
This prospectus constitutes a public offering of these securities only in those jurisdictions where they may be lawfully offered for
sale and therein only by persons permitted to sell such securities. Neither the Ontario Securities Commission nor any other
department or agency of the Government of Ontario has assessed the merits of an investment in the Fund and any representation 
to the contrary is an offence. The Ontario Securities Commission and the Government of Ontario make no recommendation 
concerning such an investment and assume no liability or obligation to any investor in these securities. 

Continuous Offering December 21, 2006 

CLASS A SHARES, SERIES II AND CLASS A SHARES, SERIES III 

New Generation Biotech (Equity) Fund Inc. (the “Fund”) is registered as a labour sponsored investment fund
corporation under the Community Small Business Investment Funds Act (Ontario), as amended (the “Ontario Act”)
and is a prescribed labour-sponsored venture capital corporation under the Income Tax Act (Canada), as amended
(the “Federal Tax Act”).  The Fund has met the requirements to issue shares as a research oriented investment fund 
(“ROIF”) under the Ontario Act in 2006.

Two series of Class A Shares of the Fund are offered separately hereunder.  Each Class A Share, Series II and Class 
A Share, Series III of the Fund has been offered for sale continuously beginning on January 1, 2004 at the net asset 
value per Class A Share, Series II and at the net asset value per Class A Share, Series III respectively.  There need 
not be any correlation between the number of any of the series of Class A Shares sold.  The difference between the 
two series of Class A Shares being offered for sale pursuant to this offering is the different sales commission 
structure and corresponding redemption structure associated with the sale of each series.  See “Plan of Distribution”. 

Investment Objective:  The Fund’s investment objective is to achieve long-term capital appreciation by investing
in a diversified portfolio of securities of biotechnology and health care related ventures and by investing the 
remainder in reserves including, in particular, debt instruments which generate a return which is linked to the 
performance of the NASDAQ 100 Index.  See “Offered Securities – Investment Objective”. 

Investment Strategy:  To achieve its objective the Fund will: (i) a minimum of 60% of the capital raised from the 
sale of the Class A Shares in eligible businesses which include early stage biotechnology and health care related 
ventures which meet the Fund’s investment guidelines; and (ii) invest in reserves which may include, in particular,
debt instruments which generate a return that is linked to the performance of the NASDAQ 100 Index.  To qualify
under the Ontario Act as a ROIF in a calendar year, the Fund must hold investments, each of which is an eligible
investment in a research business (as defined in the Ontario Act), with an aggregate cost that is equal to at least 50%
of the capital available for investment by the Fund at the end of the prior calendar year.  The Fund intends to comply
with these and other requirements under the Ontario Act in order to continue to qualify as a ROIF.  See “Offered
Securities – Investment Strategy” and “Investment Restrictions”. 

CLASS A SHARES 
Offering Price per Class A Share, 

Series II and Class A Share, Series III of the Fund - net asset value of the Class A 
Shares, Series II and net asset value of the Class A Shares, Series III 

Minimum Initial and Subsequent Subscriptions - $500 initially and $50 subsequently 

New Generation Biotech (Equity) Fund Inc.
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Federal Tax Credits: Pursuant to the Federal Tax Act, individuals resident in Canada who are first purchasers of 
Class A Shares will be eligible for a 15% federal tax credit to a maximum credit of $750 per year (based on an 
investment of $5,000).  Proposed amendments to the Federal Tax Act provide that a federal tax credit is only 
available for a Class A Share of a prescribed labour-sponsored venture capital corporation that is not federally 
registered if a provincial tax credit is also available in respect of the Class A Share.  See “Canadian Federal Income 
Tax Considerations – Federal Tax Credit Available to First Purchasers”.  

Ontario Tax Credits:  Pursuant to the Ontario Tax Act and based on the qualification of the Fund as a ROIF, for 
taxation years that end before January 1, 2009, individuals resident in Ontario will be eligible for an Ontario tax 
credit equal to 20% of the purchase price of Class A Shares issued by the Fund as a ROIF to a maximum credit of 
$1,000 per year (based on an investment of $5,000).  The increase in the provincial tax credit from 15% to 20% is 
dependent upon the Fund meeting the standards for ROIFs established in the Ontario Act during the year the Fund 
issues the Class A Shares.  The provincial tax credit for Class A Shares issued by a ROIF will be reduced for the 
2009 taxation year to 15% and will be reduced to 10% for the 2010 taxation year and will be eliminated for the 2011 
and subsequent taxation years.  See “Ontario Income Tax Considerations – Ontario Taxation of Class A 
Shareholders – Ontario Tax Credits Available to First Purchasers”. 

A number of measures relating to the transition of the labour sponsored investment fund industry announced in the 
2006 Ontario Budget loosened the investment restrictions in the Ontario Act.  These proposed measures received 
Royal Assent on May 18, 2006 and are now law. 

An individual may generally claim federal and Ontario tax credits for investments in Class A Shares made by the 
individual’s RRSP and an individual or his or her spouse or common-law partner may generally claim the tax credits 
for investments in Class A Shares made by a spousal RRSP. 

Investors who purchase Class A Shares after December 31, 2006, but on or before March 1, 2007 (the last day on 
which Class A Shares may be acquired by an eligible investor to claim federal and provincial tax credits for 2006) 
may elect to have their Ontario tax credit and their federal tax credit apply in respect of the 2006 taxation year 
instead of the 2007 taxation year. 

The maximum Ontario and federal tax credits apply in respect of an eligible investor’s aggregate purchases of shares 
issued by labour sponsored investment fund corporations that meet the qualifications of a ROIF, in the case of the 
Ontario tax credit, or labour-sponsored venture capital corporations, in the case of the federal tax credit. 

The Manager:  NGB Management Inc. (the “Manager”) was responsible for the organization and creation of the 
Fund. The Fund has retained the Manager to engage and supervise service providers to the Fund and work with 
Covington Capital Corporation (“Covington”) and Genesys Capital Partners Inc. (“Genesys”) to develop and refine 
the investment strategy and criteria for the Fund. See “The Manager”. 

Covington Capital Corporation:  The Manager has retained Covington to undertake the marketing, 
communications and daily administrative operations of the Fund and to supervise the activities of Genesys.  See 
“Covington Capital Corporation”. 

Genesys Capital Partners Inc.:  The Manager has retained Genesys to assist the Fund with developing and refining 
the investment strategy and criteria of the Fund and to assist the Fund with the implementation of that investment 
strategy by identifying, evaluating, examining and screening investment opportunities, structuring and negotiating 
investments, and monitoring the performance of the Fund’s investments.  See “Genesys Capital Partners Inc.”. 

The Sponsor:  The Fund is sponsored by the Canadian Federal Pilots Association (the “Sponsor”).  The Sponsor 
holds all of the Class B Shares of the Fund (“Class B Shares”). See “The Sponsor”. 

