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Crown Hill Dividend Fund | June 30, 2005 
 

Management’s Discussion and Analysis 

  
 
FOR THE SECOND QUARTER ENDED JUNE 30, 2005 

 

CORPORATE STRUCTURE  

 

 

Effective June 24, 2005 Profit Booking Blue Chip Trust changed its name to Crown Hill Dividend 
Fund (the "Fund").  The Fund is an investment trust established under the laws of the Province of 
Ontario on May 19, 2004 (date of inception).  On May 31, 2004, the Fund completed an initial 
public offering (the “Offering”) of 2,500,000 Units (the “Units”) at $10 per Unit (the “Offering 
Price”).  Subsequently an option granted to the agents was exercised for 193,473 Units at $10 per 
Unit.  The Fund's Units are listed on The Toronto Stock Exchange.  The Fund will terminate 
operations on December 31, 2011 (the "Termination Date") and the net assets will be distributed 
pro rata to unitholders (the “Unitholders”).  The manager of the Fund is Crown Hill Capital 
Corporation (the "Manager"). 

 

INVESTMENT OBJECTIVES AND 
STRATEGY OF THE FUND 

 

 

The Fund’s objectives are: (i) to provide Unitholders with a stable stream of monthly distributions 
targeted at $0.06 per Unit ($0.72 per annum or 7.2% of the Offering Price); and (ii) to preserve 
and potentially enhance the net asset value of the Fund in order to return at least the Offering Price 
to Unitholders upon the Termination date. 

In order to meet its investment objectives, the Fund will adopt the following strategies: 

1) Investment Strategy: The Fund will invest the net proceeds of the Offering in a highly 
diversified equally weighted portfolio of equity securities (the Blue Chip Portfolio) which is 
expected to be comprised of the securities of approximately 40 different issuers. Each issuer 
whose securities are included in the Blue Chip Portfolio will have a market capitalization of 
at least $1 billion at the time of investment and meet the other investment criteria of the 
Fund. To generate additional returns, the Fund may, from time to time, write covered call 
options in respect of individual securities held in the Blue Chip Portfolio. 

2) Profit Booking: If and when the value of any security held in the Blue Chip Portfolio 
exceeds the original acquisition value by at least 10% the Fund will lock in that 10% or 
greater gain by using its Profit Booking strategy. The net proceeds of any disposition of 
securities (after providing for distributions to Unitholders) will be invested in a portfolio of 
High Quality Fixed Income Securities (the Profit Booking Portfolio) maturing on or about 
the Termination Date of the Fund. 
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Management’s Discussion and Analysis                              continued 

  
 
 

 

FINANCIAL RESULTS 

 

 

The Fund earned dividend and interest income of $152,558 in the current fiscal quarter ended June 
30, 2005. The total expenses for the quarter, inclusive of investment management fees, were 
$257,231. 

Realized gains totaled $283,717 and the Change in Unrealized Appreciation totaled $211,829 for 
total results from operations for the quarter of $390,873 (or $0.15 per Unit). 

During the quarter, the Fund also made distributions totaling $0.18 per Unit resulting in the Fund’s 
net asset value decreasing from $25,413,514 ($9.44 per Unit) as of March 31, 2005 to $23,196,872 
($9.41 per Unit) as at June 30, 2005. This represents an 8.70% decrease in the net asset value of 
the Fund (a 0.32% decrease in the net asset value per Unit of the Fund).  The decrease in the net 
asset value of the fund was due to the annual redemptions which led to a reduction in the number 
of total Units.  On May 31, 2005, 229,540 Units were redeemed.   

Since inception, the Fund’s trading value has decreased from $10.00 (the IPO price) per Unit on 
June 1, 2004, to $9.25 per Unit as at June 30, 2005, amounting to a 7.5% decrease, excluding 
distributions, over the period. 

 

TRADING PREMIUM/DISCOUNT TO 
NET ASSET VALUE 

 

 

Units of the Fund began trading on the Toronto Stock Exchange (TSX: PBK.UN) on June 1, 2004. 
Since then, Units of the Fund have traded at both a premium and a discount to the Fund’s net asset 
value per Unit. 

As at June 30, 2005, Units of the Fund were trading at $9.25 per unit, which represents a 1.70% 
discount to the Fund’s net asset value per Unit of $9.41. 

 

DISTRIBUTIONS 

 

 

During the quarter, the Fund declared distributions totaling $471,056. These distributions met one 
of the Fund’s investment objectives, namely to provide Unitholders with a stable stream of 
monthly distributions targeted at $0.06 per Unit. 

