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MAN AGEMENT RE P ORT 
OF F UND PERFOR M ANCE
For the year ended August 31, 2012
INTRODUCTORY NOTE

The above list of important factors that may affect future results is not exhaustive. Please consider these
and other pertinent factors before making any investment decisions and do not place undue reliance on
forward-looking statements. All opinions contained
in forward-looking statements are subject to change
without notice.

This annual management report of fund performance
(“MRFP”) contains financial highlights but does not
contain the complete annual financial statements of
the investment fund. The annual financial statements
are included in the Fund’s 2012 Annual Report,
of which this MRFP forms a part. You can get a copy
of the annual financial statements at your request,
and at no cost, by calling 1-800-795-BEST (2378), MANAGEMENT DISCUSSION OF FUND PERFORMANCE
by writing to us at 15 Toronto Street, Suite 400,
Investment Objectives and Strategies
Toronto, Ontario, M5C 2E3, by visiting our website at
www.bestfunds.ca or on SEDAR at www.sedar.com. The Fund is registered as a labour sponsored
investment fund under the Community Small Business
Shareholders may also contact us using one of Investments Funds Act (Ontario). The Fund’s primary
these methods to request a copy of the Fund’s proxy objective is to generate interest and dividend income
voting policies and procedures and its proxy voting as well as long-term capital appreciation by investing
disclosure record.
in a diversified portfolio of small and medium-sized
private and public companies. The Fund invests in
convertible debentures and mezzanine debt as well
FORWARD LOOKING STATEMENTS
as equity securities such as common shares and
This report may contain forward-looking statements preferred shares of companies that, in the Fund’s
about the Fund, its future performance, strategies opinion, have the greatest potential to achieve the
or prospects, and possible future Fund actions. Fund’s objectives. The Fund intends to maintain a
The words “anticipate”, “could”, “should”, “may”, focus in both geographic and sector diversification
“expect”, “believe”, “plan”, “intends”, “estimate”, by investing across Canada in businesses that have
“forecast”, “objective”, “would”; and similar the ability to generate sustainable positive cash
expressions are intended to identify forward-looking flow and have attractive growth prospects, and by
statements.
considering investments in traditional industries
such as service, distribution and manufacturing as
Forward-looking statements involve inherent risks
well as in technology and special situations such
and uncertainties, both about the Fund and general
as turnarounds. The investment horizon for each
economic factors. It is not possible to guarantee
investment, from investment to exit, is expected to be
that future performance, predictions, forecasts,
five to seven years, subject to the characteristics of
projections or other forward looking statements will
each individual investment.
be achieved. Factors such as economic, political
and market factors in Canada, the United States All investments must meet the eligibility requirements
and internationally, interest and foreign exchange as defined in the Income Tax Act (Ontario) and the
rates, global equity markets, business competition, Income Tax Act (Canada) and as further described in
technological changes, changes in laws and the Fund’s prospectus.
regulations, judicial or regulatory judgments, legal
Risk
proceedings or catastrophic events could cause
actual events or results to differ materially from There is no change in the suitability for investment
those expressed or implied in any forward-looking from that stated in the Fund’s prospectus.
statement made by the Fund.
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General

Redemptions

The business of the Fund is making investments in
small to medium-sized eligible businesses, many of
which have limited operating history. These investments may require a number of years in order to
mature and generate the returns expected by the
Fund and investors. The Fund requires a greater
commitment to the initial analysis, post investment
monitoring and support relative to the amount of
capital invested, than the investments of other mutual
funds. The cost to determine the value of the Fund’s
investments for which no published market exists
is greater than the valuation costs for mutual funds
invested primarily in public companies and consequently the operating expenses of the Fund are
higher than those of other mutual funds. The Ontario
government will not offer any further provincial tax
credits to investors. This may impair the Fund’s
ability to raise capital to fulfill its investment
objectives and support the existing portfolio if the
Fund cannot continue to raise sufficient capital.

Many investors are now eligible to redeem their
shares of the Fund without having to repay the tax
credits which were offered upon the initial purchase.
An increase in the rate of redemption activity may
result in a tightening of the Fund’s cash resources
available to fund redemptions. The Fund may limit the
aggregate redemptions of Class A Shares in any year
to 20% of the Net Asset Value of the Fund as of the
last day of the preceding financial year. Accordingly
investors may not be able to redeem their Class A
Shares on demand. The Fund is entitled to suspend
the right of Class A Shareholders to redeem Class A
Shares and/or delay the date for payment of the
redemption amounts. The majority of the Fund’s
investments are in private companies which are
illiquid assets and as such, the Fund may not be able
to exit such investments on favourable terms to
satisfy redemption requests.

Valuation
The Fund estimates the fair value of its investments
for which there is no published market. The valuation
process is based on inherent uncertainties and the
resulting values may differ from values that would
have been used had a ready market existed for the
investments. To the extent that these valuations are
too high, a new shareholder investment will provide
a benefit to existing investors; similarly, to the extent
these valuations are too low, existing investors
will suffer a dilution in the value of their shares.
Venture capital investing carries the risk of having
illiquid investments in the portfolio along with the risk
of finding suitable investments meeting the Fund’s
investment criteria. The process of valuing venture
investments for which no published market exists is
subject to inherent uncertainties and the resulting
values may differ from values which would have been
used had a ready market existed for those investments. This is the valuation risk as described in the
Fund’s financial statements. Other risks associated
with the Fund are market risk, which includes currency risk, interest rate risk, liquidity risk, and credit risk.

Liquidity
The Issuer is primarily invested in a portfolio of private
small and medium sized businesses. Investments of
this kind, by their nature, involve a longer investment
time horizon than that of many other investments.
Management expects the economy and financial
markets will continue to provide challenges for
these small private companies and may result in
the Fund not being able to exit these investments
at valuations and over time horizons which would
normally be expected in better economic times.
Recent Developments
The Canadian Accounting Standards Board (the
“AcSB”), at its December 12, 2011 meeting, decided to extend the deferral of mandatory adoption of
International Financial Reporting Standards (“IFRS”)
for Investment Companies and Segregated Accounts
of Life Insurance Enterprises to January 1, 2014. The
decision is in response to the possibility that the
International Accounting Standards Board may not
complete its Investment Company project before
January 1, 2013. Since the Fund is an Investment
Company it will defer the preparation of the first
set of financial statements prepared in accordance
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with IFRS to the year ending August 31, 2015, with
corresponding comparative financial information for
fiscal 2014, including an opening statement of net
assets as at September 1, 2013.
The Canadian Securities Administrators (the “CSA”)
has issued CSA Staff Notice 52-320, which requires
the Manager to provide progress updates on the
changeover plan to the new reporting standards at
each interim and annual reporting period up until the
changeover date. The Fund has developed a changeover plan to meet the timeline published by the CICA.
The key elements of the plan include: identification
of the differences between the current accounting
policies of the Fund which reflect current GAAP, and
those expected to apply under IFRS, analyzing the
impact on business arrangements, including business
and reporting processes, disclosure of the qualitative
and quantitative impact, if any, in the management
report of fund performance for the Fund for fiscal year
ending August 31, 2014 and preparation of the
financial statements for the Fund for fiscal year
ending August 31, 2015 in accordance with IFRS.
The Manager anticipates there will be changes
to the financial statements but the impact, if any,
cannot be reasonably estimated at this time.
The Manager does anticipate an increase in
disclosure resulting from the adoption of IFRS and is
continuing to assess the level of disclosure required
and changes needed to gather and process the
required information. By August 31, 2013, the
Manager expects to be able to determine the impact
of IFRS on the overall financial statement presentation including note disclosure and to complete its assessment of and initiate any changes to its business
arrangements.