An investment in Class A Shares is appropriate only for investors who are prepared to hold their investment 
in the Fund for a long period of time. The Class A Shares are highly speculative in nature. An investment in 
the Class A Shares is appropriate only for investors who have the capacity to absorb a loss of some or all of 
their investment.  There is no guarantee that an investment in Class A Shares will earn a specified rate of 
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return or any return in the short or long term.  There is no assurance that changes will not be introduced to 
federal or provincial legislation which, if unfavourable, could impair the Fund’s investment performance and 
its ability to attract future investment capital. In addition to the tax benefits of investing in Class A Shares, 
prospective investors should fully assess the investment merits of the Class A Shares.  Although the Fund is a 
mutual fund, some of the rules designed to protect investors who purchase securities of mutual funds do not 
apply to the Fund.  In particular, compliance with rules directed at ensuring liquidity and diversification of 
investments and certain other investment restrictions and practices normally applicable to mutual funds do 
not apply to the Fund.  The Fund will require a greater commitment to initial analysis and to monitoring and 
support of on-going developmental activities, relative to the amount of capital invested, than is required by 
most mutual funds.  Consequently, the operating expenses of the Fund will be higher than those of many 
mutual funds and other pooled investment vehicles. See “Risk Factors”.  Investors may be required to pay 
redemption fees or share certificate fees in certain circumstances.  See “Summary of Fees and Expenses – 
Summary of Fees, Charges and Expenses Payable by the Securityholder”. 

Mutual funds generally value their investments at the closing market price at which they can be bought and sold. A 
published market will not exist for many of the investments made by the Fund.  The Fund has adopted a method of 
valuing both those investments for which a published market exists and those for which a published market does not 
exist.  The Custodian (as defined below) will calculate the net asset value per share on each business day using 
values for the shares determined in accordance with the Fund’s valuation methodology. Under federal and Ontario 
requirements, the Fund must ensure that the value of its Class A Shares will be determined, on an annual basis, by 
means of a valuation carried out by an independent qualified person.  The Fund satisfies this requirement by 
obtaining, on an annual basis, an independent confirmation of the net asset value of the Fund and the net asset value 
per Class A Share from the Fund’s external auditors.  The daily and annual valuations of the Fund’s investments 
may not reflect the prices at which the investments can actually be sold, particularly after taking into account 
associated selling costs such as sales commissions and legal fees. The existence of a daily valuation is designed to 
establish the issue price for the continuous offering of the Class A Shares and to allow investors to follow the 
performance of the Fund but in no way modifies the restrictions on the transfer or redemption of the Class A Shares.  
See “Valuation of Investments”, “Share Capital of the Fund” and “Risk Factors”. 

The Fund may have liability for the repayment of tax credits in certain circumstances. In most cases investors 
must repay any tax credit received as a result of their investment if their Class A Shares are redeemed within 
eight years of purchase.  Under the Ontario Act, any Class A Share issued in February or March that is 
redeemed in February or on March 1 is deemed to be redeemed on March 31. Under the Federal Tax Act, 
any Class A Share redeemed in February or on March 1 is deemed to be redeemed on a date that is thirty 
days later.  Once Class A Shares have been held for eight years, investors will normally be able to request 
that the Fund redeem their Class A Shares at any time at the net asset value per share, as applicable as at the 
close of business on the business day on which the redemption request is received. Investors must pay 
redemption fees to the Fund if their Class A Shares are redeemed within eight years of purchase.  There are 
certain circumstances in which the Fund may be prohibited by law from making redemptions and in certain 
circumstances the Fund may suspend redemptions for substantial periods of time.  In any given year the 
Fund will not be required to redeem Class A Shares having an aggregate redemption price exceeding 20% of 
the net asset value of the Class A Shares as of the last day of the preceding financial year. Investors may not 
be able to dispose of their Class A Shares other than by way of redemption as there is no formal market, such 
as a stock exchange, through which such shares may be sold. In addition, there are restrictions on the voting 
and transfer of Class A Shares.  See “Canadian Federal Income Tax Considerations”, “Ontario Income Tax 
Considerations” and “Share Capital of the Fund”. 

The Class A Shares, Series II and Class A Shares, Series III will be sold through brokers and dealers licensed to sell 
shares of labour-sponsored venture capital corporations. See “Plan of Distribution”.  Each Class A Share, Series II 
and Class A Share, Series III of the Fund has been offered for sale continuously beginning on January 1, 2004 at the 
net asset value per Class A Share for that series as calculated on a daily basis by the Fund’s Custodian. Subscriptions 
will be received subject to rejection or allotment in whole or in part. See “Subscription”.  The Fund terminated the 
offering of Class A Shares, Series I on December 31, 2003.  

In addition to this prospectus and the audited financial statements of the Fund, investors will receive, when they are 
available, unaudited semi-annual financial statements for the current year. Investors should read the prospectus and 
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review the financial statements carefully before making an investment decision.  Careful consideration should be 
given to the Risk Factors associated with making an investment in the Fund.  See “Risk Factors”. Investors should 
also consult with their professional advisors prior to making an investment in the Fund. 
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SUMMARY OF FEES AND EXPENSES 

Summary of Fund Expenses 

Reference is made to the financial statements of the Fund for the year ended August 31, 2006 for particulars of the 
fees and expenses discussed below which were incurred by the Fund for that period. 

Manager 

Annual fee of 
1.15% of NAV* 

The Manager is paid an annual management fee by the Fund of 1.15% of the net asset value 
of the Fund, which fee shall be calculated and paid monthly in arrears.  With respect to Class 
A Shares, Series II and Class A Shares, Series III, the Fund will also pay the Manager a 
distribution services fee as described below.  See “Executive Compensation, Management 
Fees and Performance Bonus”. 

Covington 

Annual fee of 
1.15% of NAV 
plus an amount 
equal to the service 
fee* 

Covington is paid an annual administration fee by the Fund of 1.15% of the net asset value of 
the Fund plus an amount equal to the service fee (the “service fee”) payable to dealers. In 
return for this fee, which shall be calculated and paid monthly in arrears, Covington shall 
perform the functions described in its agreement with the Manager and the Fund and shall pay 
all service fees. See “Summary of Fees and Expenses - Summary of Dealer Compensation - 
Service Fees” and “Executive Compensation, Management Fees and Performance Bonus”. 

Genesys 

Annual fee of 
1.15% of NAV* 

Genesys is paid an annual fee by the Fund of 1.15% of the net asset value of the Fund, which 
fee shall be calculated and paid monthly in arrears. See “Executive Compensation, 
Management Fees and Performance Bonus”. 

Performance 
Bonus 

The lesser of 20% 
of income and an 
amount that does 
not reduce returns 
below 6%* 

The Manager will be entitled to a performance bonus (the “Performance Bonus”) payable on 
the date the Fund receives the proceeds, whether in cash, securities or other property, from the 
disposition of an eligible investment, based on realized gains and cumulative performance of 
the Class A Share Investment Portfolio. Before any Performance Bonus is paid by the Fund 
on the realization of an eligible investment, the Class A Share Investment Portfolio must 
have: 

(i) earned sufficient income to generate a rate of return on eligible investments in excess 
of a cumulative annualized threshold return of 6%. The income on eligible 
investments includes investment gains and losses (in each case, realized and 
unrealized) earned and incurred since the inception of the Fund; 

(ii) earned income from the eligible investment which provides a cumulative investment 
return at an average annual rate in excess of 6% since the date of the investment; and 

(iii) fully recouped an amount equal to all principal invested in the eligible investment. 

 Subject to all of the above, the Performance Bonus will be equal to 20% of all income earned 
from the eligible investment, provided that the payment of the Performance Bonus does not 
reduce returns to shareholders on the Class A Share Investment Portfolio below the threshold 
outlined in (i) above. If a Performance Bonus is earned, the Fund will pay that Performance 
Bonus to the Manager and to Genesys and Covington in the proportion decided upon by the 
Manager from time to time.  See “Executive Compensation, Management Fees and 
Performance Bonus”.  
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Sponsor 

Annual fee of 
0.25% of NAV* 

The Sponsor is paid an annual fee by the Fund equal to 0.25% of the net asset value of the 
Fund, calculated and paid monthly in arrears. See “Executive Compensation, Management 
Fees and Performance Bonus”. 

