


FRONT STREET RESOURCE GROWTH AND INCOME CLASS

NOTES TO THE FINANCIAL STATEMENTS
OCTOBER 31, 2014 AND 2013

23.

4. FEES AND EXPENSES

The Fund pays a monthly management fee equal to 1/12 of 1.5 % of the net asset value of Series A, Series
B,  Series  F and Series  X shares  and 1/12 of  1.1% of  the net  asset  value of  Series  L shares  of  the Fund
calculated and paid at the end of each month in arrears from each Fund series.

In consideration of the management fees payable by the Fund to the Manager, the Manager is responsible
for providing marketing and promotion, fund management and administration and investment advisory
services to the Fund.  Fund management and administration services include establishing investment
objectives, selecting investment sub-advisors, if applicable, and establishing and maintaining an
appropriate infrastructure to meet accounting, financial and taxation reporting requirements.  The
Manager is also responsible for establishing and maintaining a servicing and risk management framework
to ensure regulatory compliance, which includes regular monitoring.  The Manager does not charge or
allocate corporate overhead or expenses to the Fund.

The Fund pays a monthly service fee of 1/12 of 1.0% of the net asset value of the Series A and Series B
shares and 1/12 of 0.4% of the net asset value of Series L shares calculated and paid at the end of each
month in arrears. The Fund pays a monthly service fee of 1/12 of 0.5% of the net asset value of Series X
shares, calculated and paid at the end of each month in arrears.

There are no performance fees payable for the Fund.

The Fund is responsible for payment of all operating and administrative expenses of the Fund.  The main
components of these expenses are legal and accounting fees, printing expenses, reporting issuer filing and
sustaining fees, custodial fees, fees payable to, and expenses incurred by, the Fund's Independent Review
Committee and expenses of making distributions to shareholders.  As the Fund has more than one series
of shares, the shareholders of each series bear their pro rata share of those expenses which are common to
the operation of all series, as well as those expenses which are attributable solely to that series.

The  Manager  may,  at  its  discretion,  add  a  service  charge  of  up  to  15%  of  the  costs  incurred  for  any
operating and administrative costs charged to the Fund other than management services which are already
included in the management fee rate which the Manager receives from the Fund.  The 15% service charge
is intended to cover certain investor servicing costs attributable solely to the Fund, such as establishment
of the Fund's client servicing models, maintenance of investor support phone lines, and investor website
and email support.
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5. INCOME TAX AND DISTRIBUTION

The Fund qualifies as a mutual fund corporation under the Income Tax Act (Canada).  The Corporation
will earn three types of income, Canadian dividends, taxable capital gains and other net taxable income.
The income of the Fund, including taxable capital gains, will be subject to tax at applicable corporate tax
rates, after claiming allowable deductions for expenses and applicable credits for foreign taxes paid on
foreign source income. Income tax on capital gains is refundable to the Fund to the extent that such gains
are  distributed to shareholders  as  capital  gains  dividends or  the Fund's  shares  are  redeemed.   Gains  and
losses realized by the Fund in relation to certain derivative transactions and short sale transactions may be
taxed on account of income as opposed to on account of capital.  Other income is subject to tax at
normal corporate rates and is not subject to refundable tax treatment.

The Fund may elect in the prescribed manner and form in order to have the dividends it distributes
treated as capital gains dividends to the extent that the dividends do not exceed the Fund's capital gains
dividend account.  The capital gains dividend account will be represented by the amount by which capital
gains realized by the Fund while it was a mutual fund corporation exceed the aggregate of:

(a)  capital losses realized by the Fund while it was a mutual fund corporation;
(b)  certain capital gains dividends previously paid by it; and
(c)  amounts in respect of which the Fund received capital gains tax refunds.

The Corporation is a single legal entity for tax purposes and is not taxed on a fund-by-fund basis.
Non-capital and capital losses of the Corporation may be applied against the income and/or capital gains
attributable to the Corporation as a whole irrespective of the Fund from which the income, gains and/or
losses arise.  Therefore, where the Corporation has positive net taxable income, any current tax liability
can be offset with the utilization of unused prior year tax losses of the Corporation.  Further, the
payment of capital gains dividends, will also reduce or eliminate any taxes payable by the Corporation.
This eliminates the requirement for a net tax provision for the Fund.