Related Party Transactions
The Manager and The Christian Labour Association
of Canada, The International Federation of Professional and Technical Engineers – Local 160 and The
International Federation of Professional and Technical
Engineers – Local 164 (the “Sponsors”) are deemed
to be related parties of the Fund. Please refer to the
section titled “Management Fees” which outlines the
fees paid to these related parties during the period.
John Richardson, the Chief Executive Officer of the
Fund, is a director, officer and indirectly controls the
Manager. As at August 31, 2012 John Richardson
owned 4.43% of the outstanding Class C Shares of
the Fund.
John Richardson is a director and officer of B.E.S.T.
Capital Administration Inc., which provides storage
and facilities to the Fund.
Results of Operations
Financial Results
The Fund reported an overall decrease in net assets
per Class A Share of $0.45 as the share price per
Class A Share decreased from $11.21 to $10.76 at
August 31, 2012. This represents a decrease of
approximately 4.01% for the year. This decrease is
due primarily to the increase in unrealized depreciation
on investments as the Fund recorded adjustments
to the carrying value of several of its venture
investments due to under performance with respect
to the expectations for these investments. The Fund
reported interest and other income for the year of
$1,327,594 compared to $1,483,324 during the prior
year. The decrease in interest income is due to the
lower average balance of interest yielding securities
held during the year compared to the prior year.
Total expenses before taxes decreased to $849,669
for the year ended August 31, 2012 compared to
$981,981 in the prior. This decrease in expenses
is mainly due to lower performance fees which
were $231,180 for the year ended August 31, 2012
compared to $396,389 for the same period last year.
Performance fees consist of fees that were paid or
payable in the amount of $259,404 less the reduction
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in contingent performance fees of $28,224. Performance fees paid or payable are those that resulted
from actual realized gains and income recognized
by the Fund during the year. Contigent Performance Fees are based on unrealized gains or
gains and income on investments for which the
original investment has not been fully recouped
as at the end of the year. Excluding performance
fees, total expenses were $618,489 for the year
ended August 31, 2012 compared to total expenses
before performance fees of $585,592 in the prior year.
Transfer Agent, Registrar and Administration Fees
increased during the year as a result of storage and
facilities expenses which have been charged to the
Fund beginning in February 2011. Legal expenses
increased over the year due to higher cost for the
annual filing requirements as well as higher compliance
costs. These expenses were offset somewhat by
lower audit expenses and lower directors’ expenses.
Management fees, Advisory fees and Sponsor fees
were lower due to the lower average Net Asset Value
of the for the year. Income tax expenses decreased
to $218,797 from $314,800 reported in the prior year.
Interest income earned by the Fund is fully taxable at
the rate of almost 40%.
The Fund reported net realized gains of $69,318
resulting mainly from the sale of two investments, AIM
Health Group Limited and Vision Max Corporation.
The Fund’s investment in AIM Health Group Limited
was sold as part of the acquisition by Imperial Capital
Group Ltd. and the Fund realized a slight gain on
common share purchase warrants when its investment
in Vision Max Corporation was repaid in full.
The Fund reported sales, net of commissions, of Class
A Shares of $53,188 and redemptions of Class A
Shares of $1,296,030. During the prior year ending
August 31, 2011, the Fund reported sales, net of commissions, of $87,364 and redemptions of Class A
Shares of $81,104. Sales of the Fund’s Class A Shares
have been negatively impacted by the Ontario government’s decision to phase out the Ontario Tax Credit
which was previously offered on the sale of Class A
Shares. The labour-sponsored fund industry in general
has experienced lower sales and higher redemptions
during the most recent taxation year.

The Fund has also experienced higher redemptions as
the number of shares available for redemption free of
the clawback of the federal and provincial tax credit
has increased. During the year, the Fund also reported
redemptions of Class C Shares in the amount of
$36,829 compared to redemptions of Class C Shares
in the prior year of $64,323.
During the year ended August 31, 2012, the Fund made
new and follow-on investments in venture companies
totaling $1,988,464. The new and follow-on investments included: Sand Technology Inc. for $450,000,
Kneebone Corp. for $74,119, Questrade Inc. for
$500,000, X20 Media Inc. for $233,333, Echoworx
Corporation for $700,000 and ERMS Corporation for
$31,012. Sand Technology matured during the year
and the Fund was repaid $450,000.
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FINANCIAL HIGHLIGHTS
The following tables show selected key financial information about the Fund and are intended to help you
understand the Fund’s financial performance for the past five years. This information is derived from the Fund’s
audited annual financial statements.
The Fund’s Net Assets per Class A Share (1)

Net Assets, beginning of the year

2012

2011

2010

2009

2008

$ 11.21

$ 10.64

$ 10.43

$ 10.57

$ 10.58

$

$

Increase (decrease) from operations:					
Total revenues

$

0.93

$

0.94

Total expenses

$ (1.44)

$ (1.63)

$ (1.10)

$ (0.96)

$

(0.96)

Realized gains (losses) for the year

$

$ (0.99)

$ (0.08)

$

0.27

$

(0.02)

$

1.33

$ (0.02)

$ (0.36)

$

0.12

Unrealized gains (losses) for the year
Total increase (decrease) from operations

1.79
0.09

$ (0.89)

$

1.87

1.42

$ (0.45)

$

0.58

$

0.23

$ (0.12)

$

0.08

Total Distributions

$

$

0

$

0

$

$

0

Net Assets, end of the year

$ 10.76

(2)

0

$ 11.21

$ 10.64

0

$ 10.43

$ 10.57
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The Fund’s Net Assets per Class C Share (1)

Net Assets, beginning of the year

2012

2011

2010

2009

2008

$ 11.21

$ 10.64

$ 10.43

$ 10.57

$ 10.58

$

$

Increase (decrease) from operations:					
Total revenues

$

0.93

$

0.94

Total expenses

$ (1.44)

$ (1.64)

$ (1.11)

$ (0.97)

$

(1.07)

Realized gains (losses) for the year

$

$ (0.99)

$ (0.08)

$

0.27

$

(0.02)

$

1.33

$ (0.02)

$ (0.36)

$

0.12

Unrealized gains (losses) for the year
Total increase (decrease) from operations

1.79
0.09

$ (0.89)

$

1.87

1.42

$ (0.45)

$

0.57

$

0.21

$ (0.13)

$

(0.03)

Total Distributions

$

$

0

$

0

$

$

0

Net Assets, end of the year

$ 10.76

(2)

0

$ 11.21

$ 10.64

0

$ 10.43

$ 10.57

Notes:
(1) The information is provided as at and the years ended August 31 for the years shown.
(2) Net assets and distributions are based on the actual number of shares outstanding at the relevant time. The increase (decrease) from operations is based on
the weighted average number of shares outstanding over the financial year. As a result, the table is not intended to and will not necessarily reconcile opening
and closing net assets.

year ended August 31, 2012

FINANCIAL HIGHLIGHTS (Cont’d.)
Ratios and Supplemental Data
Class A Shares

Total net asset value

(1)

Number of shares outstanding
Management expense ratio

(1)

(2)

Management expense ratio before waivers
Management expense ratio before performance fee
Trading expense ratio
Portfolio turnover

(3)

(4)

Net asset value per share

2012

2011

2010

2009

2008

$3,310,170

$4,722,736

$4,473,654

$4,330,555

$4,297,724

307,710

421,443

420,409

415,193

406,429

10.55%

11.24%

9.67%

8.54%

9.21%

10.55%

11.24%

9.67%

8.54%

9.21%

7.70%

6.73%

6.01%

6.66%

5.91%

0%

0%

0%

0%

0%

33.79%

62.40%

108.31%

21.07%

58.96%

$10.76

$11.21

$10.64

$10.43

$10.57

Class C Shares
2012		2011		2010		2009		2008
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Total net asset value

(1)

$3,919,801

$4,122,243

$3,975,784

$3,965,728

$4,161,980

364,381

367,857

373,622

380,215

393,592

Management expense ratio (2)

10.46%

11.20%

9.82%

8.68%

9.96%

Management expense ratio before waivers

10.46%

11.20%

9.82%

8.68%

9.96%

7.62%

6.69%

6.16%

6.80%

6.67%

Number of shares outstanding

(1)

Management expense ratio before performance fee

0%

0%

0%

0%

0%

Portfolio turnover (4)

33.79%

62.40%

108.31%

21.07%

58.96%

Net asset value per share

$10.76

$11.21

$10.64

$10.43

$10.57

Trading expense ratio

(3)

Notes:
(1) This information is provided as at and for the years ended August 31 for the years shown.
(2) Management expense ratio is based on total expenses (excluding commissions and other portfolio transaction costs) for the stated year and is expressed as
an annualized percentage of daily average net asset value during the year.
(3) The trading expense ratio represents total commissions and other portfolio transaction costs expressed as a percentage of daily average net asset value
during the year.
(4) The Fund’s portfolio turnover rate indicates how actively the Fund’s portfolio adviser manages its portfolio investments. A portfolio turnover rate of 100% is
equivalent to the Fund buying and selling all of the securities in its portfolio once in the course of the year. The higher a fund’s portfolio turnover rate in a year
the greater the trading costs payable by the Fund, and the greater the chance of an investor receiving taxable capital gains in the year. There is not necessarily
a relationship between a high turnover rate and the performance of a fund.
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FINANCIAL HIGHLIGHTS (Cont’d.)
Management Fees
Management Fee
The Fund pays the Manager an annual fee for its
performance of administrative services of 1.50% of
the aggregate net asset value per share attributable
to the Class A Shares on the first $100 million of the
aggregate net asset value per share attributable to the
Class A Shares and 1.25% of the aggregate net
asset value per share attributable to the Class A Shares
in excess of $100 million. The fee is calculated and
paid monthly in arrears. The Manager is also entitled
to be reimbursed for certain costs and expenses
incurred on behalf of the Fund.
Advisor Fee
The Fund pays the Advisor an annual fee for the
performance of investment advisory services of 2%
of the aggregate of the net asset value per share
attributable to the Class A Shares on the first $100
million of the aggregate net asset value per share
attributable to the Class A Shares and 1.75% of the
aggregate net asset value per share attributable to the
Class A Shares in excess of $100 million. The fee is
calculated and paid monthly in arrears. The Advisor is
also entitled to be reimbursed for certain reasonable
costs and expenses.

accrue a contingent performance fee. The contingent
performance fee is an estimate of the performance
fee that would have been payable to the Manager and
the Advisor had the Fund’s entire venture portfolio
been disposed of and all conditions of payment met
on August 31, 2012.
PAST PERFORMANCE
General
The performance information shown does not take
into account sales, redemptions, income taxes or
other charges that would have reduced returns or
performance. Mutual funds are not guaranteed, their
values change frequently and past performance is not
indicative of future performance.
Year by Year Return
The following chart shows the Fund’s performance
for each year shown and illustrates how the Fund’s
performance has changed from year to year. The bar
chart indicates, in percentage terms, how much an
investment in the Fund made on the first day of the
financial year would have grown or decreased by the
last day of each financial year.

