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This interim Management Report of Fund Performance contains financial highlights but does not contain either the 
interim financial report or annual financial statements of the investment fund. You can get a copy of the interim 
financial reports or annual financial statements at your request, and at no cost, by calling 1 800 336 9528: by 
writing to us at Stone Asset Management Limited, 40 University Ave., Suite 901, Toronto, Ontario, M5J 1T1; or by 
visiting our website at www.stoneco.com; or SEDAR at www.sedar.com. 
 
Securityholders may also contact us using one of these methods to request a copy of the investment fund’s interim 
financial report, proxy voting policies and procedures, proxy voting disclosure record or quarterly portfolio 
disclosure. 
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MANAGEMENT DISCUSSION OF FUND 
PERFORMANCE  

June 30 2019 
 

INVESTMENT OBJECTIVES 
 
The investment objective of the Stone Small Companies Fund (the 
“Fund”) is to provide investors with maximum long-term capital 
growth by investing primarily in equity securities of Canadian 
companies, with an emphasis on small and micro capitalization 
companies. 
 

INVESTMENT STRATEGIES 
 
In order to achieve the Fund’s objective, investments will be made by 
identifying undervalued companies with high potential for price 
appreciation. The Fund tends to significantly overweight exposure to 
industry sectors that demonstrate the strongest growth potential without 
exposing the Fund to unreasonable levels of risk. 
 

The Fund will engage in active trading with higher portfolio turnover 
rates and may invest in unlisted securities. The Fund may also invest 
up to 49% of the Fund’s net assets in foreign securities and may 
purchase derivatives and invest in other mutual funds. 
 

RISK 
 
The overall long-term risk of the Fund is as described in the most 
recent simplified prospectus. No material changes occurred that would
significantly increase the risk associated with an investment in the 
Fund during the period. 
 

RESULTS OF OPERATIONS 
 
Market Overview and Impact on the Fund 
 

The markets have experienced a volatile “snakes and ladders” type ride 
over the first 6 months of 2019. The S&P 500 went from record highs 
in the fall of 2018 to the cusp of bear market by Christmas eve 2018.
Then the markets rallied strongly early in the year and hit new highs in 
the first quarter. The markets got walloped in May after having enjoyed
their best four-month start to the year in decades. 
 

Escalating trade tensions between the US and both China and Mexico 
threatened to put a damper on the year-to-date rally. The rally was 
based on optimism from an accommodative US Federal Reserve (the 
“Fed”), upbeat economic prospects and decent earnings reports. The 
Nasdaq dropped to correction territory in May as the US government 
threats of antitrust probes of big technology companies had a serious 
drag on these companies. 
 

Not to be outdone, the US markets staged another incredible recovery 
in June to end the second quarter.  The June rally was once again based 
on optimism for an accommodative Fed and other global central banks 
and the de-escalation of the trade tensions post the G20 meeting of 
world leaders in Osaka. 
 

Every sector of the TSX is up on a YTD basis. The biggest move was 
from the Information Technology sector (+43.8%) as companies such 
as Constellation Software and Shopify continue to excite the 
investment public. The heavily weighted Financials sector had a 
healthy gain of 12.0% as both banks and insurance companies rallied. 

 

Concerns early in the year about increasing provisions for loan losses 
and a slowdown in the housing market have dissipated on the back of 
lower interest rates. 
 

After a sluggish start to the year, the Materials sector gained 13.6% for 
the year led by the gold sector (up 19.6%) as the gold price moved 
decisively over the $1,400 level (up 10.1% for the year). Copper prices
are still down 11.0% from their April highs and down 1.2% YTD as 
investors signal continued concerns about the state of the global 
economy after the US-China trade war threats. 
 

As the metal is used in a wide variety of applications such as office 
buildings to electric vehicles, investors often watch the price of this 
industrial metal to gauge momentum in the global economy. 
 

Crude oil prices had dropped to bear market territory in April but 
bounced back as the OPEC coalition agreed to curb oil production by 
1.2M barrels/day for another 9 months. Oil equities continue to be 
concerned about the surging domestic stockpiles, the fear of a 
slowdown in global economic growth and the lack of funds flow into 
the sector. 
 

The US is clearly on the path to become one of the largest producers of 
oil in the world. This would make it less energy-dependent on imports 
from countries like Saudi Arabia. 
 

Concerns about the Canadian government’s inability to get pipelines 
and infrastructure built to serve the energy industry is casting a black 
shadow on the sector. Time will tell if the Trans Mountain pipeline 
(TMX) gets built (or Keystone XL) and this has negative implications 
for foreign investors coming into Canada. 
 