The Corporation's shares are qualified investments for registered plans.

6. TRANSACTION COSTS

The total brokerage commissions paid by the Fund with respect to security transactions for the year ended
October 31, 2014 was $435,164 (2013 - $695,729).
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7. RELATED PARTY TRANSACTIONS

During the years ended October 31, 2014 and 2013, fees paid to the Manager were as follows:

2014 2013

Management fees, note 4 $ 1,478,676  $ 1,393,846

Servicing fees, note 4 $ 845,957  $ 811,145

Operating costs, note 4 $ 55,023  $ 55,153

Included in accrued expenses are amounts payable to the Manager as follows:

2014 2013

Management fees payable $ 101,015  $ 102,244
Servicing fees payable 57,450 57,365
Operating costs payable 11,133 10,129

$ 169,598  $ 169,738

The following are shares held by the related parties of the Fund:
2014 2013

Series B shares held by the Partners of the Manager  16,233.40   15,525.36
Percentage of Series B shares held by the Partners of the Manager 0.15% 0.16%

Series F shares held by the relatives of the Partners of the Manager 903.33 872.82
Percentage of Series F shares held by the relatives of the Partners
 of the Manager 0.43% 0.50%

Series L shares held by the Partners of the Manager  227,602.85   220,813.87
Percentage of Series L shares held by the Partners of the Manager 13.86% 10.59%

Series L shares held by the relatives of the Partners of the Manager  84,819.65   82,289.63
Percentage of Series L shares held by the relatives of the Partners
 of the Manager 5.16% 3.95%

As at October 31, 2014, the Fund held Nil shares (2013 - $100,000), representing Nil% (2013 - 1.4%) of
the net assets, in Front Street U.S. MLP Income Fund Limited which was also managed by the Manager.
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7. RELATED PARTY TRANSACTIONS (Continued..)

The Fund may place a portion of its portfolio transactions with brokerage firms which are affiliates of the
Manager provided it determines that these affiliates' trade execution abilities and costs are comparable to
those non-affiliated, qualified brokerage firms, on an execution-only basis.  During the year ended
October 31, 2014, Tuscarora Capital Inc., a company under common control to the Manager, received
$2,700 (2013 - $1,215) in commissions on portfolio transactions for the Fund.

Management fees, servicing fees, and operating costs are measured at the exchange amount of
consideration prescribed by the offering documents of the Fund.  When related parties enter shareholder
transactions with the Fund, the exchange amount of consideration is the transactional NAV available to all
other shareholders on the trade date.  In the case of brokerage commissions, the exchange amount of
consideration is that which is negotiated by the related parties.

8. SECURITIES LENDING

The Fund lends portfolio securities from time to time in order to earn additional income.  The Fund has
entered into a securities lending program with its custodian, NBCN Inc.  The aggregate fair value of all
securities loaned will not exceed 50% of the net assets of the Fund. The Fund receives collateral (in the
form of obligations of, or guaranteed by, the Government of Canada, or a province thereof, or by the
United States government or its agencies and/or cash) against the loaned securities.  Collateral is
maintained in an amount representing at least 102% of the fair value of the loaned securities during the
year the loan is outstanding.  The fair value of the loaned securities is determined daily at the close of
business of the Fund and any additional collateral required is delivered to the Fund on the next business
day.  As at October 31, 2014 and October 31, 2013, the aggregate fair values of the Fund's securities
loaned and the collateral received were as follows:

2014 2013

Value of securities loaned $ 6,359,919  $ 5,083,128

Value of collateral received $ 6,520,622  $ 5,258,767
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9. RECONCILIATION  OF  NET  ASSET  VALUE  TO  NET  ASSETS  FOR  FINANCIAL
STATEMENTS

In accordance with the decision made by the Canadian securities regulatory authorities, a reconciliation
between the transactional net asset value ("NAV") and net assets calculated using generally accepted
accounting policies ("GAAP NA") of an investment fund is required for financial reporting years ending
on or after October 31, 2007.  For investments that are traded in an active market where quoted prices
are readily and regularly available, Section 3855 requires bid prices (for investments held) and ask prices
(for investments sold) to be used in the fair valuation of investments, rather than the use of closing trade
prices currently used for the purpose of determining transactional NAV.  For investments that are not
traded in an active market, Section 3855 requires the use of specific valuation techniques (see note 2)
rather than the use of valuation techniques in of general practice in the investment funds industry.

