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Managements Responsibility for Financial Reporting 

 
 

 

The accompanying financial statements of B.E.S.T. Total Return Fund Inc. and other 

financial information contained in the Management Report of Fund Performance are the 

responsibility of management. The financial statements have been prepared by 

management in compliance with International Financial Reporting Standards as issued by 

the International Accounting and Reporting Standards Board.   

 

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 the external 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     Thomas W.R. Lunan 

Chief Executive Officer     Chief Financial Officer 



PricewaterhouseCoopers LLP  
PwC Tower, 18 York Steet, Suide 2600,Toronto, Ontario, Canada M5J 0B2 
T: +1 416 863 1133, F: +1 416 365 8215  

“PwC” refers to PricewaterhouseCoopers LLP, an Ontario limited liability partnership. 

November 21, 2016 

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 statements of 
financial position as at August 31, 2016 and 2015 and the statements of comprehensive income, changes in 
equity, changes in net assets attributable to holders of redeemable shares and cash flows 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 these financial statements in 
accordance with International Financial Reporting Standards, 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 these 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 the audits 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, 2016 and 2015 and its financial performance and its cash flows for the years then 
ended in accordance with International Financial Reporting Standards. 

(Signed) “PricewaterhouseCoopers LLP” 

Chartered Professional Accountants, Licensed Public Accountants 



B.E.S.T. TOTAL RETURN FUND INC.

STATEMENTS OF FINANCIAL POSITION 

As at August 31, 2016 and August 31, 2015

2016 2015

                  $                   $

ASSETS

Current Assets

Investments - at fair value (cost: 2016 - 4,598,000; 2015 - 6,733,779) 3,207,689               5,771,022             

Cash 1,397,151               229,142                

Accrued interest and other receivables 132,848                  180,090                

Income taxes receivable 11,615                    8,764                    

Total Current Assets 4,749,303               6,189,018             

Non-current Assets

Deferred income taxes (note 8) 6,756                      3,528                    

Total Non-current Assets 6,756                      3,528                    

Total Assets 4,756,059               6,192,546             

LIABILITIES

Current Liabilities

Accounts payable and accrued liabilities 106,426                  482,445                

Deferred income on venture investments 14,129                    15,021                  

Total Current Liabilities 120,555                  497,466                

Non-current Liabilities

Deferred income on venture investments 20,517                    3,069                    

Contingent performance fees (note 7) 142,660                  260,132                

Total Non-current Liabilities 163,177                  263,201                

Net assets attributable to holders of Class A shares and Class C shares (note 5) 4,472,317               5,431,869             

Total Liabilities 4,756,049               6,192,536             

EQUITY

Class B Share 10                           10                         

Total Liabilities and Equity 4,756,059               6,192,546             

   

Number of redeemable shares outstanding

Class A shares 89,687                    120,833                

Class C shares 362,725                  362,725                

Net assets attributable to holders of redeemable shares per share

Class A shares 9.89                        11.23

Class C shares 9.89                        11.23

Approved by the Board of Directors

David A. Turnbull George R. Paterson

Director Director

The accompanying notes are an integral part of these financial statements.
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B.E.S.T. TOTAL RETURN FUND INC.

STATEMENTS OF COMPREHENSIVE INCOME

For the years ended August 31, 2016 and 2015

2016 2015

                      $                       $

INCOME

Interest for distribution purposes 517,391           549,703           

Other income 69,289             138,069           

Other changes in fair value of investments

   Net realized (loss) gain on sale of investments (262,288)         45,556             

   Change in unrealized (depreciation) of investments (427,554)         (78,614)           

Net (loss) gain on investments (103,162)         654,714           

EXPENSES

Performance fees (note 7) 131,959           165,059           

Transfer agent, registrar and administrative fees (note 7) 123,078           288,466           

Directors' fees and expenses (note 7) 71,769             102,323           

Audit fees 69,662             65,770             

Legal fees 45,027             377,563           

Advisory fees (note 7) 26,405             37,911             

Management fees (note 7) 19,804             28,433             

Independent review committee expenses 19,158             18,664             

Selling costs 9,477               13,586             

Custodian fees 7,879               22,524             

Sponsorship fees (note 7) 2,454               3,523               

Shareholders' reporting costs 1,792               1,923               

Transaction cost -                  97                    

528,464           1,125,842        

Net loss before income taxes and financing costs (631,626)         (471,128)         

Current income tax recovery (note 8) (14,611)           (9,398)             
Deferred income tax (recovery) expense (note 8) (3,228)             18,998             

Net loss after tax and before financing costs (613,787)         (480,728)         

FINANCE COSTS

Distributions to holders of redeemable shares -                  -                  
Decrease in net assets attributable to holders of redeemable shares (613,787)         (480,728)         

Net and comprehensive income -                  -                  

The accompanying notes are an integral part of these financial statements.
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B.E.S.T. TOTAL RETURN FUND INC.

STATEMENTS OF CHANGES IN EQUITY 

For the years ended August 31, 2016 and 2015

2016 2015

$ $

Equity at beginning of year 10                  10               

Equity at the end of year 10                  10               

The accompanying notes are an integral part of the financial statements.
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B.E.S.T. TOTAL RETURN FUND INC.

