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M ANAGEMENT R EPORT OF F UND P ERFORMANCE
This semi-annual management report of fund performance for North American Portfolio Trust (the “Fund”) contains financial highlights but does
not contain the complete semi-annual financial statements of the Fund. The semi-annual financial statements and accompanying notes are
attached to this report.
You can obtain a copy of the semi-annual financial statements at no cost by writing to the Manager, Aston Hill Capital Markets Inc., (formerly
Connor, Clark & Lunn Capital Markets Inc.) to the following address: 77 King Street West, Suite 2110, Toronto, Ontario M5K 1G8, or calling 1800-513-3868 or visiting the Manager’s website at www.astonhill.ca or by visiting www.sedar.com.
Securityholders may also contact us using one of these methods to request a copy of the Fund’s proxy voting policies and procedures, proxy voting
disclosure record or quarterly portfolio disclosure.

I NVESTMENT O BJECTIVES

AND

S TRATEGIES

The Fund is an investment fund established under the laws of the Province of Ontario and governed by the Trust Agreement between the Manager
of the Fund and RBC Investor & Treasury Services (the “Trustee”) dated May 22, 2009. The Fund’s principal office is located at 77 King Street
West, Suite 2110, Toronto, Ontario M5K 1G8. The fiscal year-end of the Fund is December 31. The Fund is divided into units of one class.
The Fund’s investment objectives are to:
(i)

provide Unitholder with attractive cash distributions; and

(ii)

return to the Unitholder the original issue price of the Units upon termination of the Fund on November 30, 2014.

In order to achieve the Fund’s investment objectives, Connor, Clark & Lunn Investment Management Ltd. (the “Investment Manager”), the Fund’s
investment manager, actively manages its Portfolio (the “Portfolio”). The Portfolio consists primarily of Canadian Innovative Tier 1 Capital
Securities issued by Banks or entities related to Banks and U.S. Financials Capital Securities. The Investment Manager may also invest up to 15%
of the Portfolio (measured at the time of investment) in other Bonds with a minimum issuer rating of “A” by S&P.

R ISK
The risk profile of the Fund has not changed from the prior year. For full disclosure of risks associated with an investment in the Fund’s units,
please refer to the Prospectus dated September 28, 2009 and to the Fund’s most recent Annual Information Form. Both are available at
www.sedar.com.

R ECENT D EVELOPMENTS
International Financial Reporting Standards (IFRS)
The Fund adopted IFRS as published by the International Accounting Standards Board (IASB) as of January 1, 2014 as required by Canadian
securities legislation and the Canadian Accounting Standards Board. Previously, the Fund prepared its financial statements in accordance with
Canadian generally accepted accounting principles as defined in Part V of the CICA Handbook (Canadian GAAP). The Fund has consistently
applied the accounting policies used in the preparation of its opening IFRS statement of financial position at January 1, 2013 and throughout all
periods presented in its semi-annual financial statements, as if these policies had always been in effect. Note 14 to the semi-annual financial
statements dated June 30, 2014 discloses the impact of the transition to IFRS on the Fund's reported financial position, financial performance and
cash flows, including the nature and effect of significant changes in accounting policies from those used in the Fund’s financial statements for the
year ended December 31, 2013 prepared under Canadian GAAP.