Sponsorship Fee

15.00%

The Fund is sponsored jointly by the Christian Labour
Association of Canada (“CLAC”), The International
Federation of Professional and Technical Engineers
– Local 160 and The International Federation of
Professional and Technical Engineers – Local 164.
CLAC holds all the Class B Shares of the Fund. The
Fund pays to each Sponsor an annual fee equal to
0.07% of the aggregate net asset value per share
attributable to the Class A Shares of the Fund.

10.00%

11.88 11.88

5.36 5.36

4.03 4.03

5.00%

2.01 2.01

0.00%
-0.09 -0.09

-5.00%

-2.30 -2.30

-1.32 -1.32
-4.01 -4.01

-6.96 -6.96

-10.00%
2004

2005

2006

2007

2008

2009

Performance Fee
The Manager and the Advisor are also entitled to
a performance fee based on the gains and income
earned from each eligible investment. The method of
calculating the performance fee is fully described in
the prospectus. At the end of the period the Fund may

Class A		

Class C

Past Performance Year-by-Year Returns

2010

2011

2012
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year ended August 31, 2012

Annual Compound Return

Debenture, 11.00%

October 21, 2013

Common Share Purchase Warrant

October 12, 2014

Common Share Purchase Warrant

October 12, 2014

Common Share Purchase Warrant
		
Thomson Reuters
Common Share Purchase Warrant
		
Retail Venture
Common Share Purchase Warrant
Fund Capital Peer Index
Annual Compound Return
Common Shares
(4.01%)
(8.06%)
For the year ended

September 29, 2015

Class A Shares and Class C Shares

December 31, 2015
August 6, 2017

Questrade Inc.

August 31, 2012
For the three years ended
August 31, 2012

1.05%

For the five years
ended August 31, 2012

0.34%

(8.07%)

From inception
December 23, 2003
to August 31, 2012

0.84%

(5.26%)

(6.16%)

Debenture, 16.00%

August 31, 2014

Common Share Purchase Warrant

August 31, 2014

Technology (81.75% of total venture investments)
Axentra Corporation
Promissory Note, 18.00%

March 8, 2013

Common Shares
Cognivue Corporation

08

The Thomson Reuters Retail Venture Capital Fund
Peer Index is an equally weighted average of mutual
funds within the Retail Venture Capital Investment
Fund asset class.

Common Share Purchase Warrant

October 6, 2012
December 21, 2014

Echoworx Corporation
Promissory Notes, 13.50%

December 31, 2012

Geminare Inc.

SUMMARY OF INVESTMENT PORTFOLIO
Summary of Portfolio Companies
Description

Promissory Note, 16.00%

Maturity

Promissory Note, 19.00%

November 8, 2012

Promissory Note, 15.00%

December 22, 2012

Common Shares
Common Share Purchase Warrant

Cash (9.70%*)

December 22, 2012

Health Care Services International

Short-Term Investments: (24.87%*)
Bank of Nova Scotia Discount Note, 1.08% September 10, 2012

Promissory Note, 17.00%

February 28, 2013

Public Company Investments (2.81%*)

Common Share Purchase Warrants

February 28, 2013

Kneebone Corporation

BSM Technologies Inc.

Promissory Note, 18.00%

Common Shares
Sand Technology Inc.
Common Share Purchase Warrant

September 7, 2014

April 29, 2013

Common Share Purchase Warrant

October 29, 2013

Common Share Purchase Warrant

April 29, 2013

N-Dimension Solutions Inc.

Venture Investments: (69.77%*)
Industrial and Financial (18.25% of total venture investments)

Promissory Notes, 19.00%

September 30, 2012

ERMS Corporation

Promissory Notes, 19.00%

September 30, 2012

Debenture, 11.00%

October 21, 2013

Class A Common Shares

Debenture, 11.00%

October 21, 2013

Class A Common Share Purchase Warrant September 30, 2012
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Investments by Security Type

Optessa Inc.
Debenture, 20.00%

July 27, 2012

Debenture, 20.00%

July 27, 2012

Class B Preferred Share Purchase Warrant November 20, 2012
Utilitran Inc.
Demand Note, 10.00%

November 11, 2011

Promissory Notes, 0.00%

November 11, 2011

The graph below shows the proportion of the Fund’s
investment portfolio by security type based on their fair
value. Interest revenue is normally generated from debt
securities only.
Promissory Note 52%

Warrants 0%

Common Shares

Common Shares 5%

X20 Media Inc.
Promissory Note, 16.50%

February 18, 2013

Promissory Note, 17.00%

April 20, 2014

Short Term Notes 25%

Class B Common Shares
XPI Holdings Inc.
Class A Common Shares Purchase Warrant

April 29, 2014

Preferred Share Purchase Warrant

April 29, 2014

Debentures 18%

Investments by Security Type

* Percentages of total net assets.
This summary of the portfolio investments of the Fund
will change due to on-going transactions in the Fund.
The summary will be updated on a semi-annual basis.

Investments by Date of Maturity
The graph below shows the proportion of the Funds
investment portfolio plus the cash held by the Fund
classified based on the date that the security is expected
to mature. The graph shows the relative liquidity of the
Fund’s portfolio.

Cash 9%
Non-interest bearing 5%
Maturing in 1 to 4 years 15%

Maturing in less
than 1 year 71%

Investments by Date of Maturity
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Top 25 Portfolio Investments (107.15% of Total Net Assets)
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Investee Company

Asset Class

Description

Bank of Nova Scotia

Short Term Investment

Discounted Note, 1.08%

Cognivue Corporation

Technology

Promissory Note, 16.00%

Maturity Date
September 10, 2012
October 6, 2012

Cash

Cash		

Echoworx Corporation

Technology

Promissory Note, 13.50%

Questrade Inc.

Industrial and Financial

Debenture, 16.00%

August 31, 2014

ERMS Corporation

Industrial and Financial

Debenture, 11.00%

October 21, 2013

Geminare Inc.

Technology

Promissory Note, 19.00%

November 8, 2012

Optessa Inc.

Technology

Promissory Note, 20.00%

July 27, 2012

Health Care Services International

Technology

Promissory Note, 17.00%

February 28, 2013

N-Dimension Solutions Inc.

Technology

Promissory Note, 19.00%

September 30, 2012

X20 Media Inc.

Technology

Promissory Note, 16.50%

February 18, 2013

Geminare Inc.

Technology

Promissory Note, 15.00%

December 22, 2012

Axentra Corporation

Technology

Promissory Note, 18.00%

March 08, 2013

X20 Media Inc.

Technology

Promissory Note, 17.00%

April 20, 2014

December 31, 2012

BSM Technologies Inc.

Public Company

Common Shares

X20 Media Inc.

Technology

Common Shares

Kneebone Corporation

Technology

Promissory Note, 18.00%

N-Dimension Solutions Inc.

Technology

Common Shares

N-Dimension Solutions Inc.

Technology

Common Share Purchase Warrant

Geminare Inc.

Technology

Common Shares

XPI Holdings Inc.

Technology

CL A Common Share Purchase Warrant

April 29, 2014

XPI Holdings Inc.

Technology

Preferred Share Purchase Warrant

April 29, 2014
September 7, 2014

Sand Technology Inc.