STATEMENTS OF CHANGES IN NET ASSETS ATTRIBUTABLE TO HOLDERS OF REDEEMABLE SHARES 

For the years ended August 31, 2016 and 2015

2016 2015

                   $                    $

Net assets attributable to holders of redeemable shares - beginning of year

Class A shares 1,357,329       1,972,166     

Class C shares 4,074,540       4,425,152     

5,431,869       6,397,318     

Decrease in net assets attributable to holders of redeemable shares

Class A shares (124,966)        (130,116)       

Class C shares (488,821)        (350,612)       

(613,787)        (480,728)       

Redeemable share transactions

Payments on redemption of Class A shares (345,765)        (484,721)       

(345,765)        (484,721)       

Net decrease in net assets attributable to holders of redeemable shares

Class A shares (470,731)        (614,837)       

Class C shares (488,821)        (350,612)       

(959,552)        (965,449)       

Net assets attributable to holders of redeemable shares - end of year

Class A shares 886,598         1,357,329     

Class C shares 3,585,719       4,074,540     

4,472,317       5,431,869     

Weighted average number of redeemable shares outstanding during the year

Class A shares 105,237         140,924        

Class C shares 362,725         362,725        

Decrease in net assets attributable to holders of redeemable shares per share

Class A shares (1.19)              (0.92)            

Class C shares (1.35)              (0.97)            

The accompanying notes are an integral part of these financial statements.
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B.E.S.T. TOTAL RETURN FUND INC.

STATEMENTS OF CASH FLOWS 

For the years ended August 31, 2016 and 2015

2016 2015

Cash provided by (used in)                         $                         $

Operating activities

Decrease in net assets attributable to holders of redeemable shares (613,787)          (480,728)          

Items not affecting cash:

  Change in unrealized depreciation of investments 427,554           78,614             

  Realized loss (gain) on sale of investments 262,288           (45,556)            

  Non-cash interest income -                   (12,830)            

  Net change in non-cash balances related to operations (385,791)          647,674           

Proceeds from maturities of short-term investments 5,297,019        12,090,941      

Proceeds from disposal of public company investments -                   9,750               

Proceeds from maturities/sale of venture investments 2,556,946        2,035,666        

Purchase of short-term investments (3,497,955)       (13,890,005)     

Purchase of venture investments (2,532,500)       (500,000)          

Cash from operating activities 1,513,774        (66,474)            

Financing activities

Amounts paid for Class A shares redeemed (345,765)          (487,704)          

Cash used in financing activities (345,765)          (487,704)          

Increase (decrease) in cash during the year 1,168,009        (554,178)          

Cash - beginning of year 229,142           783,320           

Cash - end of year 1,397,151        229,142           

Supplemental Information (classified as operating activities)

Interest Received 591,602           514,947           

Income Taxes Received 11,760             295,018           

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

5



B.E.S.T. TOTAL RETURN FUND INC.

SCHEDULE OF INVESTMENT PORTFOLIO 

As at August 31, 2016

Par value/ Fair

number Maturity date/ Cost                  value

of shares Issuer expiration date $ $

VENTURE INVESTMENTS 

ERMS Corporation

654 Preferred Shares 915,988            

60,549,474 Common Shares -                   

Camouflage Software Inc.

1                   Common Share Purchase Warrant March 23, 2021 -                   

225,000        Promissory Note, 15.00% March 23, 2019 225,000            

Dejero Labs Inc.

30,744          Common Share Purchase Warrant October 14, 2020 -                   

500,000        Promissory Note, 13.75% October 14, 2018 500,000            

FinanceIT Canada Inc.

14,400 Common Share Purchase Warrant April 21, 2018 -                   

Garner Distributed Workflow Inc.

212,800        Common Share Purchase Warrant July 8, 2021 -                   

266,000        Promissory Note, 16.50% December 8, 2018 266,000            

Geminare Inc.

75,313 Common Shares -                   

Health Care Services International Inc. 

1 Common Share Purchase Warrant December 31, 2020 -                   

300,000 Promissory Note, 18.00% January 22, 2019 300,000            

Hipplay Inc.

4,191 Common Shares -                   

Intelligent Mechatronic Systems Inc. 

1 Common Share Purchase Warrant November 20, 2019 -                   

1 Common Share Purchase Warrant December 5, 2019 -                   

581,750        Promissory Note, 15.00% June 30, 2017 581,750            

Mobify Research and Development Inc.

31,814 Common Share Purchase Warrant December 22, 2021 -                   

225,000 Promissory Note, 13.50% December 22, 2018 225,000            

119,000 Promissory Note, 13.50% June 30, 2019 119,000            

Optessa Inc.

410,000 Debenture, 20.00% July 27, 2012 410,000            

Roadhouse Holdings Inc.

81,107 Common Share Purchase Warrant May 11, 2020 -                   

500,000 Promissory Note, 14.50% May 11, 2019 500,000            

35,000 Promissory Note, 24.00% August 31, 2017 35,000              

Skura Corp. 