Sales 
Commissions 

See “Summary of Dealer Compensation — Sales Commissions”. 

Registrar and 
Transfer Agent 
Fee: 

0.60% of NAV per 
annum.* 

The Fund pays to the Registrar and Transfer Agent an annual fee for shareholder 
administration and client services, trustee services, shareholder reporting and transfer agency 
and registrar services at the rate of 0.60% of the net asset value of the Fund per annum. See 
“Operating Expenses”. 

Other 
Administration 
and Operating 
Expenses: 

As incurred.* 

Other Fund expenses include portfolio transactions, taxes, legal, audit, custodial and 
accounting, cost of qualifying the Fund’s securities for distribution (other than start-up costs), 
certain marketing, security realization, directors’ fees, expenses paid to special consultants 
and borrowing.  See “Operating Expenses”. 

Sales Incentives 

As incurred* 

The Fund may, subject to regulatory approval, enter into co-operative marketing programs 
with certain dealers providing for the reimbursement by the Fund of certain expenses incurred 
by those dealers in promoting sales of Class A Shares. 

Distribution Costs 

Monthly fee of 
0.160% (1.92% 
annually) and 
0.096% (1.152% 
annually) of 
original issue price 
of Class A Shares, 
Series II and Class 
A Shares, Series 
III, respectively for 
Class A Shares sold 
prior to January 1, 
2006* 

The Fund will be responsible for managing the relationships with registered dealers selling 
the Class A Shares and will arrange to pay a 10% and a 6% sales commission to such dealers 
in respect of sales of Class A Shares, Series II and Class A Shares, Series III, respectively.  
Such sales commission costs are not charged to nor amortized by the Fund.  See “Plan of 
Distribution”. 

For Class A Shares, Series II and for Class A Shares, Series III sold prior to January 1, 2006, 
the Manager paid certain sales commissions to registered dealers with respect to the sale of 
the Class A Shares and the Fund remunerates the Manager for the payment of such 
commissions and the maintenance of those relationships.  For distribution services provided 
by the Manager prior to January 1, 2006, the Fund will pay the Manager a monthly 
Distribution Services Fee equal to 0.160% (1.92% annually) and 0.096% (1.152% annually) 
of the original issue price of the Class A Shares, Series II and Class A Shares, Series III, 
respectively, which were sold prior to January 1, 2006 and which are still issued and 
outstanding during that month.  The Distribution Services Fee will be paid to the Manager for 
eight years following the sale of each Class A Shares, Series II and Class A Shares, Series III 
which were sold prior to January 1, 2006 and which are still issued and outstanding during 
that month.  See “Plan of Distribution”. 

Management 
Expense Ratio 
and Annual 
Returns 

Reference is made to the audited financial statements for the Fund for the year ended August 
31, 2006 for particulars of management fees incurred by the Fund.  See “Operating 
Expenses”. 

 For the years ended August 31, 2006, August 31, 2005 and August 31, 2004, the annualized 
management expense ratios (“MER”) are found below:   
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2006 
MER 

 
2005 
MER 

 
2004 
MER 

2006 
Annual 
Return 

2005 
Annual 
Return 

2004 
Annual 
Return 

Class A Shares, 
Series II 

10.86% 9.38% 7.56% (26.42)% 4.03% N/A 

Class A Shares, 
Series III 

10.23% 9.09% 7.21% (25.82)% 4.37% N/A 

       
 

Summary of Fees, Charges and Expenses Payable by the Securityholder 

Sales Charge Nil. See “Summary of Dealer Compensation — Sales Commissions”. 

Transfer Fee Nil. 

RRSP Fee Nil.  

Redemption Fee 

Up to 10% of original issue 
price* 

Class A Shares, Series II: A redemption fee will be charged by the Fund to 
investors of up to 10% of the original issue price calculated as 1.25% of the 
original issue price times the number of years or part years remaining until the 
eighth anniversary of the date of issue. After the eighth anniversary of the date 
of issue there is no redemption fee. For Class A Shares, Series II issued prior to 
January 1, 2006, the redemption fee as calculated above will be paid to the 
Manager for the distribution services provided to the Fund.  See “Share Capital 
of the Fund”. 

Up to 6% of original issue price* Class A Shares, Series III: A redemption fee will be charged by the Fund to 
investors of up to 6% of the original issue price calculated as 0.75% of the 
original issue price times the number of years or part years remaining until the 
eighth anniversary of the date of issue. After the eighth anniversary of the date 
of issue there is no redemption fee. For Class A Shares, Series III issued prior to 
January 1, 2006, the redemption fee as calculated above will be paid to the 
Manager for the distribution services provided to the Fund.  See “Share Capital 
of the Fund”. 

Share Certificate Fee 

$10 Fee* 

A share certificate will not be issued except on an investor’s request and on 
payment by the investor of a fee of $10 (plus G.S.T.). 

Summary of Dealer Compensation 

Sales Commissions and Service 
Fees 

10% of original issue price paid 
by the Fund plus an annual 
service fee of 0.50% of the NAV 
of the Class A Shares, Series II 
after 8 years paid by Covington* 

Class A Shares, Series II:  A total initial commission of 10% of the original 
issue price for each Class A Share, Series II subscribed for will be paid to 
registered dealers selling Class A Shares, Series II of the Fund. The commission 
will consist of a 6% sales commission paid by the Fund plus an additional 4% 
commission paid by the Fund. The 4% commission is in lieu of any service fees 
payable before the eighth anniversary of the date of issue of the Class A Shares, 
Series II of the Fund. After a period of eight years, Covington will pay to 
dealers a service fee (calculated and paid at the end of each calendar quarter) 
equal to 0.50% annually of the net asset value of the Class A Shares, Series II of 
the Fund held by clients and sales representatives of the dealers. See “Plan of 
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Distribution”. 

6% of original issue price paid 
by the Fund plus an annual 
service fee of 0.50% of NAV of 
the Class A Shares, Series III 
paid by Covington* 

Class A Shares, Series III: A total initial commission of 6% of the original issue 
price for each Class A Share, Series III subscribed for will be paid by the Fund 
to registered dealers selling Class A Shares, Series III of the Fund. In addition, 
Covington will pay to dealers a service fee (calculated and paid at the end of 
each calendar quarter) equal to 0.50% annually of the net asset value of the 
Class A Shares, Series III of the Fund held by clients of the sales representatives 
of the dealers. 

Other Expenses See “Summary of Fund Expenses – Other Expenses”. 

* This is only a summary and should be read together with the detailed information appearing elsewhere in this 
prospectus.   
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ELIGIBILITY FOR INVESTMENT 

In the opinion of Gowling Lafleur Henderson LLP, so long as the Fund is registered as a labour sponsored 
investment fund corporation under the Ontario Act and a prescribed labour-sponsored venture capital corporation 
under the Federal Tax Act, Class A Shares of the Fund will be qualified investments for trusts governed by a RRSP 
and a RRIF (each a “registered plan”) at a particular time if: (i) the annuitant is not at that time a designated 
shareholder of the Fund; and (ii) it cannot reasonably be considered that any amount received in respect of the Class 
A Shares is on account of payment for services provided by the annuitant of the registered plan who provides 
services to the Fund or a person related to the Fund. In general, a designated shareholder is a person who is, or is 
related to, a person who, alone or together with non-arm’s length persons, owns not less than 10% of the issued 
shares of any class of the capital stock of the Fund, or any other corporation related to the Fund. However, an 
annuitant will not be considered to be a designated shareholder if the cost to the annuitant, and persons not dealing at 
arm’s length with the annuitant, of shares in the Fund, or any other corporation related to the Fund, is less than 
$25,000, and the annuitant deals at arm’s length with the Fund. 

