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Notes: 

1. This Interim Management Report of Fund Performance contains financial highlights but does not contain the complete 
interim financial report or annual financial statements of the Fund.  You can get a copy of the interim financial report 
and annual financial statements at your request, and at no cost, by calling 1-(800)-336-9528, by writing to us at  
(contact information above) or by visiting our website at www.stoneco.com or SEDAR at www.sedar.com .  Security 
holders may also contact us to request a free copy of First National Mortgage Investment Fund’s proxy voting policies 
and procedures, proxy voting disclosure record, or quarterly portfolio disclosure.  

2. This report may contain forward looking statements.  Forward looking statements involve risks and uncertainties and 
are predictive in nature and actual results could differ materially from those contemplated by the forward looking 
statements. 

3. Unless otherwise indicated all information is as at June 30, 2016. 

4. None of the websites that are referred to in this Interim Management Report of Fund Performance, nor any of the 
information on any such websites, are incorporated by reference in this Interim Management Report of Fund 
Performance. 
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Investment Objectives and Strategies 

First National Mortgage Investment Fund (the “Fund”) is a non-redeemable investment fund established under the 
laws of the Province of Ontario that issued units of the Fund (the “Units”) at a price of $10.00 per Unit (the 
“Offering”) settled on December 19, 2012. 

The investment objectives of the Fund are to: 

(i) provide holders of the Units (“Unitholders”) with tax-advantaged monthly cash distributions; and 

(ii) preserve capital. 

The Fund was created to obtain exposure to a diversified portfolio (the “Portfolio”) of Mortgages originated by First 
National Financial LP (the “Mortgage Advisor” or “First National”), a wholly owned subsidiary of First National 
Financial Corporation.  

The Fund obtains economic exposure to the Portfolio through a forward agreement (the “Forward Agreement”).  
The return to the Fund will, by virtue of the Forward Agreement, be based on the performance of FN Mortgage 
Investment Trust (the “Mortgage Trust”), an investment trust created to hold the Portfolio.  As the Fund will 
partially settle the Forward Agreement to fund distributions, such distributions will be comprised primarily of 
returns of capital and capital gains and accordingly, such distributions are described as tax-advantaged. 

The Mortgage Trust will seek to accomplish its investment objectives through prudent investments in short term 
Mortgages (typically 12-36 months) primarily on multi-unit residential and commercial mortgages across Canada.   
Mortgages will be secured primarily by income producing Real Property where the principal and interest can be 
serviced from cash flow generated by the underlying Real Property.  

 

Results of Operations 

The First National Mortgage Investment Fund completed an initial public offering (“IPO”) of 5,520,000 units 
(4,600,000 Class A units and 920,000 Class H units, together the “Unit Offering”) on December 19, 2012, raising 
$55,200,000 in gross proceeds. The proceeds of the offering, net of underwriters’ fees of $2,415,000 and $690,000 
of other offering expenses on the Class A units, were use to purchase a basket of common shares as described 
below. The Fund’s over-allotment option was exercised on January 7, 2013, such that an additional 290,000 Units 
were issued for $2,900,000 million in gross proceeds. The proceeds of the offering, net of underwriters’ fees of 
$152,250 and $43,500 of other offering expenses, were use to purchase an additional basket of common shares. In 
total, 5,810,000 units were issued at $10 per Unit. On December 21, 2012, and subsequently on January 10, 2013, 
the Fund entered into forward agreements with the Mortgage Trust such that $54,759,247 of capital was raised by 
the Mortgage Trust. As at June 30, 2016, the total capital was $35,906,007 primarily as a result of redemptions 
pursuant to the Fund’s annual redemption privilege in June 2014, 2015 and 2016 totalling $18,873,445. 

The Fund’s net assets attributable to holders of redeemable units (“net assets”) were $35.9 million as at June 30, 
2016. The net assets consisted of three significant components: a $31.8 million common share basket, the Forward 
Agreement which exchanges the value of the share basket for the value of the Portfolio held by the Mortgage Trust, 
valued at $9.3 million, and a $4.9 million payable in respect of the annual redemption privilege. After the Fund 
closed on December 19, 2012, the first portfolio of mortgages was purchased by the Mortgage Trust on December 
28, 2012 and was fully invested by April 30, 2013. For the six months ended June 30, 2016, the Mortgage Trust 
earned interest revenue primarily from the Portfolio and had only small amounts of uninvested cash. The increase in 
net assets from operations earned by the Mortgage Trust for the six months ended June 30, 2016 was $1,686,795. 
This performance was reflected in the Statement of Comprehensive Income of the Fund in “Total Income” which 
totalled $1,716,316 for the six months ended June 30, 2016. Specifically, the Fund reported net realized gains on 
sale of $299,274 on the common share basket, a change in the unrealized gain on the revaluation of the common 
share basket of $3,668,975 and a change in the unrealized loss on the value of the Forward Agreement of 
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$2,281,550. Together these approximate the change in value of the net assets of the Mortgage Trust from January 1 
to June 30, 2016 which accrues to the Fund through the Forward Agreement.    