30,800 Common Shares, Class E -                   

TransGaming Inc. 

1,125,000 Common Share Purchase Warrant July 5, 2018 88,506              
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B.E.S.T. TOTAL RETURN FUND INC.

SCHEDULE OF INVESTMENT PORTFOLIO 

As at August 31, 2016

Utilitran Inc.

400,000 Common Shares -                   

400,000 Demand Note, 0.00% November 11, 2011 400,000            

31,756 Promissory Note, 0.00% November 11, 2011 31,756              

Total venture investments 4,598,000         3,207,689        

Total investments (71.72%)* 4,598,000         3,207,689        

Other assets less liabilities and Class B share equity (28.28%)* 1,264,628        

Total net assets attributable to holders of redeemable shares(100.00%)* 4,472,317        

  

 * Percentages shown relate to investments at fair value to total net assets attributable to holders of redeemable shares.
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  B.E.S.T. TOTAL RETURN FUND INC. 
 NOTES TO FINANCIAL STATEMENTS  
   As at August 31, 2016 

 ___________________________________________________________________________________________________________     

 

1. 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 registered 
address of the Fund is 15 Toronto Street, Suite 400, Toronto, Ontario, Canada M5C 2E3.  

 
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. 

  
On March 21, 2013, the federal government announced that the 15% federal tax credit currently available for 
investments in Labour Sponsored Venture Capital Corporations will be phased out in stages to 0% after 2016. 
Subscribers of Labour Sponsored Venture Capital Corporations will receive a federal tax credit of 5% for taxation 
year 2016. The Ontario government ceased offering the provincial tax credit after the end of the 2011 taxation 
year.  

 
  These financials statements were authorized for issue by the Board of Directors on November 17, 2016. 

 
2. BASIS OF PRESENTATION 

 
The financial statements of the Fund have been prepared in accordance with International Financial Reporting  
Standards (IFRS). The financial statements have been prepared under the historical cost convention, as modified 
by the revaluation of financial assets and financial liabilities at fair value through profit or loss. 
 

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
       

The principal accounting policies applied in the preparation of these financial statements are set out below. These 
policies have been consistently applied to all the years presented. 

 
 

CLASSIFICATION 
 
The Fund recognizes financial instruments at fair value upon initial recognition, plus transaction costs in the case 
of financial instruments not measured at fair value through profit and loss (FVTPL). Investment transactions are 
recorded on the trade date. The Fund’s non-derivative investments, including any associates and joint ventures, 
are designated as FVTPL. Derivatives, including warrants, are held for trading and measured at FVTPL. The 
Fund’s obligations with respect to redeemable Class A and Class C Shares are presented at the value of the net 
assets available for distribution. All other financial assets and liabilities are measured at amortized cost and 
reflect the amount to be received or paid, discounted, when appropriate, at the contract’s effective interest rate. 
 
FAIR VALUE MEASUREMENT 
 
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction 
between market participants at the measurement date. 

 

   Marketable Securities  
    

The fair value of short-term investments, which have a term to maturity of less than one year, typically 
approximates amortized cost due to their short-term nature. 
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  B.E.S.T. TOTAL RETURN FUND INC. 
 NOTES TO FINANCIAL STATEMENTS  
   As at August 31, 2016 

 ___________________________________________________________________________________________________________     

 

Publicly listed securities are valued at a price within the bid-ask spread that is most representative of the fair 
value based on the specific facts and circumstances. The difference between the fair values and average cost of 
the investments is recorded as unrealized appreciation (depreciation) of investments on the Statements of 
Comprehensive Income. 
 

      Venture investments 
 

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.   
 
For warrants which are not traded on a recognized securities exchange, no market value is readily available. A 
valuation technique such as the Black-Scholes model is used for unlisted warrants, and where inputs to the 
model are not readily available, estimates are used. 
  
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.  
 
Management must make estimates of the fair values for investments where reliable market quotations are not 
readily available. These estimates are significant and the amounts ultimately realized on disposition of the 
investments may be materially different.  Refer to note 9 for further information on the fair values of investments 
held by the Fund. 
 
FUNCTIONAL CURRENCY 
 
Assets and liabilities denominated in foreign currencies are translated into Canadian dollars at year-end 
exchange rates. Purchase and sales of investments, investment income and expenses are calculated at the 
exchange rates prevailing on the dates of the transactions. The Canadian dollar is the Fund’s functional and 
presentation currency as it is the primary economic environment in which the Fund operates. 
 
TRANSACTION COSTS 
 
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.   
 
AGENT FEES ON DISTRIBUTION OF SHARES 
 
Fees or commissions paid to agents to sell the Class A Shares of the Fund are expensed as a selling cost and 
are reported on the Statements of Comprehensive Income. Service fees, if any, paid to agents are also expensed 
as a selling cost and reported on the Statements of Comprehensive Income.  
 