Technology

Common Share Purchase Warrant

Axentra Corporation

Technology

Common Shares

Cognivue Corporation

Technology

Common Share Purchase Warrant

April 29, 2013
September 30, 2012

December 21, 2014

Other Information
The Fund is required to produce a full long form prospectus on an annual basis. The prospectus contains full
disclosure of the Fund’s securities, objectives and strategies, tax credits, valuation policies, a description of
venture investments and risk factors among other detailed disclosure. The prospectus should be considered the
main source of disclosure for the Fund.
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FINANCIAL STATEMENTS
MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL REPORTING
The accompanying financial statements of B.E.S.T. Total
Return Fund Inc. and other financial information contained
in the annual report are the responsibility of management.
The financial statements have been prepared by management
in accordance with Canadian generally accepted accounting
principles using management’s best estimates and judgments,
where appropriate.
Management has established a system of internal accounting
and administrative controls to provide reasonable assurance
that assets are safeguarded from loss or unauthorized use and
financial records are properly maintained for the preparation of
reliable financial statements.
The Board of Directors discharges its responsibility for the
financial statements directly and through its Audit Committee.
The Board of Directors has the responsibility for determining
the value of the Fund’s investments and the net asset value of
the Fund on a consistent basis. The Board of Directors obtains,
from its auditors, a report on the reasonableness of the valuation
of the Fund’s investments. The Audit Committee meets with
management and with the external auditors to discuss the
results of the audit examination with respect to the adequacy
of internal accounting controls and to review the financial
statements of the Fund. The external auditors have unrestricted
access to the Audit Committee. The Audit Committee also
considers, for review by the Board of Directors and approval
by the shareholders, the engagement or re-appointment of the
external auditors.
The accompanying financial statements have been approved
by the Board of Directors and have been audited by
PricewaterhouseCoopers LLP, Chartered Accountants, in
accordance with Canadian generally accepted auditing
standards, on behalf of the shareholders. The auditors’ report
outlines the scope of their audit and their opinion on the financial
statements.

John M.A. Richardson
Chief Executive Officer

Thomas W.R. Lunan
Chief Financial Officer

A UDITOR’S REPORT
Independent Auditor’s Report
To the Shareholders of
B.E.S.T. Total Return Fund Inc. (the Fund)
We have audited the accompanying financial statements of the Fund, which comprise the statement of
investment portfolio as at August 31, 2012, the statements of net assets as at August 31, 2012 and 2011 and
the statements of operations, cash flows and changes in net assets for the years then ended, and the related
notes, which comprise a summary of significant accounting policies and other explanatory information.
Management’s responsibility for the financial statements
Management is responsible for the preparation and fair presentation of the financial statements in accordance
with Canadian generally accepted accounting principles, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.
Auditor’s responsibility
Our responsibility is to express an opinion on the financial statements based on our audits. We conducted
our audits in accordance with Canadian generally accepted auditing standards. Those standards require that
we comply with ethical requirements and plan and perform an audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a
basis for our audit opinion..
Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of the
Fund as at August 31, 2012 and 2011 and the results of its operations, its cash flows and the changes in its
net assets for the years then ended in accordance with Canadian generally accepted accounting principles.

Chartered Accountants, Licensed Public Accountants
Toronto, Ontario
November 16, 2012
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STATEMENTS OF
NET ASSETS
As at August 31, 2012 and 2011
2012

2011

$ 7,045,780

$ 9,276,087

Cash

701,623

298,117

Accrued interest and other receivables

333,660

277,921

37,451

98,841

-

94

8,118,514

9,951,060

Accounts payable and accrued liabilities

143,614

123,149

Deferred income on venture investments

94,811

250,737

Income taxes payable

110,250

271,984

Performance fees payable (note 5)

113,087

5,206

Contingent performance fees (note 5)

426,771

454,995

888,533

1,106,071

7,229,981

8,844,989

3,310,170

4,722,736

ASSETS
Investments - at fair value (cost: 2012 - $8,092,008; 2011 - $9,658,532)

Future income taxes (note 6)
Subscriptions receivable
LIABILITIES

NET ASSETS REPRESENTING SHAREHOLDERS’ EQUITY
Net assets per class

14

Class A shares
Class B shares

10

10

Class C shares

3,919,801

4,122,243

7,229,981

8,844,989

Class A shares

307,710

421,443

Class B shares

1

1

Class C shares

364,381

367,857

Class A shares

10.76

11.21

Class B shares

10.00

10.00

Class C shares

10.76

11.21

Number of shares outstanding (note 3)

Net assets per share

Approved by the Board of Directors

David A. Copeland

George R. Paterson

Director

Director

The accompanying notes are an integral part of these financial statements.

STATEME NTS OF
OPERATIONS
For the years ended August 31, 2012 and 2011
2012

2011

$ 1,327,594

$ 1,483,324

Performance fees (note 5) 		

231,180

396,389

Audit fees 		

133,456

158,519

Transfer agent, registrar and administrative fees		

103,537

59,898

Advisory fees (note 5) 		

93,040

105,833

Directors’ fees and expenses 		

83,478

90,716

Management fees (note 5) 		

69,781

79,375

Legal fees 		

66,663

24,350

Selling costs 		

26,262

26,564

Shareholders’ reporting costs 		

13,667

13,775

Independent Review Committee expenses 		

12,653

9,832

Sponsor fees (note 5) 		

8,645

9,834

Custodian fees 		

7,307

6,896

849,669

981,981

Net investment income for the year		
477,925

501,343

Current income tax expense (note 6) 		

157,407

300,000

Future income tax expense (recovery) (note 6) 		

61,390

14,800

259,128

186,543

Realized gain (loss) on sale of investments 		

69,318

(784,156)

Change in unrealized (depreciation) appreciation on investments 		

(663,783)

1,051,217

Net realized and unrealized (loss) gain on investments 		

(594,465)

267,061

(Decrease) increase in net assets from operations 		

(335,337)

453,604

Class A shares 		

(169,724)

242,822

Class C shares 		

(165,613)

210,782

INCOME
Interest and other income 		
EXPENSES

Net investment income for the year after taxes 		
Realized gain (loss) and unrealized (depreciation) appreciation on investments

(Decrease) increase in net assets from operations

		
(335,337)
453,604
(Decrease) increase in net assets from operations per share (Note 4)
Class A share 		

(0.45)

0.58

Class C share 		

(0.45)

0.57

The accompanying notes are an integral part of these financial statements.
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STATEMENTS OF
CHANGES IN NET ASSETS
For the years ended August 31, 2012 and 2011
2012

2011

Class A shares 		

$ 4,722,736

$ 4,473,654

Class B shares 		

10

10

Class C shares 		

4,122,243

3,975,784

Net assets - Beginning of year

		
8,844,989
8,449,448
(Decrease) increase in net assets from operations
Class A shares 		

(169,724)

242,822

Class C shares 		

(165,613)

210,782

		
(335,337)
453,604
Capital transactions
Proceeds from issue
Class A shares 		

56,583

92,938

Commissions paid to agents on distribution of Class A shares 		

(3,395)

(5,574)

Class A shares 		

(1,296,030)

(81,104)

Class C shares 		

(36,829)

(64,323)

Payments on redemption
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(1,279,671)
(58,063)
(Decrease) increase in net assets
Class A shares 		

(1,412,566)

249,082

Class C shares 		

(202,442)

146,459

		

(1,615,008)

395,541

3,310,170

4,722,736

Net assets - End of year
Class A shares 		
Class B shares 		

10

10

Class C shares 		

3,919,801

4,122,243

		

$ 7,229,981

$ 8,844,989

The accompanying notes are an integral part of these financial statements.

STATEME NTS OF
CASH FLOWS
For the years ended August 31, 2012 and 2011
2012

2011

Cash provided by (used in)
Operating activities
(Decrease) increase in net assets from operations 		

$ (335,337)

$ 453,604

Change in unrealized depreciation (appreciation) on investments 		

663,783

(1,051,217)

Realized (gain) loss on sale of investments 		

(69,318)

784,156

Net change in non-cash balances related to operations 		

(211,793)

425,199

Non-cash interest income 		

(31,012)

(29,232)

Proceeds from maturities of short-term investments 		

12,589,489

14,943,585

Proceeds from disposal of public company investments 		

66,667

-

Proceeds from venture investments 		

4,756,523

2,596,713

Purchase of short-term investments 		

(13,788,373)

(13,244,669)

Purchase of venture investments 		

(1,957,452)

(4,691,157)

		

1,683,177

186,982

Proceeds from issue of Class A shares 		

56,583

92,938

Amounts paid for Class A shares redeemed 		

(1,296,030)

(81,104)

Amounts paid for Class C shares redeemed 		

(36,829)

(64,323)

Commissions paid to agents on distribution of Class A shares 		

(3,395)

(5,574)

Financing activities

		
(1,279,671)
(58,063)
(Decrease) increase in cash during the year 		

403,506

Cash - Beginning of year 		
298,117
Cash - End of year 		
$ 701,623

128,919
169,198
$ 298,117

Supplemental Information
Interest Paid 		

-

-

Income Taxes Paid 		

319,141

181,566

The accompanying notes are an integral part of these financial statements.
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STATEMENT OF
INVESTMENT PORTFOLIO
As at August 31, 2012
Par value/
number
of shares

