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1. ESTABLISHMENT OF THE FUND 

Front Street Canadian Hedge (the “Trust”) is an investment trust created under the laws of the Province 
of Ontario pursuant to a Trust Agreement dated September 30, 2003 which was amended and restated 
on January 31, 2005 (the “Trust Agreement”). HSBC Trust Company (Canada), a trust company 
incorporated under the laws of Canada, which is authorized under the laws of the Province of Ontario to 
carry on the business of a trust company, is the trustee of the Trust (the “Trustee”). Front Street Capital, 
a Trust formed pursuant to a Trust agreement dated as of October 1, 2001, is the manager of the Trust 
(the “Manager”) pursuant to the Trust Agreement. 

The Trust’s investment objective is to provide holders of units (the “Unitholders”) with long-term capital 
growth primarily through the selection and strategic trading of both long and short positions in equity, 
debt and derivative securities. The Trust’s portfolio (the “Portfolio”) will consist primarily of investments, 
which generate capital gains, but will also include investments, which generate income. 

The beneficial interest in the Trust will be divided into interests in two series of units (the “Trust Units”), 
designated as common “A” series units (the “A units”) and “F” series units (the “F Units”). 

The Trust is not a “mutual fund” that is a reporting issuer or equivalent for securities law purposes. As a 
result, the protections provided to investors in mutual funds that are reporting issuers or equivalent 
under such laws are not available to investors in the Trust. 

 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

These financial statements are prepared in accordance with Canadian generally accepted accounting 
principles (“GAAP”) and the valuation principles as set forth in the Trust Agreement. In applying GAAP, 
management may make estimates and assumptions that affect the reported amounts of assets, 
liabilities, investment income and expenses reported during the period. Actual results could differ from 
these estimates. 
 
The net asset value of each series is computed by calculating the value of that series’ proportionate 
share of the assets and liabilities of the Trust common to all series, less liabilities attributable only to 
that series. Expenses directly attributable to a series are charged directly to that series. Income, gains 
and other expenses are allocated proportionately to each series based upon the relative net assets of 
each series.  The Trust is responsible for all ordinary expenses incurred in connection with the offering 
of units, operation, and administration of the Trust. 
 
The following is a summary of the significant accounting policies followed by the Trust: 
 
b) Basis of presentation: 
 

The financial statements include the financial position and results of operations and investment 
portfolio of the Trust; however, they do not include all the assets, liabilities, revenue and expenses 
of the individual unitholders. 
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b) Valuation of investments 

 
The Canadian Institute of Chartered Accountants’ (CICA) Handbook Section 3855, Financial 
Instruments- Recognition and Measurement, which applies to the interim periods and fiscal years 
beginning on or after October 1, 2006, requires that the fair value of financial instruments, which 
are actively traded, be measured based on the bid/ask price for the security. Prior to that, fair value 
for GAAP was based on the last traded price for the day, when available. For financial reporting 
purposes, starting from January 1, 2007, the Fund adopted the amended valuation policy for 
actively traded securities held by the Fund on retroactive basis without restatement of prior periods. 
Accordingly, the opening net asset value in the Statements of Changes in Net Assets for the period 
ended June 30, 2007 has been adjusted. Since the Canadian Securities Administrators issued a 
waiver authorizing an extension for the enforcement of Section 3855 for the purposes of calculating 
the funds' net asset value for purposes other than financial reporting purchases and redemptions 
for example, a reconciliation between the Funds’ net asset value for financial reporting (“GAAP 
NAV”) and Funds net asset value for purposes other than financial reporting (“Transactional NAV”) 
is given in note 6.  
 
Section 3855 also requires that transaction costs, such as brokerage commissions, incurred in the 
purchase and sale of securities by the Fund be charged to net income in the period. Accordingly, 
transaction costs are expenses and are included in “Transaction costs” in the Statement of 
Operations. Until December 31, 2006, the Fund’s policy has been to add these expenses to the 
cost of the securities purchased or deduct from proceeds of sale. Effective January 1, 2007, the 
Fund adopted the new accounting policy retroactively, without restatement of prior periods. 
 