CLASS A SHARES AND CLASS C SHARES 
 

The Class A Shares and Class C Shares of the Fund are classified as liabilities as they are redeemable at the 
option of the holder and they are not the most subordinate class of shares.  The net assets attributable to holders 
of Class A shares and Class C shares are classified as non-current as there are some restrictions on the 
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  B.E.S.T. TOTAL RETURN FUND INC. 
 NOTES TO FINANCIAL STATEMENTS  
   As at August 31, 2016 

 ___________________________________________________________________________________________________________     

 

amounts that the Fund is required to redeem in any year and in the case of Class A shares there are potential tax 
implications for holders if the Class A shares are redeemed before the eight anniversary of the date of issue. 
 
The Class B Share held by the Sponsor is classified as equity as it is not redeemable at the option of the holder 
and is the most subordinate class of share.  
 
INTEREST FOR DISTRIBUTION PURPOSES 
 

Interest income is recorded on an accrual basis based on the coupon rate of interest and is reported as interest 
for distribution purposes on the Statements of Comprehensive Income. 

 

PERFORMANCE FEES 
 
As described in Note 7, 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 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.  
 
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 the deferred balance is included in other income on the Statements of 
Comprehensive Income. 
 
INCOME TAXES 

 

The Fund accounts for income taxes using the liability method, whereby deferred tax assets and liabilities are 
determined based on differences between the financial reporting and tax bases of assets and liabilities 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 (recovery) for the year is the tax payable (recoverable) for the 
year and any change during the year in the deferred tax assets and liabilities.   

 

 CASH 

 
Cash is comprised of demand deposits with a reputable financial institution. 
 
DISTRIBUTIONS TO HOLDERS OF REDEEMABLE SHARES 
 
Distributions to holders of redeemable shares, if any, are recognized in the Statements of Comprehensive Income 
when they are authorized and no longer at the discretion of the Fund. This may occur when distributions are 
approved by the Board of Directors of the Fund.  Distributions to holders of redeemable shares are recognized as 
finance costs in the Statements of Comprehensive Income. 
 
INCREASE/ DECREASE IN NET ASSETS ATTRIBUTABLE TO HOLDERS OF REDEEMABLE SHARES FROM 
OPERATIONS 
 
Income not distributed is included in the net assets attributable to holders of redeemable shares. The change in 
net assets attributable to holders of redeemable shares is recognized in the Statements of Comprehensive 
Income as finance costs. 
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  B.E.S.T. TOTAL RETURN FUND INC. 
 NOTES TO FINANCIAL STATEMENTS  
   As at August 31, 2016 

 ___________________________________________________________________________________________________________     

 

4. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS 
 
The preparation of financial statements in accordance with IFRS requires management to use judgement in 
applying the accounting policies and to make estimates and assumptions that affect the application of accounting 
policies and the amounts reported in the financial statements for assets, liabilities, income and expenses. 
Significant estimates include the valuation of venture investments. While management believes that the estimates 
used in preparing its financial statements are reasonable and prudent, actual results could differ from these 
estimates. Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting 
estimates are recognized in the year in which the estimates are revised and in any future years affected. 

 
  Investment entity status 

 
The Fund has multiple unrelated investors and holds multiple investments. Ownership interests in the Fund are in 
the form of Class A and Class C shares which are classified as liabilities under the provisions of IAS 32. The 
Fund has been deemed to meet the definition of an investment entity per IFRS 10 as the following conditions 
exist: 
 
(a) The Fund has obtained funds for the purpose of providing investors with professional investment management 

services; 
(b) The Fund’s business purpose, which was communicated directly to investors, is investing for capital 

appreciation and investment income; 
(c) The investments are measured and evaluated on a fair value basis. 

 
5. SHARES ISSUED AND OUTSTANDING 

  

The following is a description of the authorized and issued shares of the Fund: 
 
Unlimited Class A shares, issuable in series, discretionary dividend entitlement, voting, restrictions on 
redemption, entitled to elect two directors. 
 
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. 
 
Unlimited Class C shares, issuable only to Roynat Capital Inc. or its affiliates, discretionary dividend entitlement, 
restricted redemption rights, non-voting. Following the initial issuance of the Class C shares to Roynat Capital 
Inc., a portion of the Class C shares were transferred to and are held by a senior executive of the Fund. As at 
August 31, 2016, Roynat Capital Inc. owned 95.55% of the Class C Shares and the senior executive owned 
4.45% of the outstanding Class C Shares of the Fund. 
 

   

  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 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. 
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  B.E.S.T. TOTAL RETURN FUND INC. 
 NOTES TO FINANCIAL STATEMENTS  
   As at August 31, 2016 

 ___________________________________________________________________________________________________________     

 

  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. 
 
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.  
 

 
6. ALLOCATION OF INCREASE (DECREASE) IN NET ASSETS ATTRIBUTABLE TO HOLDERS OF 

REDEEMABLE SHARES 
 

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 
Attributable to Holders of Redeemable Shares. The articles of incorporation also specify that the net asset value 
per share for both Class A and Class C shares, computed by dividing the total net assets of the Fund by the total 
number of outstanding Class A and Class C shares, are equal. As such, the allocation of the increase (decrease) 
in net assets from operations to Class C shares has been decreased to incorporate the Class C share portion of 
the commissions paid to agents on the distribution of Class A shares. 