 

ANNUAL REDEMPTION AT NET ASSET 
VALUE 

 

 

Unitholders are entitled to redeem their Units annually on the last business day of May of each 
year. On the annual redemption date of May 31, 2005, 229,540 Units were redeemed for 
$2,136,459. 
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Management’s Discussion and Analysis                              continued 

  
 
 

 

MARKET PURCHASE PROGRAM 

 

 

To enhance liquidity and to provide market support for the Units, the Fund has a market purchase 
program under which the Fund may, subject to certain exceptions contained in its Declaration of 
Trust and in compliance with any applicable regulatory requirements, purchase for cancellation 
any Units offered in the market at the then prevailing market price if, at any time following the 
closing of the offering of Units, the price at which Units are then offered for sale is less than the 
net asset value per Unit determined as at 5:00 p.m. (Toronto Time) on the immediately preceding 
business day.   

For the period ending June 30, 2005, the Fund did not repurchase any Units for cancellation under 
its market purchase program. 

 

TERMINATION 

 

 

On or about May 31, 2011, the Fund will be terminated and Unitholders will receive their pro-rata 
share of the net assets of the Fund. 
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Financial Statements                                                               

 
 
STATEMENT OF NET ASSETS:   
As at June 30, 2005 (Unaudited) 

   

 As at 
June 30, 2005 

As at 
December 31, 2004 

ASSETS     

Cash and short-term investments $ 356,284 $ 505,907 
Dividend and interest receivable  60,585  66,617 
Investments at market value (Note 4) (Cost 2005: $22,859,420;   
                                                                      2004: $25,297,995)  24,536,935  26,694,715 

  24,953,804  27,267,239 
     
LIABILITIES      

Accrued liabilities  125,982  74,545 
Distribution payable (Note 8)  147,840  161,608 
Loan facility (Note 9)  1,483,110  1,581,984 

  1,756,932  1,818,137 
     
NET ASSETS REPRESENTING UNITHOLDERS’ EQUITY $ 23,196,872 $ 25,449,102 

     
NUMBER OF UNITS OUTSTANDING (Note 5)  2,463,993  2,693,473 

     
NET ASSET VALUE PER UNIT $ 9.41 $ 9.45 
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Financial Statements                                                              continued 
 
STATEMENT OF INVESTMENTS AND NET ASSETS:   
As at June 30, 2005 (Unaudited) 

SECURITY PORTFOLIO NUMBER OF  
SHARES 

AVERAGE  
COST 

MARKET 
VALUE 

% OF NET 
ASSETS 

CANADIAN EQUITIES       

Alcan Inc. 12,357 $ 609,023 $ 454,490 2.0 
Aliant Inc. 22,703  615,806  606,170 2.6 
Bank of Montreal 11,174  585,401  637,253 2.7 
Bank of Nova Scotia 15,500  528,626  628,370 2.7 
BCE Inc. 21,394  574,863  620,426 2.7 
Canadian Imperial Bank of Commerce 8,515  565,559  645,352 2.8 
Canadian Oil Sands Trust 7,400  313,409  666,740 2.9 
Canadian Tire Corporation 10,500  489,721  594,510 2.6 
Canadian Utilities Limited 11,500  621,442  793,500 3.4 
Cascades Inc. 49,500  680,057  568,755 2.5 
Dofasco Inc. 14,796  560,697  571,126 2.5 
Emera Inc. 33,350  568,775  626,980 2.7 
Enbridge Inc. 18,500  453,682  646,575 2.8 
EnCana Corp. 14,086  394,728  680,776 2.9 
Finning International Inc. 17,600  566,852  636,240 2.7 
Great-West Lifeco Inc. 22,900  561,736  637,765 2.7 
IGM Financial, Inc. 17,000  570,702  640,050 2.8 
Imperial Oil Ltd. 6,820  416,552  695,776 3.0 
Loblaw Companies Limited 8,500  530,439  614,635 2.6 
Manitoba Telecom Services Inc. 13,306  623,003  621,390 2.7 
Manulife Financial Corporation 10,755  566,884  629,275 2.7 
MDS Inc. 31,200  673,830  574,392 2.5 
Molson Coors Canada Inc - B 6,804  621,886  519,486 2.2 
National Bank of Canada 11,600  508,480  631,156 2.7 
Petro-Canada 8,700  509,560  693,825 3.0 
RioCan Real Estate Investment Trust 31,650  469,357  633,000 2.7 
Royal Bank of Canada 8,085  479,321  613,652 2.7 
Saputo Inc. 16,300  536,454  605,219 2.6 
Sun Life Financial Inc. 15,600  572,264  643,812 2.8 
The Thomson Corporation 14,500  647,976  594,790 2.6 
The Toronto-Dominion Bank 11,543  515,244  630,709 2.7