Alternatively, the Class A Shares will be qualified investments for such trust at any time if, (i) immediately after the 
time the Class A Shares were acquired by the registered plan, the annuitant was not a connected shareholder of the 
Fund; and (ii) the registered plan does not receive an amount in respect of the Class A Shares which may reasonably 
be considered to be on account of payment for services to or for the Fund or a person related to the Fund or in 
respect of the acquisition of goods or services from the Fund or person related to the Fund. In general, a connected 
shareholder is a person who, alone or together with non-arm’s length persons, owns not less than 10% of the issued 
shares of any class of the capital stock of the Fund, or any other corporation related to the Fund. However, an 
annuitant will not be considered to be a connected shareholder if the annuitant deals at arm’s length with the Fund 
and the cost to the annuitant, and persons not dealing at arm’s length with the annuitant, of shares in the Fund, or 
any other corporation related to the Fund, is less than $25,000. See “Ontario Income Tax Considerations” and 
“Canadian Federal Income Tax Considerations”. 

Although, as described above, Class A Shares will generally be qualified investments for RRIFs, a RRIF is not 
permitted to subscribe directly for Class A Shares. 
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SELECTED DEFINITIONS 

“AMG” means Affiliated Managers Group, Inc.;  

“board of directors” means the board of directors of the Fund; 

“business day” means a day other than a Saturday, a Sunday or a day observed as a holiday under the laws of the 
Province of Ontario, or a day on which either the Toronto Stock Exchange or the Registrar and Transfer Agent’s 
principal office in Toronto is closed for business; 

“CRA” means the Canada Revenue Agency; 

“Class A Share” means individually a Class A Share, Series I, a Class A Share, Series II or a Class A Share, Series 
III in the capital of the Fund and “Class A Shares” means collectively the Class A Shares, Series I, the Class A 
Shares, Series II and the Class A Shares, Series III of the Fund; 

“Class A Shares, Series I” means the Class A Shares, Series I in the capital of the Fund and Class A Share, Series I 
means individually one of the Class A Shares, Series I;  

“Class A Shares, Series II” means the Class A Shares, Series II in the capital of the Fund and Class A Share, Series 
II means individually one of the Class A Shares, Series II; 

“Class A Shares, Series III” means the Class A Shares, Series III in the capital of the Fund and Class A Share, 
Series III means individually one of the Class A Shares, Series III; 

“Class A Share Investment Portfolio” means, at any point in time, the eligible investments of the Fund made with 
capital raised from the sale of Class A Shares; 

“Covington” means Covington Capital Corporation;  

“Custodian” means RBC Dexia Investor Services Trust, in its capacity as custodian of portfolio securities; 

“Distribution Services Fee” means, for Class A Shares, Series II and for Class A Shares, Series III sold prior to 
January 1, 2006, in respect of any particular month, an amount equal to 0.160% of the original issue price of the 
Class A Share, Series II issued and outstanding for such month or 0.096% of the original issue price of the Class A 
Share, Series III issue and outstanding for such month, as the case may be; 

“eligible business” means an eligible business as defined in the Ontario Act, some of the more salient requirements 
of which are described under “Investment Restrictions”; 

“eligible investment” means an investment which, at the time of purchase, was an eligible business as defined in 
the Ontario Act or a permitted investment under the Ontario Act, some of the more salient requirements of which are 
described under “Investment Restrictions”; 

“eligible investor” means an individual (other than trusts that are not qualifying trusts) resident in Ontario at the 
time the Class A Shares are purchased; 

“FAIMI” means First Asset Investment Management Inc.; 

“Federal Tax Act” means the Income Tax Act (Canada), as amended; 

“Fund” means New Generation Biotech (Equity) Fund Inc.; 

“Genesys” means Genesys Capital Partners Inc.;  
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“Information Return” means a tax information return referred to in paragraph 204.81(6)(c) of the Federal Tax Act 
issued to an eligible investor who has purchased a Class A Share in the capital of a prescribed labour-sponsored 
venture capital corporation; 

“labour sponsored investment fund corporation” and “LSIF” means a labour sponsored investment fund 
corporation registered under the Ontario Act; 

“LSVCC” means labour-sponsored venture capital corporation under the Federal Tax Act; 

“Linked Notes” means debentures or other instruments which qualify as reserves, the returns on which are linked to 
the performance of the NASDAQ 100 Index; 

“listed company” in relation to a labour sponsored investment fund corporation’s investment in eligible businesses 
means a business the shares of which are listed on a stock exchange prescribed by Regulation under the Federal Tax 
Act at the time of the initial investment; 

“Manager” means NGB Management Inc.; 

“net asset value of the Fund” means the value of the Fund’s assets minus the value of the Fund’s liabilities each of 
which being determined by the Custodian on instructions from Covington in the manner described under the heading 
“Valuation of Investments”; 

“net asset value per Class A Share, Series I” is determined where applicable for the Fund by subtracting the 
aggregate amount of liabilities allocated to the Class A Shares, Series I of the Fund from the value of assets 
attributable to the Class A Shares, Series I of the Fund and dividing the resulting amount by the number of Class A 
Shares, Series I of the Fund outstanding at the date such value is determined; 

“net asset value per Class A Share, Series II” is determined by subtracting the aggregate amount of liabilities 
allocated to the Class A Shares, Series II of the Fund from the value of the assets attributable to the Class A Shares, 
Series II of the Fund and dividing the resulting amount by the number of Class A Shares, Series II of the Fund 
outstanding at the date such value is determined; 

“net asset value per Class A Share, Series III” is determined by subtracting the aggregate amount of liabilities 
allocated to the Class A Shares, Series III of the Fund from the value of the assets attributable to the Class A Shares, 
Series III of the Fund and dividing the resulting amount by the number of Class A Shares, Series III of the Fund 
outstanding at the date such value is determined; 

“net proceeds” means the gross proceeds of the continuous offering of Class A Shares less the sales commissions, 
and the expenses of the Fund, if any; 

“Ontario Act” means the Community Small Business Investment Funds Act (Ontario), as amended; 

“Ontario Tax Act” means the Income Tax Act (Ontario), as amended; 

“Portfolio Company” or “Portfolio Companies” means one or more businesses in which the Fund has made an 
eligible investment; 

“prime rate” means for any day, the floating annual rate of interest, calculated on a daily basis, established by the 
Fund’s banker as the reference rate it will use to determine rates of interest on Canadian dollar loans to customers in 
Canada and designated as its “prime rate”; 

“qualifying trust” for an individual (a natural person) means a trust that is governed by a RRSP where: (a) the plan 
is not a spousal plan and the individual is the annuitant; or (b) the plan is a spousal plan in relation to the individual 
or the spouse or common-law partner of the individual and the individual or the spouse or common-law partner of 
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the individual is the annuitant and the individual and no other person claims a deduction of the tax credit under the 
Federal Tax Act; 

“RRIFs” means registered retirement income funds, as defined in Subsection 146.3(1) of the Federal Tax Act; 

“RRSPs” means registered retirement savings plans, as defined in Subsection 146(1) of the Federal Tax Act; 