 
7. OPERATING ARRANGEMENTS AND RELATED PARTIES 

  Management and advisor fees 
 

The Fund has entered into an agreement with 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, including key personnel, of 1.50% (plus HST) 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% (plus HST) of the aggregate net asset value attributable to the Class A shares in 

August 31 August 31

Issued 2016 2015

Number Number

of shares of shares

Class A shares

Balance - Beginning of period 120,833    161,656  

Issued during the period — —

Redeemed during the period (31,146) (40,823)

Balance - End of period 89,687 120,833  

Class B shares

Balance - Beginning of period 1 1

Balance - End of period 1 1

Class C shares

Balance - Beginning of period 362,725    362,725  

Balance - End of period 362,725    362,725  
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  B.E.S.T. TOTAL RETURN FUND INC. 
 NOTES TO FINANCIAL STATEMENTS  
   As at August 31, 2016 

 ___________________________________________________________________________________________________________     

 

excess of $100 million. The fee paid to the manager is applied to the Class A shares and Class C shares based 
on the proportion of the total net asset value of the Fund attributable to each class of share. 
 
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% (plus HST) 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% (plus HST) of 
the aggregate net asset value attributable to the Class A shares in excess of $100 million. The fee for investment 
advisory services is applied to the Class A shares and Class C shares based on the proportion of the total net 
asset value of the Fund attributable to each class of share. 
 
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.  
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. 

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: 
 
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. 
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 plus HST will be calculated 
and paid quarterly in arrears based upon realized gains and income, calculated on the last day of the last month 
of each calendar quarter. 

 
 Sponsorship 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. The fee paid to the sponsors is applied proportionately to the Class A 
shares and Class C shares. 
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 Commissions and service fees 
 

The Fund pays commissions of 6.00% of the subscriptions raised to registered dealers selling Class A shares. 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 in the 
Statements of Comprehensive Income and are applied proportionately to the Class A shares and Class C shares. 

 
 Directors’ fees and expenses 
 

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 annually and the Chair of the Audit 
Committee is paid $2,000 annually.   
 
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 members of the IRC are paid annual fees of $5,500 plus $660 per 
meeting attended and are reimbursed for all reasonable expenses incurred in attending such meetings.  The 
Chairman of the IRC is paid an additional annual fee of $2,000.   
 
Related Party Transactions 
 
B.E.S.T. Investment Counsel Limited is the Manager and Investment Advisor for the Fund. Included in accounts 
payable and accrued liabilities as at August 31, 2016 are accrued Management Fees of $1,402 (August 31, 2015: 
$2,042) and accrued Advisory Fees of $1,869 (August 31, 2015: $2,723). The related expenses for the year are 
disclosed on the Statements of Comprehensive Income.   
 
During the year ended August 31, 2016, the Fund incurred performance fees in the amount of $131,959 (August 
31, 2015: $165,059). As at August 31, 2016, $Nil was payable to B.E.S.T. Investment Counsel Limited for 
performance fees (August 31, 2015: $Nil). As at August 31, 2016, the Fund also recorded a contingent 
performance fee amount of $142,660 (August 31, 2015: $260,132) 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.  
 
During the year ended August 31, 2016, the Fund paid B.E.S.T. Capital Administration Inc. $33,900 (August 31, 
2015: $33,900) for storage and facilities costs which are included in transfer agent, registrar and administrative 
fees. B.E.S.T. Capital Administration Inc. is wholly owned by the Chief Executive Officer of the Fund. As at 
August 31, 2016, $2,825 (August 31, 2015: $2,825) was included in accounts payable and accrued liabilities for 
storage and facilities costs. 
 
The Sponsors are related parties of the Fund. During the year ended August 31, 2016, the Fund incurred 
Sponsor Fees of $2,454 (August 31, 2015: $3,523). As at August 31, 2016 $174 (August 31, 2015: $253) was 
included in accounts payable and accrued liabilities for Sponsorship fees. 
 
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. 
 

8. INCOME TAXES 

Under the Income Tax Act (Canada), no income taxes are generally payable by the Fund on taxable dividends 
received from taxable 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. Accordingly, the Fund is, in substance, tax exempt on these sources of 
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income and as such did not record income taxes and did not recognize the benefit associated with capital losses 
or other temporary differences.  
 

The Fund is taxable at general corporate tax rates on other sources of investment income which can be reduced 
by permitted deductions for tax purposes such as expenses and loss carryforwards. A portion of the income taxes 
payable on other investment income earned by the Fund are 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 and 
Class C shares.  If and to the extent that the Fund increases the paid-up capital of the Class A shares and Class 
C 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. During the year ended August 31, 2016, 
the Fund declared a paid up capital increase in the amount of $NIL (Year ended August 31, 2015: $Nil). 
  
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, 2016, the Fund has no non-capital losses and capital losses in the amount of $833,346. As at 
August 31, 2015, the Fund had no non-capital losses and capital losses in the amount of $571,058.   
 
The amount of capital losses reflected as an asset in these financial statements is $NIL (August 31, 2015: $NIL). 

   
The Fund’s deferred income tax asset arising from the balance of the deferred income on venture investments 
was $6,756 as at August 31, 2016 (August 31, 2015: $3,528).  
 