TOTAL CANADIAN EQUITIES   16,932,329  19,356,195 83.5 
       
US EQUITIES       

3M Co. 5,800  683,885  513,608 2.2 
General Electric Company 14,910  633,338  632,770 2.7 
Hewlett-Packard Company 23,600  685,224  679,563 2.9 
Intel Corporation 17,500  683,957  558,571 2.4 
International Business Machines Corporation 5,700  687,445  518,016 2.2 
Johnson & Johnson 8,200  622,091  652,818 2.8 
Microsoft Corporation 17,300  621,187  526,336 2.3 
Pfizer Inc. 14,200  680,627  479,676 2.1 
The Home Depot, Inc. 13,000  629,337  619,382 2.7

TOTAL US EQUITIES   5,927,091  5,180,740 22.3 
 
TOTAL INVESTMENTS  $ 22,859,420 $ 24,536,935 105.8 
       

OTHER ASSETS LESS LIABILITIES     (1,340,063) (5.8) 
 
TOTAL NET ASSETS    $ 23,196,872 100.0 
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Notes to the Financial Statements                                       

June 30, 2005 (Unaudited) 
 

1. ESTABLISHMENT OF THE TRUST  

Effective June 24, 2005 Profit Booking Blue Chip Trust changed its name to Crown Hill Dividend Fund.  The Fund is an investment trust 
established under the laws of the Province of Ontario on May 19, 2004 (date of inception).  On May 31, 2004, the Fund completed an initial public 
offering of 2,500,000 Units at $10 per Unit.  Subsequently an option granted to the agents was exercised for 193,473 Units at $10 per Unit.  The 
Fund's Units are listed on The Toronto Stock Exchange under the symbol PBK.UN.  The Fund began operations on May 31, 2004 when it 
completed its initial public offering. The Fund will terminate operations on December 31, 2011 and the net assets will be distributed pro rata to 
Unitholders.  The Manager of the Fund is Crown Hill Capital Corporation, which is a wholly-owned subsidiary of First Paladin Inc. 

 

2. INVESTMENT OBJECTIVES OF THE FUND  

The stated investment objectives are:  

a) to provide Unitholders with a stable stream of monthly distributions targeted at $0.06 per Unit ($0.72 per annum) or 7.2% of the Offering 
Price; and 

b) to preserve and potentially enhance the net asset value of the Fund in order to return at least the Offering Price to Unitholders upon the 
Termination date. 

 

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  

These financial statements, prepared in accordance with Canadian generally accepted accounting principles, include estimates and assumptions by 
management that affect the reported amounts of assets, liabilities, income and expenses during the reporting period.  The following is a summary of 
significant accounting policies followed by the Fund in the preparation of its financial statements.  

a) Investment Valuation Portfolio Securities  

Securities listed on a public stock exchange are valued at their closing sale price on the valuation date.  Securities not traded on that date are 
valued at the average of the closing recorded bid and ask prices or the price used on the previous valuation day if the price is not available.  
Securities not listed on any exchange are valued based upon the available public quotations in common use or at a price estimated to be the 
fair value thereof as determined by the Manager of the Fund.   

Short-Term Investments  

Short-term investments are recorded at cost and valued at cost plus accrued interest which approximates market value.  

b) Investment Transactions and Income Recognition  

i. Investment transactions are accounted for on the trade date.  

ii. Interest income and expenses are recorded on the accrual basis.  

iii.     Dividend income is recorded on the ex-dividend date. 
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Notes to the Financial Statements                                      continued 

June 30, 2005 (Unaudited) 

 

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

iv Realized gains and losses on investments and unrealized appreciation or depreciation of investments are calculated using the average 
cost of the related investments. 

c) Net asset value per unit  

The net asset value (the “NAV”) per unit is computed by dividing the net assets of the Fund by the total number of units outstanding.  

d) Foreign Exchange  

The market value of investments and other assets and liabilities denominated in foreign currencies are translated into Canadian dollars 
at the rates prevailing on each valuation date. Purchases and sales of investments, income and expenses are translated into Canadian 
dollars at the foreign exchange rates prevailing on the respective dates of such transactions.  