These changes account for the difference between transactional NAV and GAAP NA.  The impact of
the adoption of Section 3855 on the net asset value of the Fund is as follows:

As at October 31, 2014
Transactional Section 3855 GAAP Transactional GAAP

NAV Adjustment NA NAV per NA per
share share

Series A $ 1,735,491 $ (8,065) $ 1,727,426 $ 5.92 $ 5.89
Series B 58,479,990 (271,610) 58,208,380 5.58 5.55
Series F 1,181,668 (5,479) 1,176,189 5.69 5.66
Series L 10,630,705 (49,287) 10,581,418 6.47 6.44
Series X 5,885 (27) 5,858 6.02 5.99

Total $ 72,033,739 $ (334,468) $ 71,699,271

As at October 31, 2013
Transactional Section 3855 GAAP Transactional GAAP

NAV Adjustment NA NAV per NA per
share share

Series A $ 1,789,562 $ (3,149) $ 1,786,413 $ 6.45 $ 6.44
Series B 59,907,894 (105,435) 59,802,459 6.10 6.09
Series F 1,066,582 (1,877) 1,064,705 6.16 6.14
Series L 14,527,359 (25,597) 14,501,762 6.97 6.96
Series X 6,177 (11) 6,166 6.52 6.51

Total $ 77,297,574 $ (136,069) $ 77,161,505
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10. FINANCIAL INSTRUMENTS

The Fund's assets and liabilities classified in accordance with CPA Canada Handbook Section 3855 are as
follows:

As at October 31,

2014 2013
Assets

 Held for trading $ 70,069,751  $ 77,397,859
 Loans and receivables 2,741,140 1,018,281
 Cash and cash equivalents 2,510,377 -

 Total Assets $ 75,321,268  $ 78,416,140

Liabilities
 Held for trading $ 1,017,603  $ -
 Other financial liabilities at amortized cost 2,604,394 909,642
 Bank overdraft - 344,993

 Total liabilities $ 3,621,997  $ 1,254,635

 Net Assets $ 71,699,271  $ 77,161,505

The Fund's financial instruments consist of investments at fair value, cash and cash equivalents, accounts
receivable relating to portfolio assets sold, amounts receivable relating to accrued income, accounts
receivable relating to shares issued, liabilities for portfolio assets purchased, obligations from portfolio
assets sold short, at fair value, accrued expenses and accounts payable relating to shares redeemed.  It is
the Manager's opinion that due to the short term nature of these financial instruments, the Fund is not
exposed to significant market price, currency, interest rate, liquidity, cash flow and credit risks arising from
these financial instruments except as described below.  The fair value of these financial instruments
approximate their carrying values, unless otherwise noted.
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10. FINANCIAL INSTRUMENTS (Continued...)

Risk Management

The Investment Advisor seeks to minimize potential adverse effects of these risks on the Fund's
performance by employing professional, experienced portfolio advisors, by daily monitoring of the Fund's
positions and market events, and by diversifying the investment portfolio within the constraints of the
investment objective.  To assist in managing risk, the Manager also maintains a governance structure that
oversees the Fund's investment activities and monitors compliance with the Fund's stated investment
strategy and securities regulations.

The Fund's investment activities expose it to various types of risk that are associated with the financial
instruments and markets in which it invests. The Statement of Investment Portfolio presents the securities
held by the Fund as at October 31, 2014, and groups the securities by asset type, sector and/or market
segment.  Significant risks that are relevant to the Fund are discussed below.

i)  Market price risk

Market price risk, is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market prices (other than those arising from interest rate risk or
currency risk), whether those changes are caused by factors specific to the individual financial
instrument or its issuer, or factors affecting similar financial instruments traded in the market.