As at June 30, 2016, the net assets per unit of the Fund’s Class A units was $9.30 compared to $9.28 per unit as at 
December 31, 2015.  For the six months ended June 30, 2016, the Fund’s Class A units recorded a net increase in 
net assets attributable to redeemable units of $1,132,568 or approximately $0.32 per unit and distributed to those 
unitholders $1,059,748 or $0.30 per unit. As at June 30, 2016, the net assets per unit of the Fund’s Class H units was 
$10.23 compared to $10.17 per unit as at December 31, 2015.  For the six months ended June 30, 2016, the Fund’s 
Class H units recorded a net increase in net assets attributable to redeemable units of $274,847 or approximately 
$0.36 per unit and distributed to those unitholders $234,600 or $0.30 per unit. These returns are earned by virtue of 
the Forward Agreement, based on the performance of the Portfolio of the Mortgage Trust. The following Manager’s 
commentary relates to the Fund’s exposure to the performance of the Portfolio held in the Mortgage Trust. 

For the six months ended June 30, 2016, the Mortgage Trust invested its capital in eligible mortgages and used a $10 
million revolving line of credit to invest in additional mortgages and add leverage to increase unitholder returns. As 
at June 30, 2016, the Mortgage Trust had mortgage assets of $45,915,208. The Mortgage Trust earned interest 
revenue from the Portfolio for the period as well as interest on cash balances as they arose with mortgage payments, 
particularly related to scheduled maturities. The statements of comprehensive income shows interest revenue of 
$2,206,840 and expenses of $520,045 for an increase in net assets attributable to redeemable units of $1,686,795. 
The increase results primarily from the return from the Portfolio, which yielded approximately 9.02% less the 
operating costs of the Mortgage Trust. 

As at June 30, 2016, the net asset value per unit of the Mortgage Trust were $13.17 compared to the net asset value 
per unit as at December 31, 2015 of $12.64.  For the six months ended June 30, 2016, the Mortgage Trust recorded 
an increase in net assets from operations of $1,686,795, equivalent to $0.53 per unit. 

The Mortgage Trust began the 2016 year with a portfolio of 38 mortgages with a carrying value of $47,121,028 and 
an effective average interest rate of 9.14%. During the six months ended June 30, 2016, the Mortgage Trust invested 
in 5 new mortgages and advanced additional principal on 4 existing mortgages. The aggregate investment in the 9 
advanced mortgages was $7,170,227 at an average effective interest rate of 8.61%. As at June 30, 2016, the 
Portfolio consisted of $45,915,208 of first and second mortgages with an average term to maturity of 22 months 
[December 31, 2015 - 21 months]. The Mortgage Trust’s return was driven primarily by interest income on these 
mortgages. 

At June 30, 2016, the Mortgage Trust’s capital was primarily invested in mortgages receivable with $734,780 
invested in cash. In addition, the Mortgage Trust had an outstanding loan balance of $5,735,000 advanced under the 
credit facility at June 30, 2016, all of which was invested in income producing mortgages. The composition of the 
Portfolio at June 30, 2016 was consistent with the investment objectives and strategy of the Mortgage Trust. 
Portfolio capital was deployed primarily in floating rate mortgages. The portfolio had an average loan to value ratio 
of 71% [December 31, 2015 - 72%]. The mortgage receivables are typically with borrowers with whom the 
Mortgage Advisor has a history of experience.  

Recent Developments 

Global macroeconomic concerns continue to dominate financial headlines and weigh on investor sentiment.  The 
Manager expects these issues will continue to draw attention for some time with markets intermittently focusing on 
the latest developments resulting in periods of higher volatility.  The Mortgage Advisor believes this volatility will 
keep interest rates low in Canada. Accordingly, real estate financing will continue to be cheap in comparison to the 
typical interest rate environment in Canada over the past twenty-five years. This environment will provide incentive 
for real estate developers to take on new transactions and require the type of mortgage lending which the Fund is 
offering. 