Issuer

Maturity date

Cost

Fair value

September 10, 2012

1,798,344

1,798,344

		
SHORT-TERM INVESTMENTS (24.87%)*
		

Commercial paper

1,800,000

Bank of Nova Scotia Discout Note 1.08%

		
Total short-term investments 		
$ 1,798,344 $ 1,798,344
		
PUBLIC COMPANY INVESTMENTS (2.81%)*
		
BSM Technologies Inc.
312,650
Common Shares 		
		
Sand Technology Inc.
225,000
Common Shares Purchase Warrant
		

171,957

203,223

September 7, 2014

-

-

Total public company investments 		

$ 171,957

$ 203,223

Cost

Fair value

Par value/		
number			
of shares		
Investee companies

Maturity date/
expiration date

		
VENTURE INVESTMENTS (69.77%)*
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Industrial and financial (18.25% of total venture investments)

		
ERMS Corporation
326,720
Debenture 11.00%
540,244
Debenture 11.00%
49,024
Debenture 11.00%
15,100
Common Share Purchase Warrant
22,651
Common Share Purchase Warrant
22,729
Common Share Purchase Warrant
1,800
Common Share Purchase Warrant
6,267
Common Share Purchase Warrant
112,510
Common Shares
		
Questrade Inc.
500,000
Debenture, 16.00%
1
Common Share Purchase Warrant
		

October 21, 2013
October 21, 2013
October 21, 2013
October 12, 2014
October 12, 2014
September 29, 2015
December 31, 2015
August 6, 2017

326,720
540,244
49,024
-

August 31, 2014
August 31, 2014

500,000
-

Total industrial and financial 		 $ 1,415,988

The accompanying notes are an integral part of these financial statements.

$ 920,679

STATEMENT OF INVESTMENT PORTFOLIO ( Cont’d.)

Par value/		
number		
of shares		
Investee companies

Maturity date/
expiration date

Cost

		
Axentra Corporation
243,714
Promissory Notes, 18.00%
March 8, 2013
1,921,388
Common Shares		

$ 243,713
-

Fair value

		
Technology (81.75% of total venture investments)

		
Cognivue Corporation
890,000
Promissory Notes, 16.00%
40,501
Common Share Purchase Warrant

October 6, 2012
December 21, 2014

890,000
-

		
Echoworx Corp.
700,000
Promissory Notes, 13.50%

December 31, 2012

700,000

November 8, 2012
December 22, 2012
December 22, 2012

351,707
250,000
-

		
Health Care Services International
330,000
Promissory Notes, 17.00%
4,125
Common Share Purchase Warrant

February 28, 2013
February 28, 2013

330,000
-

		
Kneebone Corporation
251,999
Promissory Notes, 18.00%
159,494
Common Share Purchase Warrant
13,725
Common Share Purchase Warrant

April 29, 2013
October 29, 2013
April 29, 2013

251,999
-

		
N-Dimension Solutions Inc.
130,848
Promissory Notes, 19.00%
September 30, 2012
167,000
Promissory Notes, 19.00%
September 30, 2012
45,104
Class A Common Share 		
21,480
Class A Common Share Purchase Warrant
September 30, 2012

130,848
167,000
-

		
Optessa Inc.
410,000
Debenture, 20.00%
35,363
Debenture, 20.00%
134,659
Class B Preferred Share Purchase Warrant

410,000
35,363
-

		
Geminare Inc.
351,707
Promissory Notes, 19.00%
250,000
Promissory Notes, 15.00%
225,225
Common Share Purchase Warrant
75,313
Common Shares

The accompanying notes are an integral part of these financial statements.

July 27, 2012
July 27, 2012
November 20, 2012
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As at August 31, 2012

Par value/		
number		
of shares
Investee companies

STATEMENT OF INVESTMENT PORTFOLIO ( Cont’d.)

Maturity date/
expiration date

Cost

400,000
31,756
400,000

Utilitran Inc.
Demand Note, 10.00%
Promissory Note, 0.00%
Common Shares

November 11, 2011
November 11, 2011

$ 400,000
31,756
-

		
280,000
233,333
83,244

X20 Media Inc.
Promissory Note, 16.50%
Promissory Note, 17.00%
Class B Common Shares

February 18, 2013
April 20, 2014

280,000
233,333
-

April 29, 2014
April 29, 2014

-

		
XPI Holdings Inc.
3,420
Class A Common Share Purchase Warrant
5.6
Preferred Share Purchase Warrant

Fair value

		
Total technology 		
$ 4,705,719 $ 4,123,534
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Total venture investments 		 $ 6,121,707 $ 5,044,213

		

Total investments (97.45%)* 		 $ 8,092,008 $ 7,045,780

		

Other net assets less liabilities (2.55%)* 			 $ 184,201

		

Total net assets (100.00%)* 			 $ 7,229,981

* Percentages shown relate to investments at fair value to total net assets.

The accompanying notes are an integral part of these financial statements.

NOTES TO
FINANCIAL STATE M ENTS
As at August 31, 2012 and 2011
1. FUND STATUS AND OPERATIONS
B.E.S.T. Total Return Fund Inc. (the “Fund”) was
incorporated under the laws of Canada by articles
of incorporation dated October 31, 2003. The Fund
is registered as a Labour Sponsored Venture Capital
Corporation under the Income Tax Act (Canada) and
as a Labour Sponsored Investment Fund Corporation
under the Community Small Business Investment
Funds Act (Ontario) (the “CSBIF Act”), as amended.
The Fund makes investments in eligible Canadian
businesses as defined in the Income Tax Act (Canada)
and the CSBIF Act.
The Fund is sponsored jointly by the Christian Labour
Association of Canada (“CLAC”), the Society of
Energy Professionals and the International Federation
of Professional and Technical Engineers - Local 164
(the “Sponsors”). CLAC holds the one issued and
outstanding Class B share.
The Ontario Government announced on August
29, 2005 that it would end its involvement in the
Labour Sponsored Investment Fund (“LSIF”) tax
credit program and phase out the 15% tax credit by
the end of the 2010 taxation year. On December 13,
2007, the Ontario government introduced proposed
amendments to the Ontario Act which extend phaseout of the Ontario tax credit to the end of the 2011
taxation year.

Publicly traded equity and fixed term investments are
valued based on closing bid prices. The difference
between the fair values and average cost of the
investments is recorded as unrealized appreciation
(depreciation) of investments.
Purchases and sales of marketable securities are
recorded on a trade date basis.
Venture investments
Venture investments having quoted market values
and being publicly traded on a recognized stock
exchange, and not otherwise restricted, are recorded
at values based on the closing bid price.
Investments in securities not having a quoted market
value or in restricted securities are recorded at their
estimated fair value determined on a going concern
basis, or if appropriate, assuming an orderly disposition
over a reasonable period of time. Fair value is defined
as the amount of the consideration that would be
agreed upon in an arm’s length transaction between
knowledgeable, willing parties who are under no
compulsion to act. Fair value is determined using the
appropriate valuation methodology after considering
the history and nature of the business, capital market
and transaction market conditions, independent
valuations of businesses, contractual rights relating
to the investment, public market comparable
transactions and other pertinent considerations.

Valuation Policies

The process of valuing venture investments is
inevitably based on inherent uncertainties and the
resulting values will differ, perhaps materially, from
the amounts ultimately realized. Also, because these
venture investments have been valued on a going
concern basis, the values may differ materially from
those realized on forced sale or liquidation.

Marketable Securities

Performance fee

Short-term investments, which have a term to maturity
of less than one year, are valued at amortized cost,
which approximates fair value.

As described in Note 5, a performance fee becomes
payable to B.E.S.T. Investment Counsel Limited
(the “Manager” and “Investment Advisor”) upon
realization of gains on venture investments beyond
a cumulative threshold. Any amount payable at the
financial statement date is recorded as a liability
and expense of the Fund in the year. The Fund also

2. ACCOUNTING POLICIES
These financial statements have been prepared by
management in accordance with Canadian generally
accepted accounting principles (“GAAP”).
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As at August 31, 2012 AND 2011

recognizes a contingent performance fee payable that
might become payable at a future date on the realized
income and gains and unrealized appreciation in the
investment portfolio, based on the assumption that
all the investments are liquidated at the estimated
fair value as at the date of the financial statements.
Management estimates
The preparation of the financial statements in
accordance with GAAP requires management to
make estimates and assumptions that affect the
amounts reported in the financial statements and
accompanying notes. Significant estimates include
the value of venture investments and the valuation of
future income tax assets. While management believes
that the estimates used in preparing its financial
statements are reasonable and prudent, actual results
could differ from these estimates.