The differential in pricing on heavy oil Western Canadian Select 
“WCS” and West Texas Intermediate “WTI” recovered from the 
$50/barrel in the fall of 2018. Drastic action by the Alberta government 
in the form of production curtailments and crude by rail agreements 
helped bring in the price differential to more reasonable levels 
(approximately $10-$13). 
 

This uncertainty in the Canadian oil & gas industry has resulted in 
Canada’s energy index underperforming other sectors. The energy 
index continues to be a drag on the TSX as it was the worst performing 
sector, increasing only 1.1% YTD (but down 32.4% over one year) 
even with the 30% bounce back in crude oil prices to $59.08/barrel. 
 

Surprisingly positive economic data, on the reversal of mandated oil 
production cuts and a recovery in oil prices, has made Canada one of 
the sole holdouts in the move to aggressively lower interest rates. The 
country reported a solid +0.3% GDP print in April and on track for a 
strong Q2 GDP number after the weaker Q4/2018 and Q1/2019. 
 

Canada also reported a rare trade surplus of $762 million in May from 
a deficit of $1.1 billion previously. Exports have surged 15% in the 
past 5 months, the best performance in over a decade. The exceptional 
run in employment gains and a drop in the bond yields has provided 
additional signals to keep rates steady for now.  Data shows that 
248,000 jobs were added in the first six months of the year making this 
the strongest six-month stretch of job creation since 2002. 
 

The Canadian dollar has responded with a 3.4% move higher for the 
month and a 4.3% move higher for the year closing at a 5-month high 
of 76.49 to the US dollar. 
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MANAGEMENT DISCUSSION OF FUND 
PERFORMANCE  (continued) 
 

The US market breakdown is similar to the returns in the Canadian 
markets. The Information Technology sector rocketed 29% for the 
YTD lead by tech-heavy leaders Microsoft Corp. and Apple Inc.  Their 
weakest sector was also energy, but their energy sector did much better 
with a 10% return compared to Canada. 
 

Interest sensitive and economically sensitive sectors did well with 
financials up 17%, industrials up 20% and consumer discretionary up 
23%. 
 

The Management contract for Stone Small Companies Fund was 
acquired from Marquest Asset Management Inc. in December 2018. As 
such, the Manager spent the early part of the year trimming and/or 
selling some of the legacy investment positions. The equities sold 
included Osoyoos Cannabis Inc. and Cordillera Gold Ltd. A portion of 
the Fund’s position in Wallbridge Mining Company Ltd. was also 
liquidated after exercising all of the security’s warrants. 
 

The Manager then strategically entered the small cap market with 
timely purchases of companies that met our investment process and 
growth profile.  For the six-month period ended June 30, 2019, 33.0% 
of the Fund has been invested. 
 

Given the volatility in the small cap sector, the Fund experienced 
choppy returns in 2019.T here was a risk-off mentality for small cap
shares after President Trump staged his tariff wars with both China and 
Mexico and put a damper on junior companies. As an example of the 
weakness in small caps, the TSX Venture index is down 20.9% over a 
one-year period while the broader based US Russell 2000 is down 
4.7% over the same period. 
 

The Fund has an 8.8% weight in the Energy sector, but the Canadian 
junior energy companies have had poor investment performance given 
the lack of investor interest in the space. New additions, Birchcliff 
Energy Ltd., Crew Energy Inc., Surge Energy Inc., Tamarack Valley 
Energy Ltd. and Yangarra Resources Ltd. are all down but the Manager 
is confident of their potential moving forward. 
 

Gold and Precious Metals exposure was high at 11.7% as one of the 
investments, Wallbridge Mining Co. Ltd., was a strong performer for 
the Fund.   The Fed and other central banks decision to take a more 
dovish interest rate stance was positive for the gold price and gold 
equities. 
 

The Manager added four companies in the cannabis space during the 
period. These include cannabis extractors Valens GroWorks Corp. and 
Neptune Wellness Solutions Inc.  In addition, the Fund invested in 
Trulieve Cannabis Corp –the largest operator in Florida, and the other 
is a Vancouver-based company with operations in the state of 
California – Wildflower Brands Inc.  The overall impact of these 
companies on the portfolio was neutral thus far. 
 

The Fund’s investment in Drone Delivery Canada Corp. was very 
volatile.  The stock spiked as it announced a 10-year exclusive 
commercial deal with Air Canada for a cargo partnership.  The stock 
then sold off on a classic “buy on rumor, sell on news”. 
 

Investment in lithium producer Orocobre Ltd. has been frustrating as 
well.  The company continues to do well operationally but is stuck in 
the general lack of interest in the junior resource companies. 