“scientific research and development expenses” means with respect to expenses incurred by an entity in a fiscal 
year, certain scientific research and development expenses described in the Federal Tax Act and defined as 
“scientific research and development expenses” for purposes of the Ontario Act; 

“Registrar and Transfer Agent” means CI Investments Inc. (“CI”) in its capacity as registrar and transfer agent 
for the Class A Shares; 

“reserves” means investments that qualify as “reserves” as defined in the Ontario Act and includes Canadian dollars 
in cash or on deposit with qualified Canadian financial institutions, debt instruments of or guaranteed by the 
Canadian federal government, debt obligations of provincial and municipal governments, Crown corporations and 
corporations listed on prescribed Canadian stock exchanges, guaranteed investment certificates issued by Canadian 
trust companies and qualified investment contracts; 

“Reserve Portfolio” means the investments of the Fund in reserves in accordance with the Ontario Act; 

“ROIF” means a labour sponsored investment fund corporation that is a research oriented investment fund under 
the provisions of Section 16.1 of the Ontario Act; 

“Securities Act” means the Securities Act (Ontario), as amended, together with all regulations and rules thereunder; 

“Sponsor” means the Canadian Federal Pilots Association; 

“spousal plan” means a “spousal or common-law partner plan” as defined in subsection 146(11) of the Federal Tax 
Act; 

“Tax Credit” means the deduction available under the Federal Tax Act that an individual may claim not exceeding 
the individual’s labour sponsored fund tax credit for the year under the Federal Tax Act; 

“Tax Credit Certificate” means the certificate issued on behalf of the Minister of Finance (Ontario), pursuant to 
subsection 25(5) of the Ontario Act, to an eligible investor who has purchased Class A Shares in the capital of a 
labour sponsored investment fund corporation; and 

“Trustee” means The Canada Trust Company in its capacity as trustee for a RRSP established to hold Class A 
Shares. 
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PROSPECTUS SUMMARY 

The following is a summary only and reference is made to the more detailed information appearing elsewhere in this 
prospectus. Capitalized terms not otherwise defined herein shall have the meaning ascribed thereto under “Selected 
Definitions”. 

The Fund 

The Fund was incorporated under the laws of Ontario on October 31, 2000 by articles of incorporation which were 
amended by articles of amendment dated December 27, 2000. The Articles were further amended on December 19, 
2003 to reclassify the Class A Shares as Class A Shares, Series I and to permit directors to issue Class A Shares in 
series and on June 21, 2005 to allow for the creation of pools of assets.  The Fund is registered as a labour sponsored 
investment fund corporation under the Ontario Act and as a prescribed labour-sponsored venture capital corporation 
under the Federal Tax Act. 

Offered Securities 

Two series of Class A Shares of the Fund are offered separately hereunder.  Each Class A Share, Series II and Class 
A Share, Series III of the Fund has been offered for sale continuously beginning on January 1, 2004 at the net asset 
value per Class A Share, Series II and at the net asset value per Class A Share, Series III, respectively. The Class A 
Shares subscribed for will be issued as of the first business day following the date on which the subscription is 
received by the Fund for a purchase price equal to the net asset value per applicable series of Class A Shares at the 
close of business on the business day on which the subscription is received by the Fund. The minimum initial 
subscription is $500 and subsequent subscriptions must be at least $50.  The Class A Shares, Series I of the Fund 
were offered for sale at the net asset value per Class A Share, Series I until December 31, 2003.   

Purchase: Beginning on January 1, 2004 and on a continuous basis thereafter, Class A Shares, 
Series II and Class A Shares, Series III of the Fund are being issued to eligible 
investors (individuals and qualifying trusts) resident in the province of Ontario.  See 
“Share Capital of the Fund”, “Canadian Federal Income Tax Considerations”, “Ontario 
Income Tax Considerations”, “Plan of Distribution” and “Subscription”. 

Transfer: There is no restriction on the transfer of Class A Shares.  A transfer of Class A Shares 
may be a taxable transaction.  See “Canadian Federal Income Tax Considerations” and 
“Ontario Income Tax Considerations”.  

Issue Price: Class A Shares, Series II and Class A Shares, Series III will be issued at the net asset 
value per Class A Shares, Series II and Class A Shares, Series III, as applicable, 
determined on each business day on which the subscription is received.  

Redemption/Redemption 
Price: 

Subject to redemption restrictions and the withholding of any amount required to be 
withheld and the deduction of the redemption fees (each as described below), Class A 
Shares of any series will be redeemed at the net asset value per share of that series as at 
the close of business on the day on which the Fund receives the request or on the 
following business day if received after 4 p.m. 
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 Except in very limited circumstances, a holder of Class A Shares may not redeem such 
shares without repayment of the tax credits if the redemption occurs less than eight 
years after the date of issue of such shares. A holder of Class A Shares may require the 
Fund to redeem such shares without having to repay the tax credits received on issue if 
the redemption occurs more than eight years after the date of issue of such shares.  In 
determining whether the redemption of a Class A Share is prior to eight years from the 
date of issue, under the Ontario Act, a Class A Share issued in February or March that 
is redeemed in February or on March 1 is deemed to be redeemed on March 31. Under 
the Federal Tax Act, if a Class A Share is redeemed in February or on March 1 of a 
calendar year and that day is no more than 31 days before the day that is eight years 
after the day on which the Class A Share was issued, then there will be no requirement 
to withhold the federal tax credit. 

 Except for redemptions specifically permitted under the Ontario Act, Class A Shares 
issued pursuant to this offering may generally only be redeemed prior to eight years 
from the date of issue if 20% of the original issue price or the redemption price, 
whichever is less, is withheld and paid to the Minister of Finance (Ontario) and if an 
amount equal to the lesser of the federal tax credit on such shares and the redemption 
price less the repayment of the Ontario tax credit is withheld from the redemption 
proceeds and paid to the Receiver General for Canada. Circumstances under which 
Class A Shares may be redeemed during the eight year period after their issue without 
penalty, except as referred to under “Redemption Fee”, include, in general, if: (i) the 
holder has requested the Fund to redeem the Class A Shares within 60 days after the 
day on which the Class A Shares were issued to the original purchaser and the Tax 
Credit Certificate has been returned to the Fund; (ii) the original purchaser of the Class 
A Shares, as defined in the Ontario Act, has become disabled and permanently unfit for 
work or becomes terminally ill; (iii) the Class A Shares or the beneficial interest 
therein has devolved upon the holder as a consequence of the death of the original 
purchaser; or (iv) the Fund publicly announces that it proposes to dissolve or wind-up 
and the redemption, acquisition or cancellation of the Class A Shares is part of the 
dissolution or wind-up of the Fund, and occurs within a reasonable time before the 
Fund surrenders its registration. 

Redemption Fee: Class A Shares, Series II: Holders of Class A Shares, Series II who request that the 
Fund redeem shares before the eighth anniversary of their date of issue will be charged 
by the Fund a redemption fee of up to 10% of the original issue price calculated as 
1.25% of the original issue price times the number of years or part years remaining 
until the eighth anniversary of the date of issue. After the eighth anniversary of the date 
of issue there is no redemption fee. For Class A Shares, Series II issued prior to  
January 1, 2006, the redemption fee as calculated above will be paid to the Manager 
for the distribution services provided to the Fund.  See “Share Capital of the Fund”. 