Reconciliation of effective tax rate 
 
 August 31, 2016 August 31, 2015 

 
Pre-tax income ($631,626) 

  
($471,128) 

 

Provision for tax at statutory rate ($308,482) 48.84% ($217,520) 46.17% 

 
Adjustments:  

   

Deferred tax assets utilized that were  
previously not recognized/previously 
not recorded $5,993 (0.95%) $8,225 (1.75%) 

Amounts deducted for accounting not 
deductible for tax and other  

 
  

miscellaneous adjustments $254,515 (40.30%) $228,283 (48.45%) 

Rate differential in loss carryback and 
other adjustments $30,135 (4.77%) ($9,388) 1.99% 

 ($17,839) 2.82% $9,600 (2.04%) 

 
The Fund has not recognized the deferred tax impact of the contingent performance fees and share issuance 
costs because of the uncertainty that these amounts will be deductible from future taxable income of the Fund.  

 
9. 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.    
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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 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 August 31, 2016 August 31, 2015 
 

Investments  $3,207,689 $5,771,022 
 

Cash 1,397,151 229,142 
 

Accrued interest and other receivables 132,848 180,090 
 

Total Assets $4,737,688 $6,180,254 
 

 

Liabilities   

 

Accounts payable, accrued liabilities and contingent 

performance fees  $249,086 $742,577 

 

Net assets attributable to holders of Class A and Class 

C shares 4,472,317 5,431,869 

 

Total Liabilities $4,721,403 $6,174,446 
 

 

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 Advisor seeks to minimize potential adverse effects of these 
risks on the Fund’s performance by employing professional experience, daily monitoring of the Fund’s positions 
and market events, by diversifying the investment portfolio within the constraints of the investment objectives and 
by structuring investments to provide the Fund with protection in the event of problems with the issuer of the 
security. The investment portfolio is primarily comprised of small and medium-sized private Canadian companies. 
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. 

 
 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. 

 
 Foreign Exchange Risk 

 
The Fund may hold investments denominated in a currency other than the Canadian dollar, the functional 
currency. Foreign currency risk, as defined in IFRS 7, arises as the value of future transactions, recognised 
monetary assets and monetary liabilities denominated in other currencies fluctuate due to changes in foreign 
exchange rates. IFRS 7 considers the foreign exchange exposure relating to non-monetary assets and liabilities 
to be a component of other price risk. Management monitors the exposure on all foreign currency denominated 
assets and liabilities. The table below provides analysis between monetary and non-monetary items to meet the 
requirements of IFRS 7. 
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The Fund does not enter into any foreign exchange hedging transactions for the purpose of managing its 
exposure to foreign exchange movements. 
 
While the Fund may have direct exposure to foreign exchange rate changes on the price of non-Canadian dollar 
denominated securities, it may also be indirectly affected by the impact of foreign exchange rate changes on the 
earnings of certain companies in which the Fund invests, even if those companies’ securities are denominated in 
Canadian dollars. For that reason, the below sensitivity analysis may not necessarily indicate the total effect on 
the Fund’s net assets. 
 
The table below summarizes the Limited Partnership’s financial instruments denominated in a currency other than 
the Canadian dollar. 

 
 August 31, 2016 
 
 Asset   USD  Reasonable possible shift   Movement in value 

 Accounts receivable $11,423   +/- 5%     $571/($571) 

 
The Fund did not have any non-Canadian dollar denominated assets or liabilities in the year ended August 31, 
2015. 
 

 Interest Rate Risk 
 

Interest rate risk arises on interest-bearing financial instruments held in the investment portfolio such as 
promissory notes and debentures. The Fund is exposed to the risk that the value of interest-bearing financial 
instruments will fluctuate due to changes in the prevailing levels of market interest rates. The table below 
summarizes the Fund’s exposure to interest rate risk. It includes the Fund’s assets and liabilities, categorized by 
the earlier of contractual re-pricing or maturity dates. 

 
 August 31, 2016 
 

Financial Instrument Less than 1 
year 

1 to 5 years Non-interest 
bearing 

Total 

Investments $1,026,750 $1,760,000 $420,939 $3,207,689 
Cash    $1,397,151 $1,397,151 
Other assets   $132,848 $132,848 
Liabilities   $4,721,403 $4,721,403 

 
Interest bearing securities with a maturity of less than one year are comprised of venture investments in debt 
securities and short-term investments.            

 
 August 31, 2015 
 

Financial Instrument Less than 1 year 1 to 5 years Non-interest 
bearing 

Total 

Investments $3,803,186 $1,011,610 $956,226 $5,771,022 
Cash    $229,142 $229,142 
Other assets   $180,090 $180,090 
Liabilities   $6,174,446 $6,174,446 

 
Interest bearing securities with a maturity of less than one year are comprised of venture investments in debt 
securities and short-term investments. 
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Refer to tables below which present significant unobservable inputs used in the fair value measurements of 
investments classified as Level 3 for the impact of interest rate increases or decreases on the change in valuation 
of these investments. 

 
 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 Schedule of Portfolio Investments groups securities by asset type and market segment. 
 