Securities listed upon a recognized public stock exchange are valued at their bid/ask prices on the 
valuation date. Securities with no bid/ask prices are valued at their closing sale prices. Securities 
not listed on any recognized public securities exchange are valued in the same manner based on 
available public quotations from recognized dealers in such securities.  If market quotations are not 
readily available, securities will be valued at fair value as determined in good faith by, or under the 
supervision of, the Manager. 
 

c) Due from broker (cash balances): 
 

Due from broker are cash balances and short-term, highly liquid investments with original maturities 
of  365 days or less, and are carried at cost plus accrued interest which approximate market value. 

 
 

d) Investment transactions and income recognition: 
 

Investment transactions are recorded on the transaction date and any realized gains or losses are 
recognized using the average cost of the investment. Interest income is recognized on an accrual 
basis, with dividends being recorded on the ex-dividend date. Distributions from income funds 
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include trusts and limited partnerships and are recognized on the ex-distribution date. Net realized 
gains (losses) on the sale of investments include net realized gains or losses from foreign currency 
changes. 
 

e) Income tax: 
 

The Trust is taxed as a mutual fund trust under the Income Tax Act (Canada). The Trust is required 
to make distributions each year of its net income and net realized capital gains, and therefore will 
not generally be liable for income tax. It is the intention of the Trust to distribute all of its net income 
and net realized capital gains on an annual basis. Accordingly, no tax provision has been recorded. 
 

f) Foreign exchange: 
 

The market value of investments and other assets and liabilities that are denominated in foreign 
currencies are translated into Canadian dollars at the closing rate of exchange on each valuation 
date. Purchases and sales of investments and income derived from investments are translated at 
the rate of exchange prevailing on the respective dates of such transactions. The Trust does not 
separately report the effects of changes in foreign exchange rates from changes in market prices 
on investments held. Such changes are included in net realized and unrealized gain or loss from 
investments. 
 

g) Fair value of financial instruments: 
 

Financial assets and liabilities are valued at cost other than investments owned and investments 
sold short (see Note 2(c)). These balances are short term in nature and, therefore, their carrying 
values approximate fair values. 
 

 
h) Financial instruments and associated risks: 
 

The Trust's investment activities expose it to various types of risk that are associated with the 
financial instruments and markets in which it invests. 

 
(i)   Market risk: 
Market risk is the risk that the value of a financial instrument will fluctuate as a result of changes in 
market prices whether those changes are caused by factors specific to the individual security or its 
issuer or factors affecting all securities in the market. All trading instruments are recognized at fair 
value and all changes in market conditions directly affect the changes in net assets from operations. 

 
(ii) Currency risk: 
 
The Trust may invest in financial instruments denominated in currencies other than its 
measurement currency. Consequently, the Trust 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 Trust's assets or liabilities denominated in currencies other than 
Canadian dollars. 
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i) Net asset value per unit: 
 

The net asset value per unit is calculated by dividing the net asset value of a series of units by the 
total number of units of a series outstanding at the end of the period. 
 

j) Increase (decrease) in net assets from operations per unit: 
 

Increase (decrease) in net assets from operations per unit is based on the increase (decrease) in 
net assets from operations attributed to each series of units, divided by the weighted average 
number of units outstanding of that series during the period. 

 
 

3. DUE TO BROKER 
 

Due to broker is a margin account representing cash loans with the broker and is secured by the 
underlying securities owned by the Trust. 
 
 

4. RELATED PARTY TRANSACTIONS 
 

a) Management fees: 
 

Management fees equal to one-twelfth of 2.0% of the Series Net Asset Value in respect of the "A" 
units and one-twelfth of 1% of the Series Net Asset Value in respect of the "F" units, based on the 
weekly net asset value calculations during each month plus applicable taxes and related expenses, 
are payable within ten business days after the end of each month. Management fees are payable to 
the Manager. 
 

b) Performance fee: 
 

The performance fee per unit of each Series is paid to the Manager based on the Trust's annual 
performance. The performance fee is calculated and accrued monthly as 20% of the Trust 
performance in excess of a minimum performance as specifically defined in the Trust Agreement. 
 