Increase (decrease) in net assets from operations
per share
Increase (decrease) in net assets from operations per
share is disclosed in the Statements of Operations and
is determined by dividing the increase or decrease in
net assets from operations by the weighted average
number of shares of the class outstanding during
the year.
Transaction costs
Transaction costs, if incurred, are expensed in the
Statements of Operations. Transaction costs are
incremental costs that are directly attributable to
the acquisition, issue or disposal of an investment,
which include fees and commissions paid to agents,
advisors, brokers and dealers, levies by regulatory
agencies and securities exchanges, and transfer
taxes and duties.

Income recognition
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Interest and other income are recorded on an accrual

3. SHARE CAPITAL

basis.

The following is a description of the authorized and
issued share capital of the Fund:

Deferred income on venture investments
Fees received by the Fund on the initiation of venture
investments are deferred and amortized over the
term of the investment. The amortization of deferred
balance is included in interest and other income.

Authorized

Future income taxes

Unlimited Class B shares, issuable only to an eligible
labour body, as defined in the Income Tax Act
(Canada), and an employee organization, as defined
in the CSBIF Act that represents employees in more
than one province, voting, restrictions on transfer,
entitled to elect seven directors.

The Fund accounts for income taxes using the liability method, whereby future tax assets and liabilities
are determined based on differences between the
financial reporting tax bases of assets and liabilities and measured using the substantively enacted
income tax rates and laws that are expected to
be in effect when the differences are expected
to reverse. The income tax expense for the year is the
tax payable for the year and any change during the
year in the future tax assets and liabilities. A valuation
allowance is provided to the extent that it is more likely
than not that the future tax assets will not be realized.

Unlimited Class A shares, issuable in series,
discretionary dividend entitlement, voting, restrictions
on redemption, entitled to elect two directors.

Unlimited Class C shares, issuable only to Roynat
Capital Inc. or its affiliates, discretionary dividend
entitlement, restricted redemption rights, non-voting.
Redemption of Class A shares
A shareholder may redeem all or part of the Class A
shares held at the net asset value per share subject to
certain restrictions. In any fiscal year, the Fund is not
required to redeem Class A shares having an aggregate
redemption price exceeding 20% of the net asset value
of the Fund as at the last day of the preceding fiscal

NOTES TO FINANCIAL STATEMENTS ( Cont’d.)

year. If the Fund does not redeem Class A shares in
the fiscal year requested, it will redeem those shares
in the following fiscal year before it redeems any other
Class A shares that it has been requested to redeem.
If the Fund is requested to redeem Class A shares
before the eighth anniversary of their issue, an early
redemption fee may be charged to investors.
Redemption of Class C shares
A shareholder may redeem all or part of the Class C
shares held at the net asset value per share on March
2 of any year, based on the amount of capital raised
from the sale of Class A shares. Redemptions are
subject to certain restrictions and the Fund is entitled
to suspend the right to redeem Class C shares in order
to ensure that the Fund may maintain its investment
pacing requirements or satisfy its other obligations.
		
Issued

# of shares # of shares
Aug. 31, 2012 Aug. 31, 2011

Class A shares
Balance - Beginning of year

421,443

420,409

5,039

8,320

(118,772)

(7,286)

307,710

421,443

1

1

1

1

Balance - Beginning of year

367,857

373,622

Redeemed during the year

(3,476)

(5,765)

364,381

367,857

Issued during the year
Redeemed during the year
	Balance - End of year
Class B shares
Balance - Beginning of year
	Balance - End of year
Class C shares

Balance - End of year

The Fund makes investments in eligible Canadian
businesses as defined in the CSBIF Act. The Manager’s
objective is to invest the Fund’s capital in order
to provide a return to shareholders in accordance
with the objectives and strategy of the Fund. The Fund
is not subject to any externally imposed capital
requirements.

4. ALLOCATION OF INCREASE (DECREASE) IN NET ASSETS
FROM OPERATIONS PER SHARE
In accordance with the Fund’s articles of incorporation,
the commissions paid to registered dealers selling Class
A shares are paid by the Fund. These commissions are
reflected in the Statements of Changes in Net Assets
as a share issue cost. The articles of incorporation also
specify that the net asset value for both Class A and
Class C shares are computed by dividing the total net
assets of the Fund by the total number of outstanding
Class A and Class C shares. As such, the allocation of
increase (decrease) in net assets from operations to
Class C shares has been decreased to incorporate the
Class C share of the commissions paid to agents on
distribution of Class A shares.
5. OPERATING ARRANGEMENTS
Management and investment advisOr fees
The Fund has entered into an agreement with B.E.S.T.
Investment Counsel Limited (the “Manager”) to engage
and supervise service providers to the Fund. Under
this agreement, the Fund has agreed to pay the
Manager an annual fee for the performance of such
administrative services of 1.50% of the aggregate
net asset value attributable to the Class A shares on
the first $100 million of the aggregate net asset value
attributable to the Class A shares and 1.25% of the
aggregate net asset value attributable to the Class A
shares in excess of $100 million.
The Fund has entered into an agreement with B.E.S.T.
Investment Counsel Limited (the “Investment Advisor”)
for the provision of investment advisory services.
Under this agreement, the Fund has agreed to pay the
Investment Advisor an annual fee equal to 2.00% of
the aggregate net asset value attributable to the Class
A shares on the first $100 million of the net asset value
attributable to the class A shares and 1.75% of the
aggregate net asset value attributable to the Class A
shares in excess of $100 million.
B.E.S.T. Investment Counsel Limited is entitled to share
in a performance fee as soon as practicable after the
disposition date of an eligible investment based on the
gains and income earned from each eligible investment.
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As at August 31, 2012 AND 2011

No performance fee shall be paid by the Fund in respect
of the realization of an eligible investment, unless on
the Disposition Date of such eligible investment:
(a) 
the total net realized and unrealized gains and
income from the Fund from its portfolio of eligible
investments since inception must have generated a
return greater than the average annual rate of return
on five year Guaranteed Investment Certificates
offered by a Schedule I Canadian chartered bank
plus 2%;
(b) the compounded annual rate of return (including
realized and unrealized gains and income) from the
particular eligible investment since its acquisition
by the Fund must equal or exceed 12% per annum;
and
(c) 
the Fund must have recouped an amount equal
to all principal invested in the particular eligible
investment.
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The Fund will not pay the performance fee on any
partial dispositions of an eligible investment unless
and until the Fund receives (from all dispositions of that
investment on a cumulative basis) an amount equal to
at least the full amount of the principal invested in the
eligible investment.
Provided that the payment of the performance fee does
not reduce returns to shareholders on the investment
portfolio below the threshold outlined in (a) above,
the proceeds from the disposition of each particular
eligible investment in each calendar quarter of the
Fund, after deducting the costs of such investment
and the proceeds of disposition paid to the Fund, shall
be allocated and paid as follows:
(a) 
The Investment Advisor shall receive all gains
and income earned from each particular eligible
investment in excess of the 12% compounded
annual rate of return contemplated in (b) above, up
to and including a level representing 15% of the
compounded annual rate of return earned from the
particular eligible investment.

(b) 
All gains and income earned on each particular
eligible investment in excess of a 15% compounded
annual rate of return earned from the particular
eligible investment, shall be allocated and paid in
the following proportions:
(i) 16% to the Investment Advisor; and
(ii) 4% to the Manager.
The Fund will retain the other 80% of such gains and
income. The performance fee will be calculated and
paid quarterly in arrears based upon realized gains,
calculated on the last day of the last month of each
calendar quarter.
Sponsor Fees
The Fund must pay to each of the Sponsors an annual
fee equal to 0.07% of the aggregate net asset value
per share attributable to the Class A shares.
Commissions and service fees
The Fund pays commissions of 6.00% to registered
dealers selling Class A shares. These commissions
are charged to share capital as a share issuance cost.
In addition, the Fund pays these dealers a service fee
equal to 0.50% annually of the aggregate net asset
value attributable to Class A shares held by its clients.
The service fees are included in the selling costs.
Directors Fees
The directors of the Fund are paid annual fees of
$7,000 plus $600 for each Board of Directors’ or
Board of Directors’ committee meeting attended and
are reimbursed for all reasonable expenses incurred
in attending such meetings. In addition, the Chairman
of the Fund is paid $4,000 and the Chair of the Audit
Committee is paid $2,000.
Independent Review Committee Fees
In accordance with securities regulations, the Fund
has established an independent review committee
(the “IRC”). There are three members of the IRC. The
IRC also serves another fund managed by the Manager.
The members of the IRC are paid annual fees of $5,500
plus $660 per meeting attended and are reimbursed
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for all reasonable expenses incurred in attending such
meetings. In addition, the Chairman of the IRC is paid
$2,000. The annual fees are allocated across both of
the funds served by the IRC whereas the meeting fees
are borne by the fund for which the meeting was called.
6. INCOME TAXES
Under the Income Tax Act (Canada), no income taxes
are generally payable by the Fund on dividends received
from Canadian corporations, and income taxes payable
on the capital gains are fully refundable on a formula
basis when shares of the Fund are redeemed or capital
gains dividends are paid or deemed to be paid by the
Fund to its shareholders. A portion of the income
taxes payable on other investment income earned by
the Fund is also refundable on payment or deemed
payment of taxable dividends to the shareholders.
The Fund intends to recover all of its refundable
income taxes annually through the deemed payment
of a dividend by capitalizing the appropriate amount
of its income as paid-up capital pro rata on its Class A
shares. If and to the extent that the Fund increases the
paid-up capital of the Class A shares, the holders of
the shares will be deemed to have received a dividend
and the adjusted cost base of the holder’s shares will
be increased by the amount of the deemed dividend.
The Income Tax Act (Canada) and the CSBIF Act set
minimum levels of investment for the Fund. If the
minimum level of investments is not met, the Fund will
be subject to defined taxes and penalties.
As at August 31, 2012, the Fund has no non-capital
losses (2011 – $NIL) and capital losses in the amount
of $766,154 (2011- $835,472). The amount of
capital losses reflected as an asset in these financial
statements is $NIL (2011 - $NIL).
Future Income Taxes
The Fund’s future income tax asset arising from
the balance of the deferred income on venture
investments was $37,451 as at August 31, 2012
(August 31, 2011 - $98,841).