The Fund utilizes the Forward Agreement for its tax advantages to unitholders. In 2013, the Government of Canada 
enacted legislation which effectively put an end to such tax strategies referred to as "character conversions". The 
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Fund’s Forward Agreement expires on December 19, 2017, at which point, the Fund will either be wound up or will 
continue without the Forward Agreement and the corresponding tax advantages 
 

In June 2016, the Fund announced that Class A unitholders tendered 1,275,174 units amounting to 36.1% of the 
3,532,775 outstanding Class A units under the annual redemption privilege. As more than the maximum of 15% of 
the outstanding units were tendered, the Fund prorated redemptions received using a factor of 41.6% resulting in the 
acceptance of 529,916 Class A units. An additional 1,688 Class A units were accepted under the monthly 
redemption. 745,258 of the tendered Class A units were subsequently returned to tendering unitholders.  The 
tendered units accepted were priced at the net asset value (“NAV”) per unit as at the close of business on June 30, 
2016 and the redemption payments were made in July 2016. No Class H units were tendered for annual redemption. 
A partial settlement pursuant to the forward agreement was transacted with the Mortgage Trust in order to raise the 
funds to fulfill the total obligation of $4,942,017 under the annual redemption privilege. 

 
 

Related Party Transactions 

The Manager and the Fund are deemed to be related parties.  Please refer to the section titled ‘‘Management Fees’’, 
which outlines the fees paid to the Manager. The Manager and the Fund were not party to any other related party 
transactions during the six months ended June 30, 2016. The Independent Review Committee approved the 
Mortgage Trust’s purchase of any mortgage where there was an identified conflict of interest with the Mortgage 
Advisor.    

The Mortgage Advisor and the Fund are also deemed to be related parties. The Mortgage Trust purchases all of the 
mortgages receivable from the Mortgage Advisor. 
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Financial Highlights 

The following tables show selected key financial information about the Fund and are intended to help you 
understand the Fund’s financial performance since inception. 

THE FUND’S NET ASSETS PER UNIT
[1] 

 

CLASS A 

 

 June 30, 

2016 

December 31, 

2015 

December 31, 

2014 

December 31, 

2013 

December 31, 

2012 

      

Net Assets, beginning of 

period 
[3] 

$9.28 $9.25 $9.26 $9.31 $9.32 

      

Increase (decrease) from 

operations: 

     

Total revenue 0.01 0.00 0.00 0.00 0.00 

Total expenses (excluding 
distributions) 

(0.07) (0.13) (0.17) (0.18) (0.01) 

Realized gains  for the period 0.06 0.42 0.12 0.01 0.00 

Unrealized gains for the period 0.32 0.34 0.64 0.67 0.00 

Total increase (decrease) 

from operations [2] 0.32 0.63 0.59 0.50 (0.01) 

      

Distributions:      

From net investment income 
(excluding dividends) 

0.00 0.00 0.00 0.00 0.00 

From dividends 0.00 0.00 0.00 0.00 0.00 

From capital gains 0.00 0.00 0.00 0.00 0.00 

Return of capital (0.30) (0.60) (0.60) (0.55) 0.00 

Total Distributions
[2]  (0.30) (0.60) (0.60) (0.55) 0.00 

Net Assets, end of period  $9.30 $9.28 $9.25 $9.26 $9.31 
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CLASS H 

 

 June 30, 

2016 

December 31, 

2015 

December 31, 

2014 

December 31, 

2013 

December 31, 

2012 

      

Net Assets, beginning of period  $10.17 $10.08 $9.96 $9.99 $10.00 

      

Increase (decrease) from 

operations: 

     

Total revenue 0.01 0.00 0.00 0.00 0.00 

Total expenses (excluding 
distributions) 

(0.08) (0.14) (0.15) (0.16) (0.01) 

Realized gains  for the period 0.08 0.51 0.13 0.01 0.00 

Unrealized gains for the period 0.35 0.32 0.74 0.67 0.00 

Total increase (decrease) from 

operations [2] 0.36 0.69 0.72 0.52 (0.01) 

      

Distributions:      

From net investment income 
(excluding dividends) 