 

5. UNITS OF THE TRUST 
 
Authorized 
 
The Trust is authorized to issue an unlimited number of redeemable units of beneficial interest, each of 
which represents an equal, undivided interest in the net assets of the Trust. Each unit entitles the holder to 
one vote and to participate equally with respect to any and all distributions made by the Trust. The 
redemption price per unit will be equal to the net asset value per unit calculated on the redemption date. 
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Units of the Trust surrendered for redemption at least 30 days prior to the last business day of each quarter 
(a "Valuation Date") will be redeemed at a redemption price equal to the net asset value per unit on such 
valuation date. Redemption of units prior to the first anniversary of the purchase of such units will be subject 
to an early redemption fee equal to 1% of the net asset value of the units so redeemed. 
 
 

Total Total
Series "A" Series "F" 2007 2006

Balance, Beginning of period 10,130,493        1,808,800    11,939,293    12,034,494  

Issued: 994,475             92,734         1,087,209      594,792       

Redeemed (308,816)             -              (308,816)         (794,416)       

Balance, End of period 10,816,152        1,901,534    12,717,686    11,834,870  

 
 
 
6. RECONCILIATION OF TRANSACTIONAL NAV TO GAAP NAV   
 

Transactional NAV Section 3855 GAAP NAV
Adjustment

Series "A"
NAV ($) 211,777,205                 (1,383,455)                  210,393,750                 

NAV per Unit ($) 19.58 (0.13)                           19.45                            

Series "F"
NAV ($) 37,838,514                   (247,208)                     37,591,306                   

NAV per Unit ($) 19.90                            (0.13)                           19.77                            

 
 
7. EXPENSES 
 
The Manager may pay out of the Trust property all expenses relating to the operation of the Trust and the 
carrying on of its business. These expenses may include management fees, performance fees, 
bookkeeping, legal, audit, trustee, registrar and transfer agency, custodial and safekeeping fees, taxes, 
brokerage commissions, advertising costs, interest, operating and administrative costs, Unitholder servicing 
costs, and costs of financial and other reports that are used in complying with the laws, regulations and 
policies regulating the issue or sale of units. 
 



Front Street Canadian Hedge 
 
Notes to Financial Statements 
 
June 30, 2007 (unaudited) 
 
 
 
8. DISTRIBUTION POLICY 
 
The Trust intends to distribute all of its income for purposes of the Tax Act, including sufficient net realized 
capital gains (less applicable losses), on an annual basis, so that the Trust will not be liable for income tax. 
Distributions over the life of the Trust will be derived primarily from net realized capital gains and income 
from the investment portfolio. 
 
As at June 30, 2007, no distributions were paid for  "A" units (2006: $Nil) and for "F" units (2006: $Nil). 
 
9. INDEMNIFICATION OF THE MANAGER 
 
The Trust, in its Trust Agreement, has indemnified the Manager, their principals and their respective 
affiliates from all claims that may arise for (i) mistakes of judgment or for action or inaction or for losses due 
to such mistakes, action or inaction so long as they acted honestly and not in bad faith and reasonably 
believed that their conduct was in the best interests of the Trust and (ii) losses due to mistakes of judgment 
or the action or omission of any broker or agent of the Manager, selected, engaged or retained by the 
Manager, the principals or their respective affiliates 
 
10. BROKERAGE COMMISSIONS 
 
Total brokerage commissions paid by the Trust during the period ended June 30, 2007 were $1,868,192  
(2006: $1,233,384). 
 
11. COMPARATIVE FIGURES 
 
The Trust has reclassified the comparative figures, where necessary, to conform to the current period's 
presentation. 

 
12. FILING EXEMPTION 
 
The Trust is relying on the exemption pursuant to Section 2.11 of National Instrument 81-106, not to file its 
financial statements with the Ontario Securities Commission. 
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