The Fund has not recognized the future tax impact
of the Contingent Performance Fee and share
issuance costs because of the uncertainty that
these amounts will be deductible from future taxable
income of the Fund. If the Fund had recognized the
future tax impact of these items the Fund would
have reported a deferred income tax asset in the
amount of $173,233 (August 31, 2011 - $188,901).
Effective Tax Rates
The Fund’s statutory corporate tax rate on net
investment income for the year ended August 31,
2012 was 39.50% (2011: 39.92%). The effective tax
rate was negative 187.74% (2011: 40.97%).
2012

2011

Statutory tax rate

39.50%

39.92%

Future tax asset utilized that
previously had a valuation allowance

36.38%

55.77%

(223.16%)

(54.72%)

(40.46%)

-

(187.74%)

40.97%

		

Amounts deducted for accounting
not deductible for tax and other
miscellaneous adjustments
Adjustment for prior years taxes
Effective tax rate

7. FINANCIAL INSTRUMENTS
The Fund makes investments in eligible businesses in
two broad industry sectors: (a) industrial and financial
businesses including automotive, manufacturing,
service, consumer products, industrial machinery,
distribution, retail and financial services and (b)
technology related businesses with high growth
potential. The objective is to generate interest and
dividend income as well as long-term capital
appreciation through investments in a diversified
portfolio of small and medium sized private and public
businesses.
The Fund’s financial instruments consist primarily of
cash, marketable securities and venture investments.
Venture investments in private companies consist of
subordinated debt, convertible debt, equity, or equity
equivalents. These investments in private companies
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are typically illiquid. The Fund’s investments are
diversified across industries in small and medium sized
eligible businesses. The Fund seeks to reduce the
risks typically associated with such investments by
diversifying its portfolio to various companies and by
using a disciplined investment decision process.
Financial Instruments
Assets	ssets	
Investments held
for trading
Cash

Aug. 31, 2011

$7,045,780

$9,276,087

$701,623

$298,117

Market Risk
Market risk is the risk that the fair value of financial
instruments will fluctuate due to changes in market
factors. Market risk includes currency risk, interest
rate risk and other price risk. The Fund is exposed to
these risks directly through its financial instruments.
Currency Risk

Currency risk arises from financial instruments that are
$333,660
$278,015 denominated in a currency other than the Canadian
dollar, which is the Fund’s functional currency.
Future income taxes
$37,451
$98,841
The Fund is exposed to the risk that the value of
Total Assets
$8,118,514
$9,951,060 investments denominated in other currencies will
fluctuate due to changes in the exchange rates. As at
Liabilities		
August 31, 2012 and August 31, 2011, all of the Fund’s
Held for trading
investments were denominated in Canadian dollars
Financial liabilities at
and did not have exposure to currency risk.
amortized cost
$793,722
$855,334
Interest Rate Risk
$793,722
$855,334
Total Liabilities
Interest rate risk arises on interest-bearing financial
instruments held in the investment portfolio such as
Accrued interest and other receivables are designated bonds and debentures. The Fund is exposed to the risk
as loans and receivables and recorded at cost or that the value of interest-bearing financial instruments
amortized cost. Similarly accounts payable, accrued will fluctuate due to changes in the prevailing levels of
liabilities, performance fee payable and contingent market interest rates. The table below summarizes the
performance fees are designated as other financial Fund’s exposure to interest rate risk. It includes the
liabilities at amortized cost.
Fund’s assets and liabilities, categorized by the earlier
of contractual re-pricing or maturity dates.
The Fund’s activities expose it to a variety of financial
risks: market risk, currency risk, interest rate risk, other
price risk, credit risk, liquidity risk. The Investment August 31, 2012
Advisor seeks to minimize potential adverse effects of 			
Nonthese risks on the Fund’s performance by employing
Less than
1 to 4 interest
professional experience, daily monitoring of the Fund’s
1 year
years bearing
Total
positions and market events, by diversifying the Investments $5,530,764 $1,154,012 $361,004 $7,045,780
investment portfolio within the constraints of the
Cash 			 $701,623 $701,623
investment objectives and by structuring investments
$371,111 $371,111
to provide the Fund with protection in the event of Other assets		
problems with the issuer of the security. The investment Liabilities		
$793,722 $793,722
portfolio is primarily comprised of small and mediumsized private Canadian companies.
Accrued interest and other
receivables at amortized cost
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Aug. 31, 2012

Sensitivity analyses are provided for information
purposes only. In practice, the actual results may differ
from the sensitivity analysis and the differences may
be material.
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As at August 31, 2012, had prevailing interest rates
raised or lowered by 1.00%, with all other variables
held constant, net assets would have decreased or
increased, respectively, by approximately $66,848 or
0.92% of total net assets.

to public portfolio companies would have increased
or decreased, respectively, by approximately $10,161
or approximately 0.14% of total net assets ($11,931
or approximately 0.13% of total net assets as at
August 31, 2011).

Investments $5,828,520 $2,977,881 $469,686 $9,276,087

The Fund’s venture investments (unlisted) are
susceptible to market price risk arising from
uncertainties about future values. The Fund’s
Investment Advisor and Manager provide the Fund
with investment advice and its portfolio companies
with business advice to limit and manage market risk.

Cash 			 $298,117

$298,117

Credit Risk

Other assets		

$376,856

$376,856

Liabilities		

$855,334

$855,334

Credit risk is the risk that a counterparty to a financial
instrument will fail to discharge an obligation or
commitment that it has entered into with the Fund. The
fair value of debt securities includes consideration of
the credit worthiness of the debt issuer. The carrying
amount of the investments as presented in the
Statement of Investment Portfolio represents the
maximum credit risk exposure as at August 31, 2012.
This also applies to other assets, as they have a short
term to settlement.

August 31, 2011
			
NonLess than
1 to 4 interest
1 year
years bearing

Total

As at August 31, 2011, had prevailing interest rates
raised or lowered by 1.00%, with all other variables
held constant, net assets would have decreased or
increased, respectively, by approximately $88,064
or 1.00% of total net assets.
Other Price Risk
Other price risk is the risk that the value of financial
instruments will fluctuate as a result of changes in
market prices (other than those arising from interest
rate risk or currency risk), whether caused by factors
specific to an individual investment, its issuer, or all
factors affecting all instruments traded in a market or
market segment. All securities present a risk of loss
of capital. The Manager and the Investment Advisor
moderate this risk through careful selection of
securities and other financial instruments within the
parameters of the investment strategy. The maximum
risk resulting from financial instruments is equivalent
to their fair value. The Fund’s marketable securities are
susceptible to market price risk arising from
uncertainties about future prices of the instruments.
The Statement of Investment Portfolio groups securities by asset type and market segment.
If equity prices on the Toronto Stock Exchange had
increased or decreased by 5%, all other variables
held constant, the net assets of the Fund attributed

Cash consists of highly liquid temporary deposits with
Canadian banks.
All transactions in listed securities are settled/paid
for upon delivery using approved brokers. The risk of
default is considered minimal as delivery of securities
sold is only made once the broker has received
payment. Payment is made on a purchase once the
securities have been received by the broker. The trades
will fail if the other party fails to meet its obligations.
All transactions in private issuers are settled/paid
for upon delivery using a third party agent such as
a law firm as an intermediary. The risk of default is
considered minimal as delivery of the securities sold
is only made once the agent or legal counsel acting as
the intermediary has received payment.
The Fund’s financial assets exposed to credit risk
were concentrated as follows:
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The Fund’s financial assets exposed to credit risk were concentrated as follows:
August 31, 2012
Counterparty	ounterparty	

Amount

Cash 		

CIBC Mellon

$701,623

Industrial

Commercial Paper rated R1

Bank of Nova Scotia

Financial and Industrial

Debt Securities Secured by General
Security Agreement

Questrade Inc.
ERMS Corporation

Technology
General Security Agreement

Debt Securities Secured by

Various

Asset	sset	

Security	ecurity	

$1,798,344
$920,679
$3,965,753

Total Cash, Short-term investments			
$7,386,399
		
and Debt Securities

August 31, 2011
Asset	sset	
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Security	ecurity	

Counterparty	ounterparty	

Amount

Cash 		

CIBC Mellon

$298,117

Industrial

Encana Corp.