 

4. INVESTMENT PORTFOLIO 

 The following tables summarize movements in investments during the period: 

 Investment summary at cost 

  
Investments at cost – beginning of period $24,265,363
Investments made during the period Nil

(1,405,943)Dispositions during the period 
Investments at cost – end of period $22,859,420

  

Market value of investments 

  
Investments at cost – end of period $22,859,420 

1,677,515Unrealized gain on investments 
Investments at market value – end of period $24,536,935 

 

Realized gain on sale of investments 

  
Proceeds of investments sold $1,689,660 

(1,405,943)Cost of investments sold 
Net realized gain on investments $283,717 
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Notes to the Financial Statements                                      continued 

June 30, 2005 (Unaudited) 

 

5.    UNITS ISSUED AND OUSTANDING 

The Fund is authorized to issue an unlimited number of transferable, redeemable trust units of one class, each of which represents an equal, 
undivided interest in the net assets of the Fund. Unitholders are entitled to redeem their Units outstanding in May of each year as more particularly 
described in the prospectus. Units will be redeemed at the net asset value per Unit on the redemption date.  

In 2004, the Fund realized gross proceeds of $26,934,730 based on the issuance of 2,693,473 units. Agent’s fees of $1,414,073 and issuance costs 
of $729,543 were incurred in connection with the Offering. 

 The following unit transactions took place during the period: 

Balance of units outstanding – beginning of period 2,693,473 
Units issued during the period Nil 

(229,480)Units cancelled or redeemed during the period 
Balance of units outstanding – end of period 2,463,933 

 

 Unitholders’ equity is comprised of unit capital and retained earnings. The following transactions for unit capital and retained earnings took place:  

  
Unit capital – beginning of period $24,791,114 
Gross proceeds from offering (net of agent’s fees) Nil 

(2,136,459)Redemption of units 
Unit capital – end of period $22,654,655 

 
 
  

Retained earnings – beginning of period $622,400 
Results from operations for the period   390,873 
Distributions to unitholders (471,056)
Retained earnings – end of period $542,217 

 
 

6.      TAXATION  

The Fund qualifies as a “mutual fund trust” within the meaning of the Income Tax Act (Canada).  The Fund is subject to applicable federal and 
provincial taxes on the amount of its net income for tax purposes for the year, including net realized taxable capital gains, to the extent such net 
income for tax purposes has not been paid or made payable to unitholders in the year.  No provision for income taxes has been recorded in the 
accompanying financial statements as all income and net realized capital gains are distributed to the unitholders.  

 

7. RELATED PARTY TRANSACTIONS  

The Manager is entitled to an annual fee of 0.60% of the NAV of the Fund, calculated and payable, monthly.  This amount totaled $39,798 for the 
period ended June 30, 2005 (of which $12,204 is payable at June 30, 2005).  All other expenses of the Fund are initially paid by the Manager, 
which is then reimbursed by the Fund in a reasonable amount of time. 

The Fund is also paying a monthly overhead cost to First Paladin Inc. This overhead cost varies monthly, depending on the actual costs incurred. 
Management estimates the overhead cost to be approximately $80,000 per annum. For the 3 months ended June 30, 2005 these costs totaled 
$16,817. 
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Notes to the Financial Statements                                        continued 

June 30, 2005 (Unaudited) 

 

8. DISTRIBUTIONS  

As stated in Note 2, the Fund makes monthly distributions to Unitholders of $0.06 per Unit.  The distributions commenced July 30, 2004 and the 
Fund made distributions totaling $471,056 for the three months ended June 30, 2005. 

 

9.      LOAN FACILITY 

In accordance with the terms of the Offering, the Fund was authorized to borrow money from a Canadian chartered bank for the purposes of 
meeting certain of the Fund’s investment objectives. The Fund has since obtained a secured 365-day revolving term credit facility to a maximum of 
$2,000,000. The Fund has granted the bank a General Security Agreement over the Fund’s assets. 

As at June 30, 2005, the principal and accrued interest amounted to $1,488,715 (principal - $1,483,110). The Fund is therefore required to repay 
the borrowed funds on or about December 12, 2005.  

 

10.    COMPARATIVE FIGURES 

The comparative figures for 2004 are for the period from the commencement of operations of the Fund on May 31, 2004 to June 30, 2004.  
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