R ESULTS

OF

O PERATIONS

Caution regarding forward-looking statements
The analysis in the document includes forward-looking statements. The use of any of the words anticipate, may, will, expect, estimate, should,
believe and similar expressions are intended to identify forward-looking statements. Such statements reflect the opinion of the Investment Manager
regarding factors that might be reasonably expected to affect the performance and the distributions on units of the Fund and are based on
information available at the time of writing. The Investment Manager believes that the expectations reflected in these forward-looking statements
and in the analysis are reasonable but no assurance can be given that these expectations or the analysis will prove to be correct and accordingly,
they should not be unduly relied on. These statements speak only as of the date of this report. Actual events and outcomes may differ materially
from those described in these forward-looking statements or analysis.
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Investment Manager Commentary (August 2014)
At the outset of the year, investor enthusiasm for most risky assets waned in response to uncertainty over a weather-related slowdown in North
American economic activity, increased geopolitical tensions over the crisis in the Ukraine and rising concerns over China’s shadow banking
system. The economic situation changed quickly in the second quarter with financial markets across the board posting positive returns as several
indicators confirmed that the US was recovering from a weather-induced soft patch. Company earnings results generally came in better than
expected after expectations had been lowered to account for the winter weather while merger and acquisition activity reflected improving business
confidence. Canadian statistics revealed that the consumer and manufacturing sectors were also faring well north of the border. In Europe, fears of
deflation and lackluster growth led the European Central Bank (ECB) to implement unconventional policies to support growth. This drove interest
rates lower across most developed countries. In China, data pointed to a stabilization of the manufacturing sector. Furthermore, Chinese authorities
addressed concerns of an economic slowdown by announcing several targeted mini-stimulus programs. Overall market volatility remained low
across both fixed income and equity markets despite the ebb and flow of geopolitical tensions.
On the Canadian front, fixed income markets also extended their gains from the first quarter. The relatively strong returns from the bond market
appeared to have caught many investors by surprise. The Government of Canada 10-year bond yield declined by more than 60 basis points, with the
yield falling to 2.25%. Corporate credit spreads were slightly tighter for the period, while the yield curve flattened slightly.
The impressive financial results for Canadian banks continued as the industry reported a double digit increase in cash operating earnings due to
solid performance from wealth management, higher than expected trading revenues and domestic Property & Commercial banking. Potential
negative impact from exposure to Canadian real estate market continued to defy expectation with muted effect on earnings. By the end of the
period, Common Capital ratios exceeded Basel III requirements in Canadian banks including TD Bank.
In the insurance sector, we saw a decline in the sensitivity related to equity markets and low interest rates. This translated into stronger results for
life insurers and particularly for Manulife Financial, the most important insurance exposure in the portfolio. The company grew its earnings more
significantly in the second quarter due to a combination of strong wealth management results and to increases in its insurance premiums. We
remain very positive on the company, given it will benefit from its international exposure particularly in Asia.
In the US banking sector, we continued to see impressive loan growth during the period, which translated into the strongest improvement since the
end of the financial crisis. Most of the growth came from the consumer sectors and particularly in residential mortgages and personal lending,
validating the improved consumer sentiment that has been gaining momentum. Specifically, JP Morgan also reported loan growth however; the
company earnings were slightly lower than at the beginning of the year as headwinds from higher loss provisions and a weaker performing capital
market business detracted from overall results. Other holdings such as Goldman Sachs posted strong results more specifically in the second quarter
as growth from investment banking and investment management were able to more than offset the weaker sectors such as currency and fixed
income trading.
The portfolio posted strong positive results for the period outpacing its benchmark for the period as Tier One Capital benefitted from further spread
tightening and US financials benefitted from improved fundamentals within that industry.

Outlook
Our base case economic scenario continues to be one of modest economic growth in a low-inflation environment marked by stimulative monetary
policy. We expect the recovery to persist based on recent leading economic releases that show signs of growing positive momentum.
We expect monetary policy to continue to diverge at the global level. On one end, we have the ECB and the Bank of Japan prepared to keep
introducing measures to pursue economic growth. On the other side, we have the Bank of England suggesting that interest rates may have to rise
“sooner than the markets expect”. In the middle, we have the Bank of Canada (BoC) and the US Federal Reserve (Fed). In or view, the BoC has
little appetite to raise rates but may be forced to do so if inflation targets are at risk and the Fed will become increasingly vigilant in assessing the
adequacy of its monetary policy. For the first time in many years, we see the possibility of a Fed rate hike within a 12 months horizon; the
probability is still quite low and lies outside of our base case scenario.
We still expect overall rates to remain within our forecasted 2.25% to 3.00% for the Government of Canada 10-year yield. However, given that we
are at the bottom of the range, should economic data validate a stronger economy and should there be any signs of inflationary pressures, we would
expect yields to move towards the upper limit. Nevertheless, we are still of the view that the path to higher overall rates will be slow given the
levels of global debt that exists in the system. Our outlook for credit remains positive and we expect the strong fundamentals in financials to
advantage the portfolio in the context of a slight upward pressure in overall rates.

Capital transactions
The Fund is authorized to issue an unlimited number of redeemable, transferable single class of units (the “Units”), each of which represents an
equal, undivided interest in the net assets of the Fund, subject to the terms and conditions of the Trust Agreement.
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On October 23, 2009, the Fund completed an initial non-public offering pursuant to the non-public offering Prospectus dated September 28, 2009.
$47,568,016 was raised through the issue of 2,032,860 Units. The Units were issued at $23.40 per Unit. During the period from October 23, 2009
(commencement of operations) to December 31, 2009, the Fund issued an additional 777,383 Units for net proceeds of $18,164,892.
During the six months period ended June 30, 2014, the Fund redeemed 512,818 Units for net payment of $13,239,000 (the Fund redeemed 218,329
Units for net payment of $5,737,000 during the six months period ended June 30, 2013).

Distributions
The Fund pays distributions if, as and when declared by the Fund from time to time. The Fund paid $1,820,000 in distributions during the six
months period ended June 30, 2014 ($1,980,000 was paid in distributions during the six months period ended June 30, 2013).

R ECOMMENDATIONS

OR

R EPORTS

BY THE I NDEPENDENT

R EVIEW C OMMITTEE

The Independent Review Committee of the Fund tabled no special reports and made no extraordinary material recommendations to management of
the Fund during the six months period ended June 30, 2014.

R ELATED P ARTY T RANSACTIONS
Management Fees
The Manager receives a management fee from the Fund equal in the aggregate to 0.25% per annum of the applicable Net Asset Value, calculated
and payable monthly in arrears, plus applicable taxes.
The management fees charged to the Fund during the six months period ended June 30, 2014 were $ 55,437 plus applicable taxes ($64,703 plus
applicable taxes during the six months period ended June 30, 2013).
The Manager is responsible for payment of the investment management fees out of these management fees.