 Class A Shares, Series III: Holders of Class A Shares, Series III who request that the 
Fund redeem shares before the eighth anniversary of their date of issue will be charged 
by the Fund a redemption fee of up to 6% of the original issue price calculated as 
0.75% of the original issue price times the number of years or part years remaining 
until the eighth anniversary of the date of issue. After the eighth anniversary of the date 
of issue there is no redemption fee. For Class A Shares, Series III issued prior to  
January 1, 2006, the redemption fee as calculated above will be paid to the Manager 
for the distribution services provided to the Fund.  See “Share Capital of the Fund”. 

Dividend and Voting 
Rights: 

Holders of Class A Shares are entitled to receive dividends at the discretion of the 
board of directors. The Fund does not anticipate declaring dividends and intends to 
periodically capitalize certain amounts of its interest income, other investment income 
and capital gains. See “Dividend Policy”. 
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 Each Class A Share entitles the holder to one vote at meetings of the shareholders of 
the Fund. Holders of Class A Shares are entitled to elect one of seven directors of the 
Fund. Holders of Class A Shares voting separately as a class or as a series will not be 
entitled to a separate vote on certain matters unless the holder is directly affected by 
the proposed action. The Sponsor, as holder of the Class B Shares, is entitled to elect 
the remaining directors of the Fund. The Sponsor has agreed to elect two persons to 
represent the Sponsor, two persons to be nominated by the Manager and one person to 
be nominated by each of Genesys and Covington to the board of directors. See “Share 
Capital of the Fund” and “The Sponsor”. 

Valuation: Valuations of the Fund’s assets will be carried out and the net asset value per Class A 
Share, Series I, Class A Share, Series II and Class A Share, Series III of the Fund will 
be updated daily by the Custodian. Where circumstances dictate that investments for 
which no published market exists should be valued other than at market or cost, 
Covington will convey valuation adjustments to the Custodian. The audit and valuation 
committee (the “Audit and Valuation Committee”) will review and approve the 
valuation at the end of each financial quarter.  The Fund will obtain, on an annual 
basis, an independent confirmation of the net asset value of the Fund and the net asset 
value of each series of the Class A Shares from the Fund’s external auditors.  See 
“Valuation of Investments”. 

Tax Credits, Deductions and Benefits 

Federal: Pursuant to the Federal Tax Act, individuals resident in Canada who are first 
purchasers of Class A Shares will be eligible for a 15% federal tax credit to a 
maximum credit of $750 per year (based on an investment of $5,000).   Proposed 
amendments to the Federal Tax Act provide that a federal tax credit is only available 
for a Class A Share of a prescribed labour-sponsored venture capital corporation that is 
not federally registered if a provincial tax credit is also available in respect of the Class 
A Share.  See “Canadian Federal Income Tax Considerations – Federal Tax Credit 
Available to First Purchasers”.  

Ontario: Pursuant to the Ontario Tax Act and based on the qualification of the Fund as a ROIF, 
for taxation years that end before January 1, 2009, individuals resident in Ontario will 
be eligible for an Ontario tax credit equal to 20% of the purchase price of Class A 
Shares issued by the Fund as a ROIF to a maximum credit of $1,000 per year (based 
on an investment of $5,000).  The increase of the provincial tax credit from 15% to 
20% is dependent upon the Fund meeting the standards for ROIFs established in the 
Ontario Act.  The provincial tax credit for Class A Shares issued by a ROIF will be 
reduced for the 2009 taxation year to 15% to a maximum of $750 and will be reduced 
to 10% to a maximum of $500 for the 2010 taxation year and will be eliminated for the 
2011 and subsequent taxation years.  See “Ontario Income Tax Considerations – 
Ontario Taxation of  Class A Shareholders – Ontario Tax Credits Available to First 
Purchasers”. 

A number of measures relating to the transition of the labour sponsored investment 
fund industry announced in the 2006 Ontario Budget loosened the investment 
restrictions in the Ontario Act.  These proposed measures received Royal Assent on 
May 18, 2006 and are now law. 

Investors who purchase Class A Shares after December 31, 2006, but on or before 
March 1, 2007 (the last day on which Class A Shares may be acquired by an eligible 
investor to claim federal and provincial tax credits for 2006) may elect to have their 
Ontario tax credit and their federal tax credit apply in respect of the 2006 taxation year 
instead of the 2007 taxation year.   
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The maximum Ontario and federal tax credits apply in respect of an eligible investor’s 
aggregate purchases of shares issued by labour sponsored investment fund 
corporations, in the case of the Ontario tax credit, or labour-sponsored venture capital 
corporations, in the case of the federal tax credit. 

Federal/Ontario: Investors who purchase Class A Shares after December 31, 2006, but on or before 
March 1, 2007, may elect to have their Ontario tax credit and their federal tax credit 
apply in respect of the 2006 taxation year instead of the 2007 taxation year.  The 
maximum Ontario and federal tax credits apply in respect of an eligible investor’s 
aggregate purchases of shares issued by labour sponsored investment fund 
corporations, in the case of the Ontario tax credit, or labour-sponsored venture capital 
corporations, in the case of the federal tax credit. 

Investment Considerations 

Investment 
Objective: 

The Fund’s investment objective is to achieve long-term capital appreciation by investing 
in a diversified portfolio of securities of biotechnology and health care related ventures and 
by investing the remainder in reserves including, in particular, debt instruments which 
generate a return which is linked to the stock market performance of the NASDAQ 100 
Index. See “Offered Securities – Investment Objective”. 

Investment Strategy: To achieve its objective the Fund will: (i) invest a minimum of 60% of the capital raised 
from the sale of the Class A Shares in eligible businesses which include early stage 
biotechnology and health care related ventures which meet the Fund’s investment 
guidelines; and (ii) invest in reserves which may include, in particular, debt instruments 
which generate a return that is linked to the performance of the NASDAQ 100 Index. To 
qualify under the Ontario Act as a ROIF, in addition to the requirements above, the Fund 
must hold at least 50% of the aggregate cost of its investments, measured as a percentage 
of its capital available for investment, for the year in eligible investments in specified 
research businesses as set out in the Ontario Act.  For this purpose, capital available for 
investment means the amount by which the total cost of all eligible investments and 
reserves exceeds 20% of the net value of the total assets of the Fund at the requisite time.  
The Fund intends to comply with these and other requirements under the Ontario Act in 
order to continue to qualify as a ROIF. See “Offered Securities – Investment Strategy” and 
“Investment Restrictions”. 

 The Class A Share Investment Portfolio consists of securities of early stage businesses, 
some of which did not have revenues at the time of investment. These investments were 
made in compliance with various legislative restrictions outlined under “Investment 
Restrictions – Class A Shares”, which provide, among other things, that the Fund must 
invest in businesses which (together with all related entities) have fewer than 500 full-time 
employees, have less than $50,000,000 in total gross assets and employ 50% or more of its 
full-time employees, earning at least 50% of the total salaries and wages payable by it, in 
Ontario at the time of investment. 

Use of Proceeds: The net proceeds of this offering of Class A Shares, after payment of sales commissions 
and expenses, will be invested by the Fund in eligible businesses and reserves, including 
Linked Notes, in accordance with the Fund’s investment objective for the Class A Shares.  
See “Investment Opportunity, Strategy and Criteria”.  Operating expenses of the Fund are 
paid out of the Fund’s working capital attributable to the Class A Shares, which includes 
income earned on investments. 

 The Ontario Act permits the Fund to hold qualifying debt obligations only where the debt 
obligation that, if secured, is secured (i) by a security interest in one or more assets of the 
entity and the terms of the debt obligation or any agreement relating to the debt obligation 
do not prevent the entity from dealing with the assets in the ordinary course of business 
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before any default on the debt obligation, (ii) by a guarantee, or (iii) by both a security 
interest described in (i) and a guarantee and, except in a few instances, does not entitle the 
holder of he debt obligation to rank ahead of any other secured creditor of the issuer in 
realizing on the same security. 