$599,460

Commercial Paper rated R1

Debt Securities Secured by General
Security Agreement
		

Questrade Inc.
CNSX Markets Inc.
ERMS Corporation

$1,916,584

Technology

Various

$6,290,357

Financial and Industrial

Debt Securities Secured by
General Security Agreement

Total Cash, Short-term investments			
$9,104,518
and Debt Securities
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Credit risk arising on debt instruments is mitigated by
investing primarily in commercial paper instruments
rated R2 or higher. The Fund also holds a portion of
its investment portfolio in private debt instruments
which can be considered high risk debt instruments.
These instruments are not rated by any of the market
bond rating services and are subject to valuation risk.
The credit risk is mitigated by obtaining a general
security agreement on the assets of the issuing
portfolio company.
Other than outlined above, there were no significant
concentrations of credit risk to counterparties at
August 31, 2012 and August 31, 2011.
The business of the Fund is to make investments in
small and medium-sized eligible businesses in order
to generate interest and dividend income as well as
long-term capital appreciation. In order to achieve
this objective the Fund invests in two broad industry
sectors: a) traditional industry (Industrial and Financial)
and ii) technology related businesses. The Fund’s
Investment Advisor and Manager seek out eligible
investments which will meet the investment objectives
of the Fund while maintaining risk at acceptable
levels. The Fund attempts to limit the risk to any one
investment venture investment by limiting the amount
invested in any one company to 10% of the Net Asset
Value of the Fund. As at August 31, 2012, the Fund’s
investments were concentrated in the Technology
Sector 82% and spread between eleven venture
companies (as at August 31, 2011: 77% Technology
Sector, fourteen venture companies).

All the financial liabilities of the Fund as at August
31, 2012 and August 31, 2011 fall due within twelve
months with the exception of contingent performance
fees. The maturity of contingent performance fees
is uncertain and is dependent on the realization of
venture investments.
Fair value measurement
The Fund classifies its investments within a fair value
hierarchy, based on the inputs used in their fair value
measurement. The hierarchy of inputs is summarized
as follows:
Level 1:	Unadjusted quoted prices at the measurement
date in active markets for identical assets.
Level 2:	Directly or indirectly observable inputs other
than quoted prices as in Level 1 such as
quoted prices for identical or similar assets in
markets that are not active.
Level 3:	Inputs for the assets that are not based on
observable market data.
The following table indicates the fair value hierarchy
of the inputs used in valuing the Fund’s investments
at August 31, 2012 and August 31, 2011.
August 31, 2012
Quoted Significant		
Prices in
Other
Significant
Active Observable Unobservable 		
Market
Inputs
Inputs
(Level 1)
(Level 2)
(Level 3)
Total

Liquidity Risk

Fixed term

The Fund is exposed to daily cash redemptions of
redeemable shares. Therefore, the Fund invests a
portion of its assets in investments that are traded in
an active market and can be readily disposed of and
the Fund retains sufficient cash and cash equivalent
positions to maintain liquidity. In any financial year,
the Fund is not required to redeem shares having
an aggregate redemption price exceeding 20% of
the net asset value of the Fund calculated on the
last day of the preceding financial year end and may
suspend redemptions for substantial periods of time.

-

$1,798,344

Equities

$203,223

-

Total

$203,223

$1,798,344

$4,886,432 $6,684,776
$157,781

$361,004

$5,044,213 $7,045,780
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Venture investments are classified as either fixed term
securities or equity securities. As at August 31, 2012,
twenty-one investments were classified as equity
securities and nineteen investments were classified as
fixed term (August 31, 2011: twenty-six investments
classified as equity securities and twenty-five
investments were classified as fixed term securities).
Significant		
During the year ended August 31, 2012 there were no
Other
Significant
Observable Unobservable 		 investments (year ended August 31, 2011 – none) in a
fixed term securities that were converted to an equity
Inputs
Inputs
(Level 2)
(Level 3)
Total security.

The following table indicates the fair value hierarchy of
the inputs used in valuing the Fund’s investments at
August 31, 2011.
August 31, 2011
Quoted
Prices in
Active
Market
(Level 1)
Fixed term

-

$599,460

Equities

$238,624

-

Total

$238,624

$599,460

$8,206,941 $8,806,401
$231,062

$469,686

$8,438,003 $9,276,087

The carrying value of all other financial instruments of
the Fund, which may include cash, interest receivable,
accounts payable and accrued liabilities approximates
their fair value. During the year ended August 31, 2012
there were $NIL (August 31, 2011: $NIL) investments
transferred between Level 1, Level 2, or Level 3.
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Level 3
Balance beginning of year
Purchases

August 31, 2012

August 31, 2011

$8,438,003

$6,169,909

$1,988,464

$5,120,389

($4,756,523)

($2,996,713)

-

-

$2,652

($784,156)

Unrealized Gains
(Losses)

($628,383)

$928,574

Balance – end of year

$5,044,213

$8,438,003

Unrealized Gains
(Losses) during the
year attributed to
investments held
at end of year

($628,383)

($20,044)

Sales
Net Transfers in
(out)
Realized Gains
(Losses)

The Fund’s equity investments consist of common
share purchase warrants and common shares. The
common share purchase warrants are valued using
several methods including: reference to the investee
company’s recent equity financing, reference to
comparable public company equity values and
reference to transactions involving similar companies.
The Fund’s fixed term securities are valued at fair
value. Adjustments to fair value are made in cases
where the operating results and financial condition of
the investee company suggest that the Fund may not
be able to realize the full amount of the investment.
The Fund reviews the investee company’s compliance
with financial covenants, ability to make interest and
principal payments, changes in the market interest
rates for similar investments, operating performance
relative to budget, the need for further financing
and the ability to cover the amount of the Fund’s
investment with the assets of the investee company
among other factors in determining the fair value of
the investment. In addition to the range of valuation
methods employed, a significant number of the
key assumptions used in the valuation of individual
investments are specific to the investee company. As
a result of these varying valuation methods and the
number of different assumptions applied, there are no
alternative assumptions that are broadly applicable
across the investment portfolio of the Fund. Changes
in key assumptions may cause material changes in
the value of the investments held by the Fund. If the
value of the Level 3 investments as at August 31, 2012
were to increase or decrease by 10%, the value of the
Fund would increase or decrease by approximately
$504,421 (August 31, 2011 - $843,800).
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8. RELATED PARTY
B.E.S.T. Investment Counsel Limited is the Manager
and Investment Advisor for the Fund. Included in the
accrued liabilities as at August 31, 2012 are accrued
Management Fees of $4,798 (August 31, 2011: $6,822)
and accrued Advisory Fees of $6,398 (August 31,
2011: $9,096). The related expenses for the year are
disclosed on the statement of operations.
During the year ended August 31, 2012, the Fund
paid B.E.S.T. Capital Administration Inc. $33,900
(August 31, 2011: $14,497) for storage and facilities
costs. B.E.S.T. Capital Administration Inc. is wholly
owned by the Chief Executive Officer of the Fund.
As at August 31, 2012 $2,825 (August 31, 2011:
$2,825) was included in accrued liabilities for storage
and facilities costs.
All related party transactions are in the normal course
of operations and have been recorded at the exchange
amount on the date that they occur.
9. RECENT ACCOUNTING PRONOUNCEMENTS
At its December 12, 2011 meeting the Canadian
Accounting Standards Board (AcSB) decided to
extend the deferral of mandatory adoption of IFRS
for Investment Companies and Segregated Accounts
of Life Insurance Enterprises to January 1, 2014.
The decision is in response to the possibility that the
International Accounting Standards Board may not
complete its Investment Company project before
January 1, 2013. Since the Fund is an investment
company it will defer the preparation of the first set
of financial statements prepared in accordance
with IFRS to the year ending August 31, 2015, with
corresponding comparative financial information for
fiscal 2014, including an opening statement of net
assets as at September 1, 2013.
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