P AST P ERFORMANCE
The following bar chart and table shows the semi-annual performance for the six months period ended June 30, 2014 assuming all the distributions
made by the Fund during the periods shown were reinvested. The performance information does not take into account sales, redemptions,
distributions or other optional charges that would have reduced returns or performance. The bar charts show, 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. Past performance is not necessarily
indicative of future performance.
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F INANCIAL H IGHLIGHTS
The following tables show selected key financial information about the Fund and are intended to aid in understanding the Fund’s financial
performance since inception. This information is derived from the Fund’s audited annual and unaudited semi-annual financial statements:
The Fund’s Net Assets per Unit:
(1)

Net Assets, beginning of period
Increase (decrease) from operations:
Total revenues
Total expenses
Realized gains (losses) for the period
Unrealized gains (losses) for the period
Total increase (decrease) from operations (2)
Distributions:
From income (excluding dividends)
From dividends
From capital gains
Return of capital
Total Distributions (3)
Net Assets, end of period (4)
(1)
(2)

(3)
(4)

Net asset value (000’s)
Number of units outstanding
Management expense ratio (annualized) (2)
Management expense ratio before waivers or
absorptions (annualized) (2)
Portfolio turnover rate (3)
Trading expense ratio (4)
(2)
(3)

(4)

2013

2012

2011

2010

25.51

26.09

23.96

25.01

23.74

0.79
(0.06)
0.48
0.26
1.47

1.54
(0.07)
(0.69)
(0.13)
0.65

1.53
(0.07)
0.77
1.38
3.61

1.49
(0.07)
(0.36)
(0.10)
0.96

1.57
(0.06)
0.87
0.35
2.73

(0.78)
–
–
–
(0.78)
26.18

(1.02)
–
–
(0.53)
(1.55)
25.51

(1.53)
–
–
–
(1.53)
26.09

(1.94)
–
–
–
(1.94)
23.96

(2.07)
–
(0.58)
–
(2.65)
25.01

Results for the six months period ended June 30, 2014.
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 2,183,194 units outstanding as of June 30, 2014 (December 31, 2013 – 2,400,312 units).
The percentages used to allocate distributions among income, dividends, capital gain and return on capital are based on the Fund’s tax return.
This is not a reconciliation between the opening and the closing net assets per unit.

Ratios and Supplemental Data:

(1)

2014(1)

2014(1)

2013

2012

2011

2010

47,847
1,827,353
0.27%
0.27%

59,694
2,340,171
0.27%
0.27%

66,746
2,558,500
0.28%
0.28%

63,197
2,629,958
0.30%
0.30%

69,513
2,770,860
0.26%
0.26%

4.70%

1.30%
0.00%

6.47%
0.00%

19.21%
0.00%

65.40%
0.00%

0.00%

Results for the six months period ended June 30, 2014.
Management expense ratio is based on total expenses for the stated period and is expressed as an annualized percentage of daily average net asset value during the period.
The Fund’s 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’s buying and selling all of the securities (including fixed income) in its portfolio once in the course of the year. There is not necessarily a relationship between
turnover rate and the performance of the Fund.
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.
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S UMMARY

OF I NVESTMENT

P ORTFOLIO

As at June 30, 2014
The summary of investment portfolio may change due to ongoing portfolio transactions of the Fund. A quarterly update is available at
www.Astonhill.ca and at www.sedar.com.
% of
NAV

Portfolio by Category
Foreign Corporate Bonds
Canadian Corporate Bonds
Foreign Preferred Stock
Short-term Notes
Foreign Currency Forward Contracts
Cash
Net Other Assets (Liabilities)

41.6%
38.0%
15.4%
3.8%
1.0%
0.0%
0.2%
100.0%

Total

Top 25 Holdings
Manulife Financial Capital Trust (MACS II)
Citigroup Capital XIII
Wachovia Capital Trust III
General Electric Capital Corp.
Canadian Imperial Bank of Commerce Capital Trust
Toronto Dominion Capital Trust (CATS III)
Great-West Life & Annuity Insurance Capital LP II
Goldman Sachs Group Inc.
Short-term Notes
National Bank of Canada Asset Trust
Royal Bank of Canada
Goldman Sachs Capital II
Bank of America Corp.
Foreign Currency Forward Contracts
Cash
Total % of Long Positions
Total Net asset value:

%
Rate
7.40%

Maturity
date
Dec/31/2019

5.60%
7.10%
10.0%
7.20%
7.20%
5.00%

Aug/08/2014
Jun/15/2022
Jun/30/2019
Dec/31/2018
May/16/2016
May/03/2018

7.40%
2.80%
4.00%
8.10%

Jun/30/2020
Dec/11/2018
Aug/08/2014
May/15/2018

% of
NAV
16.3%
15.4%
15.2%
9.1%
8.2%
7.8%
6.9%
6.8%
3.8%
3.6%
2.1%
1.8%
1.8%
1.0%
0.0%
99.8%
$

47,847,253
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