 

As of the end of June, the Fund had a cash balance of 67.5%. 
 

Performance 
The Fund’s Series underperformed the S&P/TSX Completion Index 
during the period, down 3.9% vs the index gain of 17.2%. 
 

As a result, the Fund’s Series generated the following returns for the 
period. 

Series 

A F 

(3.9)% (3.1)% 
 

Any differences in performance returns between Series are primarily 
due to different management and operating fees that are applicable to a 
particular Series. 
 

Please refer to “Past Performance” for details regarding the 
performance of the Fund’s Series. The calculation of the Fund’s Series 
performance takes into consideration all fees and expenses of the Fund, 
which are not applicable in the calculation of the benchmark’s 
performance. The Fund’s broad-based benchmark, the S&P/TSX 
Composite Index returned 13.0% over the same period. 
 

The comparison to this broad-based index is provided to enable you to 
compare the Fund’s performance relative to that of the general market.
A comparison to the Fund’s benchmark, S&P/TSX Completion TR 
Index, provides a comparison to a benchmark that is more reflective of 
the Fund’s investment objective and strategy. 
 

The benchmark returned 17.2% over the same period. 
 

Change in Net asset value 
Net Assets of the Fund decreased by 3.8% or $37,967 during the 
period, from $1,007,754 at December 31, 2018 to $969,787 at June 30, 
2019. This change in Net Assets is attributed to net sales (redemptions) 
of $(1,208) and $(36,759) to investment operations, including market 
appreciation (depreciation), income and expenses. 
 

RECENT DEVELOPMENTS 
 
Please see “Results of Operations” for market-related developments. 
There are no known changes at this time to the manager, portfolio 
manager or the composition of the Independent Review Committee 
 

On December 6, 2018, Stone Asset Management Limited acquired the 
management contract of the Fund from Marquest Asset Management 
Inc. 
 

Statement of Compliance 
The financial statements have been prepared in compliance with 
International Financial Reporting Standards (“IFRS”), as published by 
the International Accounting Standards Board (“IASB”). 
 

RELATED PARTY TRANSACTIONS 
 
Stone Asset Management Limited (“SAM”) is the manager and 
portfolio manager of the Fund. SAM is a wholly owned subsidiary of 
Stone Investment Group Limited. 
 

Fund Manager 
As Fund Manager, SAM is responsible for managing the Fund’s 
overall business and day-to-day operational services, as described 
under the headings “Management Fees” and “Operating Fees”. 
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MANAGEMENT DISCUSSION OF FUND 
PERFORMANCE  (continued) 
 

Portfolio Manager 
As Portfolio Manager, SAM is responsible for providing portfolio 
management services to the Fund. 
 

Management fees 
 
The Fund pays a management fee, calculated daily and paid monthly, 
based on the following schedule: 
 
 

 

Series A F
Annual Fee (%) 2.50 1.25
 

The following table lists the major services received by the Fund, as a 
percentage of the Management Fee: 
 
 

 

Series A F

Dealer Compensation (%) 50 -
Investment and Fund 
Management (%) 50 100
Total (%) 100 100
 

Operating fees 
The Fund pays operating fees (the “Operating Fees”) to SAM for the 
day-to-day operational services. The Operating Fees include, but are 
not limited to: legal and audit fees, transfer agency costs, custodian 
costs, filing fees, administrative and overhead costs charged by SAM, 
and the Independent Review Committee of the Fund. 
 

Operating fees incurred by the Fund are allocated among the Series on 
a reasonable basis as determined by SAM. 
 

At its sole discretion, the manager may waive management fees or 
absorb expenses of the Fund. The management expense ratios of each 
of the series of units of the Fund with and without the waivers and 
absorptions are reported in the Ratios and Supplemental Data table.   
 

Independent Review Committee 
SAM has established the Independent Review Committee (the “IRC”) 
for the Fund in accordance with the requirements of National 
Instrument 81-107 – Independent Review Committee for Investment 
Funds in order to review conflicts of interest as they relate to 
investment fund management. 
 

The compensation and other reasonable expenses of the IRC are paid 
pro rata out of the assets of the Fund for which the independent review 
committee acts.  The main component of compensation is an annual 
retainer.  The Chair of the IRC is entitled to an additional fee. 
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FINANCIAL HIGHLIGHTS 

The following tables present selected key financial information about the Fund and are intended to help you understand the Fund's financial performance for the periods 
indicated. 