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. 
 
As at August 31, 2016, the Fund had $420,939 (2015: 956,226) of non-interest bearing venture investments. If 
the value of the Fund’s non-interest bearing venture investments had increased or decreased by 5%, all other 
variables held constant, the net assets of the Fund would have increased or decreased respectively by 
approximately $21,047 or approximately 0.47% (August 31, 2015: $47,811, 0.88%) 

 
 Credit and Concentration Risk  
 

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 Financial 
Position represents the maximum credit risk exposure as at August 31, 2016 and August 31, 2015. This also 
applies to other assets, as they have a short term to settlement. 
 
Cash consists of highly liquid temporary deposits with Canadian banks. 
 
Where applicable, all transactions in listed securities are settled 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. 
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The Fund’s financial assets exposed to credit risk were concentrated as follows: 
 

 August 31, 2016 
Asset Security Counterparty Fair Value 

Cash  CIBC Mellon $1,397,151 
    
Debt Securities 
Venture Companies 

Secured by General Security Agreement Camouflage Software Inc., 
Dejero Labs Inc., Garner 
Distributed Workflow Inc., Health 
Care Services International Inc., 
Intelligent Mechatronic Systems 
Inc., Mobify Research and 
Development Inc., Optessa Inc., 
Roadhouse Holdings Inc. 

$2,786,750 

Total Cash and Debt 
Securities 

  
$4,183,901 

 
 August 31, 2015 

Asset Security Counterparty Fair Value 

Cash  CIBC Mellon       $229,142 
Short-term Investments Commercial Paper rated R1 HSBC Bank Canada    $1,799,064 
Debt Securities Venture 
Companies – Financial  

Secured by General Security Agreement Couch Commerce Inc., 
nCrowd Inc. 
 

$278,608 

Debt Securities in Venture 
Companies - Technology 

Secured by General Security Agreement AcuityAds Inc., FinanceIT 
Canada Inc., Intelligent 
Mechatronic Systems Inc., 
Optessa Inc., Skura Corp., 
Xiplink Inc.  

$2,737,124 

Total Cash and Debt 
Securities 

  
$5,043,938 

 
  

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, 
2016 or August 31, 2015.  
 
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. 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 venture investment by limiting 
the amount invested in any one company to 10% of the Net Asset Value of the Fund at the time of investment.  
As at August 31, 2016, the Fund’s venture investments exposed to credit risk were concentrated in the following 
sectors:  

 
 

 August 31, 2016 August 31, 2015 

Industry % of total investments # of companies % of total investments # of companies 

Financial Technology and 
Industrial 10.72% 1 13.50% 3 

Media Technology 22.60% 2 10.50% 1 

Health Care and Health 
Care  Technology 9.35% 1 9.70% 1 

Other Technology 44.21% 4 18.56% 3 

Total Venture Debt 
Investments 86.88% 8 52.26% 8 
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 All of the Fund’s investments subject to credit risk are located in Canada primarily in the province of Ontario. 
 
 Liquidity Risk 
 

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 that can be readily disposed of and/or 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. 
 
All the financial liabilities of the Fund as at August 31, 2016 and August 31, 2015 fall due within twelve months 
with the exception of contingent performance fees and redeemable shares. 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 tables indicate the fair value hierarchy of the inputs used in valuing the Fund’s investments at 
August 31, 2016 and August 31, 2015. 

 
  August 31, 2016 
 

Investments Quoted Prices in 
Active Market 

(Level 1) 

Significant 
Other 

Observable 
Inputs (Level 2) 

Significant 
Unobservable 

Inputs (Level 3) 

Total 

Fixed Term  - - $2,786,750 $2,786,750 
Equities - - $420,939 $420,939 

Total - - $3,207,689 $3,207,689 

 
  August 31, 2015 
 

Investments Quoted Prices in 
Active Market 

(Level 1) 

Significant 
Other 

Observable 
Inputs (Level 2) 

Significant 
Unobservable 

Inputs (Level 3) 

Total 

Fixed Term  - $1,799,064 $3,015,732 $4,814,796 
Equities - - $956,226 $956,226 

Total - $1,799,064 $3,971,958 $5,771,022 

 
The carrying value of all other financial instruments of the Fund, which may include cash, interest receivable, 
accounts payable, accrued liabilities and contingent performance fees approximates their fair value. During the 
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year ended August 31, 2016 and the year ended August 31, 2015 there were $NIL investments transferred 
between Level 1, Level 2, or Level 3. 

 
 

Level 3 August 31, 2016 August 31, 2015 

Balance -   beginning of year $3,971,958 $5,537,602 

Purchases $2,532,500 $512,830 

Sales ($2,606,927) ($2,035,666) 

Realized Gains (Losses) ($262,288) $35,806 

Change in Unrealized Gains (Losses) ($427,554) ($78,614) 

Balance – end of year $3,207,689 $3,971,958 

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

 
 

($100,651) ($71,568) 

 
Venture investments are classified as either fixed term securities or equity securities. As at August 31, 2016, 
fifteen investments were classified as equity securities and twelve investments were classified as fixed term 
securities (August 31, 2015, fifteen investments were classified as equity securities and eleven investments were 
classified as fixed term). During the year ended August 31, 2016 and the year ended August 31, 2015 there were 
no investments in fixed term securities that were converted to equity securities. 
 