The Fund is exposed to market price risk arising from its investments in securities.  The Investment
Advisor  manages  the  Fund’s  market  price  risk  on  a  daily  basis  in  accordance  with  the  Fund’s
investment objective and policies.

ii) Currency risk

The Fund may invest in financial instruments denominated in currencies other than its measurement
currency.  Consequently, the Fund is exposed to risks that the exchange rate of its currency relative
to other currencies may change in a manner that has an adverse effect on the value of the portion of
the Fund's assets or liabilities denominated in currencies other than Canadian dollars, absent any
changes in market prices or investment specific events.

Included in the undernoted accounts are the following foreign currency balances:

Currency
Investments,
at Fair Value       Cash

Net
Exposure

Percentage of
GAAP NA

United States Dollar $ 4,074,955 $ 1,294,480 $ 5,369,435 7.49%
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10. FINANCIAL INSTRUMENTS (Continued...)

iii) Interest rate risk

The Fund may invest in fixed and floating rate securities.  The income of the Fund may be affected
by changes to interest rates relevant to particular securities or as a result of management being unable
to secure similar returns on the expiry of contracts or sale of securities.  The value of fixed interest
securities may be affected by interest rate movements or the expectation of such movement in the
future.  Interest payable on bank overdraft or broker margin account positions will be affected by
fluctuations in interest rates.  As at October 31, 2014, there were 9.5% (2013 - 14.7%) of net assets
in debt instruments.  The remaining portion of the Fund's investments are substantially non-interest
bearing equity investments.

Financial assets
Floating Rate

Financial Assets
Fixed Rate

Financial Assets
Non-interest

Bearing Total

Held for trading $ - $ 6,795,848 $ 63,273,903 $ 70,069,751
Loans and receivables - - 2,741,140 2,741,140
Cash and cash equivalents 2,510,377 - - 2,510,377

Total $ 2,510,377 $ 6,795,848 $ 66,015,043 $ 75,321,268

Financial liabilities

Held for trading $ - $ - $ 1,017,603 $ 1,017,603
Other financial liabilities - - 2,604,394 2,604,394

Total $ - $ - $ 3,621,997 $ 3,621,997

GAAP NA $ 71,699,271
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10. FINANCIAL INSTRUMENTS (Continued...)

iv) Liquidity risk

Liquidity risk is the risk the Fund will encounter difficulty in meeting obligations associated with
financial liabilities.  Shareholder redemption requests are the main liquidity risk for the Fund.

The Fund maintains sufficient cash and marketable securities, and manages liquidity risk through its
ability to close out market positions.

Financial assets
0 - 12

months
1 - 3
years

3 - 5
years

Beyond
5 years

Indefinite
maturity Total

Held for trading $ 7 $ 3,862 $ 3,336,124 $ 3,459,724 $ 63,270,034 $ 70,069,751
Loans and receivables 2,741,140 - - - - 2,741,140
Cash and cash
    equivalents  2,510,377 - - - -  2,510,377

Total $ 5,251,524 $ 3,862 $ 3,336,124 $ 3,459,724 $ 63,270,034 $ 75,321,268

Financial liabilities

Held for trading $ - $ - $ - $ - $ 1,017,603 $ 1,017,603
Other financial liabilities 2,604,394 - - - - 2,604,394

Total $ 2,604,394 $ - $ - $ - $ 1,017,603  3,621,997

GAAP NA $ 71,699,271

Certain of the Fund's investments are in private securities which are thinly traded.  As at October 31,
2014, the fair value of such assets was 5.1% (2013 - 9.9%) of the total net assets.

v) Cash flow risk

The risk that future cash flows associated with a monetary financial instrument will fluctuate in
amount.  In the case of a floating rate debt instrument, for example, such fluctuations could result
from a change in the effective interest rate of the financial instrument, usually without a
corresponding change in its fair value.
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10. FINANCIAL INSTRUMENTS (Continued...)

vi) Credit risk

The Fund is exposed to credit risk arising from its transactions with its counterparties and brokers,
related to securities purchases and sales and the Fund's securities lending activities. Credit risk is the
risk that one party to a financial instrument will fail to discharge an obligation and cause the other
party to incur a financial loss.