THE FUND'S NET ASSETS PER SECURITY¹ 

 Increase (decrease) from operations² (All figures in ($))  Distributions ² ³  

Series As at

Net assets, 
beginning of 

period²
Total 

revenue

Total 
expenses 

(excluding 
distributions)

Realized 
gains (losses) 

for  the period

Unrealized 
gains (losses) 
for the period 

Total increase 
(decrease) 

from 
operations²

Net 
investment 

income 
(excluding 
dividends) Dividends 

Capital 
gains

Return of 
capital

Total 
distributions

³
Net assets, 

end of period
 Jun 2019 9.07 0.02  (0.63)  (0.08) 0.38  (0.31) - - - - - 8.72 
 Dec 2018 10.59 0.08  (1.02)  (0.89) 0.31  (1.52) - - - - - 9.07 
 Dec 2017 10.84 0.10  (0.55) 0.78  (0.50)  (0.17) - - - - - 10.59 
 Dec 2016 9.49 0.05  (0.53)  (41.46) 43.29 1.35 - - - - - 10.84 
 Dec 2015 11.30 0.05  (0.54)  (0.66)  (0.49)  (1.64) - - - - - 9.49 
A Dec 2014 10.67 0.06  (0.63) 0.57 0.61 0.61 - - - - - 11.30 
 Jun 2019 10.77 0.02  (0.69) 0.03  (0.04)  (0.68) - - - - - 10.43 
 Dec 2018 12.47 0.09  (1.02)  (1.58) 0.68  (1.83) - - - - - 10.77 
 Dec 2017 12.58 0.12  (0.45) 0.70  (0.41)  (0.04) - - - - - 12.47 
 Dec 2016 10.86 0.05  (0.38)  (50.62) 52.58 1.63 - - - - - 12.58 
 Dec 2015 12.74 0.07  (0.36)  (1.59) 0.15  (1.73) - - - - - 10.86 
F Dec 2014 11.89 0.06  (0.45)  (0.85) 3.06 1.82 - - - - - 12.74 
 
Explanatory Notes: 

1. This information is derived from the Fund’s unaudited interim financial report and annual audited financial statements. 
 
2. Net assets and dividends are based on the actual number of securities outstanding at the relevant time. The increase/(decrease) from operations is based on the weighted average number 

of securities outstanding over the financial period. It is not intended that the Fund’s net asset per security table act as a continuity of opening and closing net assets per security. 
 
3. Distributions were paid in cash and/or reinvested in additional securities of the Fund. 

 



Stone Small Companies Fund (formerly Marquest Small Companies Fund) 
 

 

6 

INTERIM MANAGEMENT REPORT OF FUND PERFORMANCE 
 

FINANCIAL HIGHLIGHTS (continued) 

RATIOS AND SUPPLEMENTAL DATA 

Series          As at  
Total net asset 
value ($000's)¹  

Number of 
securities 

outstanding¹  

Management 
expense ratio 

("MER") (%)²  
MER before waivers 
or absorptions (%)²  

Trading expense 
ratio (%)³  

Portfolio 
turnover rate 

(%)⁴  
Net asset value 
per security ($) 

 Jun 2019  833  95,485  12.96  12.96  0.57  124.43  8.72 
 Dec 2018  943  104,063  9.51  9.51  0.69  95.27  9.07 
 Dec 2017  1,456  137,500  3.92  7.46  1.07  143.10  10.59 
 Dec 2016  1,808  166,817  3.52  6.12  1.62  101.63  10.84 
 Dec 2015  1,932  203,636  3.52  5.45  1.30  120.45  9.49 
A Dec 2014  3,004  265,894  3.54  4.87  2.16  156.19  11.30 
 Jun 2019  137  13,135  12.03  12.03  0.57  124.43  10.43 
 Dec 2018  64  5,973  8.14  8.14  0.69  95.27  10.77 
 Dec 2017  29  2,359  2.56  4.87  1.07  143.10  12.47 
 Dec 2016  29  2,331  2.13  3.70  1.62  101.63  12.58 
 Dec 2015  22  2,044  2.13  3.31  1.30  120.45  10.86 
F Dec 2014  14  1,125  2.23  3.06  2.16  156.19  12.74 
 
Explanatory Notes: 

1. This information is provided as at each period shown. 
 
2. Management expense ratio ("MER") for each series is based on total expenses (excluding distributions, commissions and other portfolio transaction costs) for the stated period and is 

expressed as an annualized percentage of daily average NAV during the period.  
 
3. The trading expense ratio represents total commissions and other portfolio transaction costs expressed as an annualized percentage of daily average net asset value during the period. 
 