The Fund’s equity investments consist of common share purchase warrants, preferred shares and common 
shares. The equity investments 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 using valuation methods 
typical of fixed income securities such as discounted cash flows and present value models.  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, 2016 were to increase or decrease by 10%, the 
value of the Fund would increase or decrease by approximately $320,768 (August 31, 2015 - $397,195). 
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The following tables present significant unobservable inputs used in the fair value measurements of investments 
classified as Level 3: 
 
August 31, 2016 
 
Level 3 
Investment 
Valuation Metrics Fair Value 

Valuation 
Technique 

Unobservable 
Inputs 

Range of 
Inputs 

Weighted 
Average 
Input 

Reasonable 
Possible 
Shift 

Change in Valuation 
+/(-) 

Debt Securities 
   

 

   
Performing Debt $2,626,750 

Discounted 
cash flow Discount rate 

13.50 – 
24.00% 17.83% 1.00% $428,379/($334,625) 

Non-performing 
Debt $160,000 

Estimated 
realizable 
value 

Impairment 
provision 

 
 

70% 70% 10% $16,000/($16,000) 

 
 

  

  
 

 

Equity Securities  
  

  
 

 

Common Share 
Warrants $90,899 

Transaction 
valuation 

Comparable 
Transactions 

_ _ 
10% $9,089/($9,089) 

Preferred Shares, 
Common Shares $330,040 

Comparable 
Multiples 

Enterprise Value/ 
Revenue Multiple 1.8 1.8 20% $66,008/($66,008) 

 
August 31, 2015 
 
Level 3 
Investment 
Valuation Metrics Fair Value 

Valuation 
Technique 

Unobservable 
Inputs 

Range of 
Inputs 

Weighted 
Average 
Input 

Reasonable 
Possible 
Shift 

Change in 
Valuation +/(-) 

Debt Securities 
   

 

   
Performing Debt $2,699,360 

Discounted 
cash flow Discount rate 

8.00% – 
17.00% 14.54% 1.00% $210,104/($158,123) 

Non-performing 
Debt $316,372 

Estimated 
realizable 
value 

Impairment 
provision 

_ 
52.44% 10% $31,637/($31,637) 

    

 

   
Equity Securities 

   

 

   Common Shares, 
Common Share 
Warrants $354,055 

Transaction 
valuation 

Comparable 
Transactions 

_ _ 
10% $35,406/($35,406) 

Preferred Shares, 
Common Shares $572,297 

Comparable 
Multiples 

Enterprise Value/ 
Revenue Multiple 

2.80 – 
10.00 2.81 20% $114,459/($114,459) 

Warrants $29,874 
Black-Scholes 
Model Volatility 

_ 
90% 20% $7,770/($8,624) 

 
 

10. FUTURE ACCOUTING CHANGES   

  IFRS 9, Financial Instruments 
 

The final version of IFRS 9, Financial Instruments, was issued by the IASB in July 2014 and will replace IAS 39 
Financial Instruments: Recognition and Measurement. IFRS 9 introduces a model for classification and 
measurement, a single, forward-looking “expected loss” impairment model and a substantially reformed approach 
to hedge accounting. The new single, principle based approach for determining the classification of financial 
assets is driven by cash flow characteristics and the business model in which an asset is held. The new model 
also results in a single impairment model being applied to all financial instruments, which will require more timely 
recognition of expected credit losses. It also includes changes in respect of own credit risk in measuring liabilities 
elected to be measured at fair value, so that gains caused by the deterioration of an entity’s own credit risk on 
such liabilities are no longer recognized in profit or loss. IFRS 9 is effective for annual periods beginning on or 
after January 1, 2018, however is available for early adoption. In addition, the own credit changes can be early 
applied in isolation without otherwise changing the accounting for financial instruments. The Fund is in the 
process of assessing the impact of IFRS 9 and has not yet determined when it will adopt the new standard. 
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  IFRS 15, Revenue from Contracts with Customers 

 
IFRS 15, Revenue from Contracts with Customers, was issued by IASB in May 2014 and will replace IAS 18, 
Revenue and IAS 11 construction contracts. IFRS 15 establishes a five-step model that will apply to revenue 
earned from all contracts with customers. The standard contains principles that an entity will apply to determine 
the measurement of revenue and timing of when it is recognized. The underlying principle is that an entity will 
recognize revenue to depict the transfer of goods or services to customers at an amount that the entity expects to 
be entitled to in exchange for those goods or services. IFRS 15 is effective for annual periods beginning on or 
after January 1, 2018. The Fund is in the process of evaluating the impact of IFRS 15 on the financial statements. 
 

11. SUBSEQUENT EVENT 

On September 23, 2016, the Fund announced that Roynat Capital Inc. had transferred all of its non-voting Class 
C Shares of the Fund to John Richardson, the Chief Executive Officer of the Fund. Mr. Richardson is now the 
sole holder of the Fund’s Class C Shares.  
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