0.00 0.00 0.00 0.00 0.00 

From dividends 0.00 0.00 0.00 0.00 0.00 

From capital gains 0.00 0.00 0.00 0.00 0.00 

Return of capital (0.30) (0.60) (0.60) (0.55) 0.00 

Total Distributions
[2]  (0.30) (0.60) (0.60) (0.55) 0.00 

Net Assets, end of period  $10.23 $10.17 $10.08 $9.96 $9.99 

 
 

Notes: 

[1] This information is derived from the Fund’s interim and annual financial reports that have been prepared in accordance with 
IFRS for June 30, 2016, December 31, 2015, 2014 and 2013. All other periods are in accordance with Canadian GAAP.  

[2] Net assets and distributions are based on the actual number of units outstanding at the relevant time. The increase (decrease) 
from operations is based on the weighted average number of units outstanding over the financial period. 

[3] For 2012, the net assets per unit reflect the issue price of $10.00 (less share issue expenses regarding Class A units). 
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RATIOS AND SUPPLEMENTAL DATA 

CLASS A 

 

 2016 2015 2014 2013 2012 

      

Total Net Asset Value [1] $27,909,695 $32,778,892 $38,429,816 $45,261,944 $42,835,672 

Number of units outstanding [1] 3,001,171 3,532,775 4,156,500 4,890,000 4,600,000 

Management expense ratio [2] 0.75% 0.75% 1.14%  1.58% 8.37% 

Management expense ratio        
 Before waivers or absorptions 0.75% 0.75% 1.14% 1.58% 8.37% 

Trading expense ratio [3] 0.76% 0.77% 0.71%  0.78% 0.81% 

Portfolio turnover rate [4] N/A N/A N/A N/A N/A 

Net Asset Value per unit $9.30 $9.28 $9.25 $9.26 $9.31 

Closing market price $8.72 $8.41 $8.20 $9.20 $10.00 

 

 

CLASS H 

 

 2016 2015 2014 2013 2012 

      

Total Net Asset Value [1] $7,996,312 $7,956,065 $7,885,738 $9,163,930 $9,188,135 

Number of units outstanding [1] 782,000 782,000 782,000 920,000 920,000 

Management expense ratio [2] 0.77% 0.77% 0.76% 0.76% 0.79% 

Management expense ratio        
 Before waivers or absorptions 0.77% 0.77% 0.76% 0.76% 0.79% 

Trading expense ratio [3] 0.76% 0.77% 0.59% 0.78% 0.81% 

Portfolio turnover rate [4] N/A N/A N/A N/A N/A 

Net Asset Value per unit $10.23 $10.17 $10.08 $9.96 $9.99 

Closing market price N/A N/A N/A N/A N/A 

 

Notes: 

[1] This information is provided as at the end of December except for 2016, which is at the end of June and has been prepared 
in accordance with IFRS except for December 31, 2012 which has prepared in accordance with Canadian GAAP. 

[2] Management expense ratio is based on total expenses (excluding distributions, commissions and other portfolio transaction 
costs) for the stated period and, except as stated in the following sentence, is expressed as an annualized percentage of daily 
average net asset value during the period.  The MER for the year ended December 31, 2013 and period ended December 31, 
2012 includes agents’ fees and other offering expenses, which are one-time expenses and therefore are not annualized. The 
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MER for the year ended December 31, 2013 excluding agents’ fees and offering expenses is 1.15% for the Class A units and 
0.76% for the Class H units. The MER for the period ended December 31, 2012 excluding agents’ fees and offering 
expenses is 1.18% for the Class A units and 0.79% for the Class H units. 

[3] The trading expense ratio represents total commissions, forward agreement fees and other portfolio transaction costs 
expressed as an annualized percentage of daily average net asset value during the period. 

[4] The Fund’s return is linked, by virtue of a forward agreement, to the performance of a portfolio comprised primarily of 
mortgages receivable and, consequently, the portfolio turnover rate does not apply to the Fund. 