Financial assets which potentially expose the Fund to credit risk consist principally of investments in
bonds and amounts due from brokers.  The Fund seeks to mitigate its exposure to credit risk by
placing its cash, and transacting its securities activity with large financial institutions.  The Fund may
also invest in corporate bonds.  Until the bonds are sold or mature, the Fund is exposed to credit
risk relating to whether the bond issuer will meet its obligations when they come due.  The extent
of the Fund's exposure to credit risk in respect of these financial assets is reflected in their carrying
values as recorded in the Fund's Statement of Net Assets.

To partially mitigate credit risk with respect to its securities lending the Fund receives collateral
against  the securities  loaned (note  8).   As at  October  31,  2014,  the  Fund loaned securities  with an
aggregate fair value of $6,359,919 (2013 - $5,083,128) and received collateral with aggregate fair
value of $6,520,622 (2013 - $5,258,767).

As at October 31, 2014, the Fund had 9.5% (2013 - 14.7%) of net assets in debt instruments with
the following credit ratings obtained from Standard and Poor's, Moody's or DBRS:

Debt instruments by credit rating Percentage of GAAP NA

BB+ 1.7%
BB 1.6%
B+ 0.7%
B 2.3%
B- 0.8%
Not available or not rated 2.4%
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11. CAPITAL MANAGEMENT

The Manager considers the Fund’s capital to consist of the issued ordinary share capital and the net assets
attributable to participating shareholders.

The Manager manages the capital of the Fund in accordance with the Fund’s investment objectives,
policies and restrictions, as outlined in the Fund’s prospectus, while maintaining sufficient liquidity to meet
participating shareholder redemptions.  The Fund’s overall strategy for managing capital remains
unchanged from 2013.

The Fund does not have any externally imposed capital requirements.

12. FAIR VALUE HIERARCHY

The following is a summary of the inputs used as of October 31, 2014 in valuing the Fund's investments
and derivatives at fair value as discussed in note 2(c):

Assets at fair value as at
October 31, 2014

Quoted prices
in active

markets for
identical assets

Level 1

Significant
other

observable
inputs

Level 2

Significant
unobservable

inputs

Level 3 Total

Investments, at fair value $ 58,874,251 $ 7,529,380 $ 3,666,120 $ 70,069,751

Liabilities at fair value as at
October 31, 2014

Level 1 Level 2 Level 3 Total
Obligations from portfolio
used, at fair value $ 1,017,603 $ - $ - $ 1,017,603



FRONT STREET RESOURCE GROWTH AND INCOME CLASS

NOTES TO THE FINANCIAL STATEMENTS
OCTOBER 31, 2014 AND 2013

34.

12. FAIR VALUE HIERARCHY (Continued...)

During the year ended October 31, 2014, reconciliation of investments measured at fair value using
unobservable inputs (Level 3) is presented as follows:

Investments, at fair value Investments, at fair value
Equities Bonds

Beginning balance as at November 1, 2013 $ 6,604,110 $ 1,000,000
Proceeds from sales  (93,014) -
Transfers in 159,180 -
Transfers out -  (1,000,000)
Gains (losses)

Realized  (372,057) -
Unrealized  (2,632,099) -

Balance at October 31, 2014 $ 3,666,120 $ -

The transfers in equities represents an equity that has moved from level one to level three as a result of no
longer having observable market data.

The transfers out of bond represents a bond reallocated to level one as it became a listed security.

13. SUBSEQUENT EVENT

On December 31, 2014, the Fund announced the acquisition of Front Street Flow-Through 2013-I
Limited Partnership and Front Street Flow-Through 2013-II Limited Partnership on a tax deferred
rollover basis (the "Mutual Fund Rollover Transaction").  The Mutual Fund Rollover Transaction will
take place on or about March 5, 2015 after the close of business.



This Page Intentionally Left Blank  





 

 

FRONT STREET CAPITAL 
33 Yonge Street, Suite 600 

Toronto, ON M5E 1G4  

Tel.: 1 (800) 513-2832 
or (416) 364-1990 

Fax: (416) 364-8893 
www.FrontStreetCapital.com

 

 