 The Ontario Act permits the Fund to hold only the following investments: (i) specified 
securities of eligible businesses; (ii) assets that were specified securities of eligible 
businesses when acquired by the Fund; and (iii) specified reserves.  On December 31 of 
each year after 2004 and before 2012, the Fund is required to hold eligible investments that 
have an aggregate cost of not less than 60% of the capital raised on the issue of the Fund’s 
Class A Shares that remain outstanding at the end of the year and were issued before the 
61st day of that year (excluding Class A Shares that have been outstanding for at least 94 
months) less 20% of the capital raised on Class A Shares of the Fund issued during the 
period beginning on the 61st day of the year preceding the applicable year and ending on 
the 60th day of the applicable year that are outstanding at the end of that year.  This 
amount is further adjusted to reflect the amount of net realized losses, if any, and certain 
taxes and penalty amounts incurred for the year. 

 The Fund will be subject to penalties and may have its registration revoked if it does not 
comply with the investment requirements set out in the Ontario Act. To date, the Fund has 
materially complied with all of the foregoing investment requirements and expects to 
remain in compliance with these requirements.  See “Canadian Federal Income Tax 
Considerations” and “Ontario Income Tax Considerations”. 

Risk Factors: Investors should consider the following risk factors and the additional risk factors outlined 
in “Risk Factors” before purchasing Class A Shares: 

 • An investment in Class A Shares is appropriate only for investors who are prepared to 
hold their investment in the Fund for a long period of time. 

 • The Class A Shares are highly speculative in nature. An investment in the Class A 
Shares is appropriate only for investors who have the capacity to absorb a loss of some 
or all of their investment. 

 • There are restrictions imposed by applicable law on the voting, redemption and 
transfer of Class A Shares. See “Share Capital of the Fund”. 

 • There is no formal market, such as a stock exchange, through which Class A Shares 
may be sold and none is expected to develop. 

 • Investors in Class A Shares will be relying upon the business judgement, expertise and 
integrity of the board of directors, Audit and Valuation Committee and investment 
committee of the Fund, the Manager, Covington and Genesys. The values the Fund 
places on its investments may not reflect the amounts for which they can actually be 
sold. 

 • There is no assurance that sufficient suitable eligible investments will be found in 
order to fulfill the Fund’s investment requirements.  As a result, the Fund may be 
subject to certain penalty taxes.   

 • The federal and provincial tax credits available on a purchase of Class A Shares, the 
investment restrictions imposed on the Fund, and the pace at which the Fund is 
required to invest the capital it raises have all been altered from time to time by 
legislative changes and further changes may be made in the future. Investors should 
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consult with a professional advisor. 

 • Many of the rules normally applicable to mutual funds operating in Canada are not 
applicable to the Fund. In particular, rules directed at ensuring liquidity and 
diversification of investments and certain other investment restrictions and practices 
normally applicable to mutual funds do not apply. 

 • The Fund may not be able to identify sufficient eligible businesses with the requisite 
spending on scientific research and experimental development to qualify as eligible 
investments in a research business if the Fund issues Class A Shares as a ROIF in a 
year and fails to qualify as a ROIF in any year it will be required to pay a penalty 
equal to 10% of the equity capital it receives in that year. 

 • The Fund will require a greater commitment to initial analysis and to monitoring and 
support of on-going developmental activities, relative to the amount of capital 
invested, than is required by most mutual funds. Consequently, the operating expenses 
of the Fund will be higher than those of many mutual funds and other pooled 
investment vehicles. 

 • The tax attributes of an investment in Class A Shares of the Fund and various 
investment restrictions placed on the Fund have been altered frequently.  Changes to 
federal or provincial legislation, rules or practices, if unfavourable, could impair the 
investment performance of the Fund as well as the ability of the Fund to attract future 
investment capital. 

 • The reduction of Ontario provincial tax credits for the 2009 and 2010 taxation years 
and the elimination of the Ontario provincial tax credit after 2010 is likely to 
materially reduce future sales of Class A Shares of the Fund.  The availability of funds 
for investment by the Fund in the future would be reduced and the liquidity of the 
Fund may be adversely impacted.  

 See “Risk Factors”, “Canadian Federal Income Tax Considerations” and “Ontario Income 
Tax Considerations”. 

Investment Opportunity 

Traditional healthcare and biotechnology investing has required that investors take a long-term investment approach. 
For example, as a result of the risky, time-consuming and expensive process of discovering and developing drugs, 
early-stage drug discovery companies have often failed to generate significant financial returns for investors. 
Investments typically remain illiquid for longer periods of time than is the case with other high growth sectors, 
depressing financial returns to investors. However, the past few years have seen numerous biotechnology and 
healthcare related discoveries with significant commercial potential. 

The Fund believes that there are currently significant opportunities to invest in promising biotechnology and 
healthcare related companies that have the potential to achieve significant value-creating milestones and realize 
strong cash flow within the next three to five years. The Fund invests in companies believed to have the potential to 
generate revenues more quickly than traditional drug discovery companies and, as a result become liquid 
investments more quickly than has typically been the case with small biotechnology and healthcare companies. 

The Fund focuses on, but does not restrict itself to, investing in companies: (i) with products, services and business 
models designed to take advantage of healthcare industry changes anticipated as a result of the Human Genome 
Project; (ii) engaged in the development of hardware and software technology platforms that create value by 
assisting others to interpret, apply and otherwise use biological and biochemical information; (iii) that are 
developing combination products that combine the site specific activity of devices with the efficacy of traditional 
pharmaceutical products; (iv) that have the potential to exploit drug candidates or existing drugs which are not being 
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fully exploited by the owners of the patents for them; (v) at advanced stages of the product development process and 
offer significant promise but which are available to the Fund at attractive valuations due in part to a lack of funding; 
and/or (vi) capitalizing on the commercial opportunities in the provision of healthcare services and products as a 
result of the development of the Internet and information technology. 

Investment Strategy and Criteria 

The investment strategy and criteria used by the Fund to select particular investments consists primarily of the 
following: 

(a) Management: The Fund seeks to invest in companies where senior management is well qualified and 
motivated to succeed. 

(b) Competitive Advantage: The Fund seeks to invest in companies with promising proprietary technologies 
and/or unique business models which can provide an enduring competitive advantage. Investments in 
services companies will be considered if significant barriers to entry exist or the business model is 
sufficiently unique to provide a competitive advantage. 

(c) Market Opportunity: The Fund focuses on technologies and intellectual property that have the potential to 
serve the global marketplace. Portfolio Companies should have the potential to grow to at least $200 
million in value within 5 years of the time the Fund invests. 

(d) Revenue Model: The Fund focuses on companies which have viable business models with realistic plans to 
achieve profitability. 

The Manager 

NGB Management Inc. (the “Manager”) was responsible for the organization and creation of the Fund. The Fund 
has retained the Manager to organize the retention and the supervision of service providers and to work with 
Covington and Genesys to implement the investment strategy and criteria for the Fund. The Manager may also assist 
Genesys to identify and screen prospective investments.  The Manager is an indirect wholly owned subsidiary of 
AMG.  See “The Manager”.   

Genesys Capital Partners Inc. 