4. The Fund’s portfolio turnover rate indicates how actively the Fund’s portfolio advisor manages its portfolio investments. A portfolio turnover rate of 100% is equivalent to the Fund buying 

and selling all of the securities in its portfolio once in the course of the year. The higher a Fund’s portfolio turnover in a year, the greater the trading costs payable by the Fund in the year, 
and the greater the chance of an investor receiving taxable capital gains in the year. There is not necessarily a relationship between a high turnover rate and the performance of a Fund. 
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PAST PERFORMANCE 

YEAR-BY-YEAR RETURNS 

The performance information presented herein assumes all dividends of the 
Fund during the periods presented were reinvested in additional securities of 
the Fund. The performance information does not take into account sales, 
redemption, or other charges that would have reduced returns or performance. 
Past performance of the Fund is not necessarily indicative of how it will 
perform in the future. 

 The following charts present the Fund’s performance for each of the periods 
shown and illustrate how the Fund’s performance varied from year to year. 
The charts show, in percentage terms, how much an investment made on the 
first day of each financial year would have grown or decreased by the last day 
of each financial year, except where noted.  

 

   
   
Series A  Series F 
 

 

 

   

† For the six-month period ended June 30, 2019. 
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SUMMARY OF INVESTMENT PORTFOLIO  
  

AS AT JUNE 30, 2019  
  

TOP 25 HOLDINGS  
Name of Security % of Total Net 

Asset Value 

Cash & cash equivalents 67.5 
Wallbridge Mining Co. Ltd. 11.8 
Drone Delivery Canada Corp. 2.3 
Neptune Wellness Solutions Inc. 2.2 
Valens GroWorks Corp. 2.1 
Orocobre Ltd. 2.1 
Surge Energy Inc. 2.0 
Wildflower Brands Inc., Subscription Receipts 1.8 
Tamarack Valley Energy Ltd. 1.8 
Crew Energy Inc. 1.8 
Trulieve Cannabis Corp. 1.8 
Yangarra Resources Ltd. 1.6 
Birchcliff Energy Ltd. 1.6 
Titan Medical Inc., Warrants, 2020/11/16 0.1 
Noront Resources Ltd., Warrants, 2019/09/23 - 
Focus Graphite Inc., Warrants, 2020/09/30 - 
Pioneering Technology Corp., Warrants, 2021/03/22 - 
QYOU Media Inc., Warrants, 2019/11/21 - 
 100.5 

 
 

PORTFOLIO COMPOSITION   
Sector Allocation (%)  
Consumer Discretionary 1.8 
Energy 8.8 
Health Care 6.2 
Industrials 2.3 
Materials 13.9 
Other net assets (liabilities) -0.5 
Cash & cash equivalents 67.5 

 
Industry Allocation (%)  
Biotech & Pharma 6.1 
Medical Equipment & Devices 0.1 
Metals & Mining 13.9 
Oil, Gas & Coal 8.8 
Retail - Discretionary 1.8 
Transportation & Logistics 2.3 
Other net assets (liabilities) -0.5 
Cash & cash equivalents 67.5 

 
 

This summary of investment portfolio may change due to the ongoing portfolio transactions of the Fund. Quarterly updates of the Fund’s investment portfolio are available from the Manager at 
www.stoneco.com.  
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CAUTION REGARDING FORWARD-LOOKING STATEMENTS 

This document may contain forward-looking statements relating to anticipated future events, results, circumstances, performance or expectations that are not 
historical facts but instead represent our beliefs regarding future events. By their nature, forward-looking statements require us to make assumptions and are 
subject to inherent risks and uncertainties. There is significant risk that predictions and other forward-looking statements will not prove to be accurate. We 
caution readers of this document not to place undue reliance on our forward-looking statements as a number of factors could cause actual future results, 
conditions, actions or events to differ materially from the targets, expectations, estimates or intentions expressed or implied in the forward-looking statements. 
Actual results may differ materially from management expectations as projected in such forward-looking statements for a variety of reasons, including but not 
limited to: market and general economic conditions, interest rates, regulatory and statutory developments, the effects of competition in the geographic and 
business areas in which the Fund may invest and the risks detailed from time to time in the Fund’s simplified prospectus. We caution that the foregoing list of 
factors is not exhaustive and that when relying on forward-looking statements to make decisions with respect to investing in the Fund, investors and others 
should carefully consider these factors, as well as other uncertainties and potential events, and the inherent uncertainty of forward-looking statements. Due to 
the potential impact of these factors, the Fund does not undertake, and specifically disclaims, any intention or obligation to update or revise any forward-looking 
statements, whether as a result of new information, future events or otherwise, unless required by applicable law. 
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