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6. TRANSACTION COSTS 
 

The total brokerage commissions paid by the Fund with respect to securities transactions for the period 
ended October 31, 2014 was $15,076. 

 
 
7.  RELATED PARTY TRANSACTIONS 
 

During the period ended October 31, 2014, fees paid to (waived and/or absorbed by) the Manager were 
as follows: 

 
Management fees, note 4 $ 90,043   

 
Servicing fees, note 4 $ 46,340   

 
Expenses waived and/or absorbed by Manager, note 4 $ (203,212)   

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

 October 31, 2014 
 

Servicing fees payable $ 7,741   
 

The following are shares held by the related parties of the Fund: 
 October 31, 2014 
 

Series F shares held by the Manager  15,507   
Percentage of Series F shares held by the Manager 20.57%  

 
 

As at October 31, 2014, the Fund held 485,755 shares of Front Street Tactical Bond Class Series F, 
representing 31.81% of the total Front Street Tactical Bond Class Series F shares outstanding, 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  period ended 
October 31, 2014, Tuscarora Capital Inc., a company under common control to the Manager, received 
$11,703 in commissions on portfolio transactions for the Fund. 

 
Management fees, servicing fees, operating costs and performance fees 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. 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 principles ("GAAP NA") of an investment fund is required.  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 sale 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 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 GAAP 
  Transactional Section 3855 GAAP NAV NA 
  NAV Adjustment NA per share per share 

 
Series A $ 8,398,867 $ (3,107) $ 8,395,760 $ 9.95  $ 9.95 
Series B  1,047,773  (389)  1,047,384  9.91   9.91 
Series F  753,184  (279)  752,905  9.99   9.99 

Total $ 10,199,824 $ (3,775) $ 10,196,049   



 
FRONT STREET GLOBAL BALANCED INCOME CLASS 
 
NOTES TO THE FINANCIAL STATEMENT 
OCTOBER 31, 2014 
 
 

23. 

 
 
9. FINANCIAL INSTRUMENTS 
 

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

 
 October 31, 2014 
 Assets 

 Held for trading $ 9,122,526   
 Cash and cash equivalents  1,112,318   
 Loans and receivables  112,703   

 
 Total Assets $ 10,347,547   

 
 Liabilities 

 Held for trading  $ -   
 Other financial liabilities at amortized cost  151,498   

 
 Total liabilities $ 151,498   

 
 Net Assets $ 10,196,049   

 
 

The Fund's financial instruments consist of investments, at fair value, cash and cash equivalents, accounts 
receivable relating to portfolio assets sold, accounts receivable relating to shares issued, amounts 
receivable relating to accrued income, liabilities for portfolio assets purchased, distributions payable, 
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. 

 
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. 
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9. FINANCIAL INSTRUMENTS (Continued...) 
 

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 price 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 $ 3,935,549  $ 655,568  $ 4,591,117   45.03%  
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9. 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 no investments in bonds or short 
term investments. 

 
 

Financial assets 
Floating Rate 

Financial Assets
 

Fixed Rate 
Financial Assets

Non-interest 
Bearing 

 
Total 

Held for trading $ -  $ -  $ 9,122,526  $ 9,122,526  
Cash and cash equivalents  1,112,318   -   -   1,112,318  
Loans and receivables  -   -   112,703   112,703  

 
Total $ 1,112,318  $ -  $ 9,235,229  $ 10,347,547  

 
 
Financial liabilities 
 
Held for trading 

 
 
 

$ -  

 
 
 

$ -  

 
 
 

$ -  

 
 
 

$ -  
Other financial liabilities  -   -   151,498   151,498  
     
Total $ -  $ -  $ 151,498  $ 151,498  
 
GAAP NA 

 
 

 
 

 
 

 
$ 10,196,049  
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9. 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 $ - $ -  $ - $ -  $ 9,122,526 $ 9,122,526 
Cash and cash equivalents  1,112,318  -  -  -   -  1,112,318 
Loans and receivables  112,703  -  -  -   -  112,703 
 
Total 

 
$ 1,225,021 

 
$ - 

 
$ - 

 
$ -  

 
$ 9,122,526 

 
$ 10,347,547 

 
Financial liabilities 

 

 
Held for trading 

 
$ - 

 
$ - 

 
$ - 

 
$ -  

 
$ - 

 
$ - 

Other financial liabilities  151,498  -  -  -   -  151,498  

Total $ 151,498 $ - $ - $ -  $ -  151,498 
 
GAAP NA 

  
$ 10,196,049 

 
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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9. 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. 

 
As at October 31, 2014, the Fund invested 49.3% of its net assets in Front Street Tactical Bond 
Class, of which 93.4% of its net assets were invested in debt instruments.  Credit ratings of the debt 
instruments of Front Street Tactical Bond Class have been obtained from Standard and Poor's, 
Moody's or DBRS.  The effective exposure on the Fund is as follows: 

 
 Debt instruments Percentage of 
 by credit rating Front Street Tactical Effective exposure 
  Bond Class net assets on the Fund 
 
 BBB 1.2% 0.6% 
 BB+ 25.0 % 12.3% 
 BB 20.9 % 10.3% 
 BB- 15.0 % 7.4% 
 B+ 14.2 % 7.0% 
 B 8.9 % 4.4% 
 B- 5.9 % 2.9% 
 CCC+ 1.7 % 0.8% 
 Not available or not rated 0.6 % 0.3% 
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10. 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 does not have any externally imposed capital requirements. 

 
 
11. FAIR VALUE HIERARCHY 
 

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

 
 
 
 
 
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 $ 9,122,526  $ -  $ -  $ 9,122,526 
 
 

During the period ended October 31, 2014, the Fund did not hold any investment measured at fair value 
using unobservable inputs (Level 3). 





 

 

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

 

 


