or indirect which arise from the use of this information. F&C is under no obligation to update the information contained herein. The 
information should not be regarded as a substitute for the exercise of your own judgment. Please read the prospectus before investing.

Commissions, trailing commissions, management fees and expenses all may be associated with exchange-traded fund investments. Please read the 
prospectus before investing. The indicated rates of return are the historical annual compounded total returns including changes in unit value and reinvestment 
of all distributions and do not take into account sales, redemption, distribution or optional charges or income taxes payable by any securityholder that would 
have reduced returns. Exchange traded funds are not guaranteed, their values change frequently and past performance may not be repeated.

Information contained in this document was published at a specific point in time. Upon publication, it is believed to be accurate and reliable, however, we 
cannot guarantee that it is complete or current at all times. Certain statements contained in this document constitute forward-looking information within the 
meaning of Canadian securities laws. Forward-looking information may relate to matters disclosed in this document and to other matters identified in public 
filings relating to the Funds, to the future outlook of the Funds and anticipated events or results and may include statements regarding the future financial 
performance of the Funds. In some cases, forward-looking information can be identified by terms such as “may”, “will”, “should”, “expect”, “plan”, “anticipate”, 
“believe”, “intend”, “estimate”, “predict”, “potential”, “continue” or other similar expressions concerning matters that are not historical facts. Actual results may 
vary from such forward-looking information. Investors should not place undue reliance on forward-looking statements. These forward- looking statements 
are made as of the date hereof and we assume no obligation to update or revise them to reflect new events or circumstances.
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