 
 

Management Fees 

The Manager is responsible for providing or arranging for all investment advisory and portfolio management 
services (primarily through the Mortgage Advisor) required by the Fund including, without limitation, managing the 
Portfolio in a manner consistent with the investment objectives, guidelines and restrictions of the Fund and for 
arranging for the execution of all portfolio transactions.  The Manager is also responsible for the operational and 
administrative functions of the Fund.  As compensation for the management services rendered to the Fund, the 
Manager is entitled to receive an annual management fee from the Fund in an amount equal to 0.40% of the net asset 
value of the Fund, which is calculated daily and paid monthly in arrears. The Manager also receives an annual 
management fee in an amount equal to 0.95% of the net asset value of the Mortgage Trust, which is calculated daily 
and paid monthly in arrears. From these fees, the Mortgage Advisor is compensated. The Manager paid to registered 
dealers a servicing fee equal to 0.40% annually of the net asset value of the Fund per unit for each unit held by 
clients of the registered dealers, calculated and paid at the end of each calendar quarter commencing on March 31, 
2013, plus applicable taxes. Effective January 1, 2015, the servicing fee payable to registered dealers was 
discontinued. 

 

Past Performance 

Please note that the performance information shown in this section assumes that all distributions made by the Fund 
in the periods shown were reinvested in additional securities of the Fund. Also note that the performance 
information does not take into account sales, redemption, distributions or other optional charges that would have 
reduced returns on performance. The performance of the Fund in the past does not necessarily indicate how it will 
perform in the future. 
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Year-by-Year Returns[1,2] 

The bar chart below shows, in percentage terms, how much an investment made on the first day of the period would 
have grown or decreased by the last day of the period. The result for 2012 is not indicative of planned performance 
but a function of an abnormally short initial fiscal period from the IPO on December 19, 2012. 

 

[1] Returns are based on Net Asset Value per unit  

[2] Returns for 2016 are for the six month period January 1, 2016 to June 30, 2016.  

 

Summary of Investment Portfolio 

The Fund has entered into a forward agreement whereby the Fund obtains exposure to the performance of the 
Portfolio.  Accordingly, these financial statements should be read in conjunction with the financial statements of FN 
Mortgage Investment Trust.  The Management Report of Fund Performance and Financial Statements for FN 
Mortgage Investment Trust are available to securityholders and can be attained by visiting our website at 
www.stoneco.com • info@stone.com or by writing to Stone Asset Management Limited, 36 Toronto Street, Suite 
710,Toronto, Ontario,M5C 2C5, or on SEDAR at www.sedar.com.  
 
 The following is a summary of FN Mortgage Investment Trust’s portfolio as at June 30, 2016.  This is a summary 
only and will change due to ongoing portfolio transactions in the Mortgage Trust.  A quarterly update will be 
available on www.stoneco.com. 
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Top 25 INVESTMENT HOLDINGS AS AT June 30, 2016 
 

 

Description 

Average 

Effective 

Interest Rate 

% of Net Asset Value of FN 

Mortgage Investment Trust 

   

$5,450,000 King City First Mortgage 10.27% 13.22% 

$3,360,000 Brantford First Mortgage 6.33% 8.17% 

$3,375,000 Ottawa First Mortgage 7.24% 8.17% 

$3,151,000 Calgary Second Mortgage 9.80% 7.65% 

$3,000,000 Montreal First Mortgage 5.56% 7.29% 

$2,971,000 Fort Saskatchewan Second Mortgage 12.17% 7.22% 

$2,389,174 Waterloo First Mortgage 11.23% 5.81% 

$2,025,000 Montreal First Mortgage 5.69% 4.92% 

$1,560,000 Edmonton First Mortgage 10.23% 3.78% 

$1,330,033 Stouffville First Mortgage 7.06% 3.23% 

$1,322,400 Mirabel First Mortgage 6.16% 3.21% 

$1,117,500 Halifax First Mortgage 11.56% 2.71% 

$1,065,000 Saskatoon First Mortgage 4.85% 2.59% 

$1,001,006 Calgary First Mortgage 9.15% 2.43% 

$990,000 North Vancouver First Mortgage 12.36% 2.41% 

$980,000 Edmonton Second Mortgage 9.56% 2.37% 

$905,516 Riviere-du-Loup First Mortgage 12.22% 2.20% 

$900,000 Sarnia Second Mortgage 9.00% 2.19% 

$890,000 North Vancouver First Mortgage 12.28% 2.17% 

$813,850 Montreal First Mortgage 5.85% 1.98% 

Cash  1.79% 

$705,000 Varennes Second Mortgage 10.34% 1.71% 

$692,500 Surrey First Mortgage 9.69% 1.68% 

$680,000 Stellaton Second Mortgage 9.36% 1.64% 

$640,800 North Vancouver First Mortgage 11.20% 1.56% 

   

 