Pursuant to an agreement among the Manager, Genesys and the Fund (the “Genesys Agreement”), the Manager has 
retained Genesys to assist the Fund with implementing the investment strategy and criteria of the Fund and to assist 
the Fund with the implementation of that investment strategy by identifying, screening and analyzing appropriate 
opportunities for investment and monitoring all investments of the Fund. In addition, Genesys assists the Fund in 
monitoring the Fund’s investments and providing management assistance to portfolio investments. 

Genesys is a private Ontario company which is led by its three founders, Kent H. E. Plumley, Kelly Holman and 
Damian Lamb (the “Founders”). Genesys is a capital management company established to manage venture capital 
funds focused on building companies in the high growth sectors of the healthcare and biotechnology industries. Each 
of the Founders has expertise and experience investing in and building both high technology and biotechnology 
companies. See “Genesys Capital Partners Inc.”. 

All investment decisions made on behalf of the Fund will be made by the investment committee (the “Investment 
Committee”) of the board of directors of the Fund. See “The Fund – Investment Committee”. 

Covington Capital Corporation 

The Fund entered into an agreement (the “Servicing Agreement”) with FAIMI and the Manager pursuant to which 
FAIMI arranged for start-up financing for the Fund, co-ordinated the initial offering of the Class A Shares, 
developed and implemented all aspects of the Fund’s communications, marketing and distribution strategies, 
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undertook the daily administrative affairs of the Fund and provided investment advisory services to the Fund, 
including supervising the activities of Genesys. FAIMI entered into an asset transfer agreement effective December 
4, 2006 (the “Transfer Agreement”) with Covington pursuant to which FAIMI assigned to Covington all of FAIMI’s 
right, title and interest in the Servicing Agreement for valuable consideration. Pursuant to the Transfer Agreement, 
Covington assumed all of the obligations and liabilities with respect to the Servicing Agreement to the extent such 
obligations and liabilities arise on and after and relate to the period from and after December 4, 2006.  Covington is 
registered under the Securities Act as an investment counsel and portfolio manager.  

Covington is an indirect, wholly-owned subsidiary of AMG.  AMG is a publicly traded U.S. based asset 
management company with equity investments in a diverse group of mid-sized investment management firms 
throughout North America and Europe.  AMG is listed on the New York Stock Exchange under the symbol “AMG.” 

The Sponsor 

The Sponsor of the Fund is the Canadian Federal Pilots Association, which represents approximately 470 
professional pilots across Canada. The responsibilities of the Sponsor include various activities relating to federal 
government aviation inspection, regulation, certification, aircraft accident investigation, the air navigation system 
and Coast Guard helicopter operation. 

The Sponsor owns all of the Class B Shares of the Fund. The board of directors of the Fund is currently fixed at 
seven directors. The Sponsor is entitled to elect six of the seven directors of the Fund. The Sponsor has agreed to 
elect two persons to represent the Sponsor, two persons to be nominated by the Manager and one person to be 
nominated by each of Genesys and Covington to the board of directors. In addition to the right to elect directors 
specified above, the Sponsor, as holder of the Class B Shares, is entitled to one vote per share at meetings of the 
shareholders of the Fund, but does not have any right to receive dividends. See “Share Capital of the Fund - Class B 
Shares”. 

While members of the Sponsor may subscribe for Class A Shares, neither the Sponsor nor its members will be 
required to make any investment in the Fund other than the initial investment of the Sponsor in Class B Shares. 
Individuals investing in the Fund need not be members of or have any connection with the Sponsor. 

The Registrar and Transfer Agent 

The Fund has retained CI to provide registrar, transfer agency, fund accounting, shareholder reporting, customer 
support and various other administration services. In addition to providing the registrar, transfer agency and other 
shareholder administration services to the Fund, the Registrar and Transfer Agent performs similar services for 
outside clients including other labour sponsored investment funds. 

The Custodian 

The Fund has retained RBC Dexia Investor Services Trust to act as custodian of the Fund’s Class A Share 
Investment Portfolio and the Fund’s reserve portfolio. The Custodian will also perform certain valuation services for 
the Fund. See “Valuation of Investments” and “Shareholder Financial  Reporting”. 

Income Tax Considerations 

The Fund is subject to tax on its taxable income, including net realized taxable capital gains and net investment 
income (excluding dividends received from taxable Canadian corporations).  Tax paid by the Fund on net realized 
taxable capital gains will be refundable on a formula basis if the Fund pays, or is deemed to pay, dividends on the 
Class A Shares which it elects to be capital gains dividends (“Capital Gains Dividends”) or if it redeems Class A 
Shares. The Fund may be liable to pay special taxes or penalties in certain circumstances if it fails to meet the 
investment pacing requirements of the Ontario Act. See “Canadian Federal Income Tax Considerations – Taxation 
of Class A Shareholders – Federal Penalty Taxes Potentially Applicable to the Fund” and “Ontario Income Tax 
Considerations – Ontario Taxation of Class A Shareholders –  Ontario Penalty Taxes Potentially Applicable to the 
Fund”.   



 

- 22 - 

Holders of Class A Shares who are individuals must include in income the amount of taxable dividends, other than 
Capital Gains Dividends, received, or deemed to have been received, from the Fund subject to the gross-up and 
dividend tax credit rules.  Under proposed amendments to the Federal Tax Act and Ontario Tax Act, the gross-up 
and tax credit will depend upon whether the taxable dividend is designated by the Fund as an “eligible dividend” as 
defined in the proposed amendments to the Federal Tax Act.  See “Canadian Federal Income Tax considerations – 
Taxation of Class A Shareholders – Taxation of Dividends” and “Ontario Income Tax Considerations – Ontario 
Taxation of Class A Shareholders – Ontario Taxable Income”.  Capital Gains Dividends received, or deemed to be 
received, by a holder of Class A Shares will be treated as realized capital gains in the hands of the holder.  The 
holder will realize a capital gain (or capital loss) on the disposition of a Class A Share, including on a redemption of 
a Class A Share and on a transfer or sale of a Class A Share, equal to the amount by which the proceeds of 
disposition of the Class A Share exceed (or are less than) the adjusted cost base of the Class A Share and any 
reasonable costs of disposition (including any redemption fee payable to the Fund or the Manager).  Tax credits 
received by a holder of Class A Shares do not reduce the adjusted cost base of the Class A Shares but any capital 
loss realized on a disposition of Class A Shares will be reduced by the amount of the tax credits.  Any capital loss 
realized by a holder of Class A Shares on the sale or transfer of Class A Shares to a RRSP under which the holder or 
the holder’s spouse or common-law partner is the annuitant is deemed to be nil.  See “Canadian Federal Income Tax 
Considerations” and “Ontario Income Tax Considerations”. 

Class A Shares are generally qualified investments for trusts governed by RRSPs and by RRIFs. Subject to the 
limits on contributions to RRSPs, an individual holder may transfer his or her Class A Shares as a contribution in 
kind to a trust governed by a RRSP under which he or she or his or her spouse or common-law partner is the 
annuitant and deduct the fair market value of the Class A Shares so transferred in computing income for tax 
purposes.  The determination of the fair market value of Class A Shares is a factual matter.  See “Eligibility for 
Investment”, “Canadian Federal Income Tax Considerations” and “Ontario Income Tax Considerations”. 
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THE FUND 

The Fund was incorporated under the Business Corporations Act (Ontario) by articles of incorporation dated 
October 31, 2000, which were amended by articles of amendment dated December 27, 2000. The Articles were 
further amended on December 19, 2003 to reclassify the Class A Shares as Class A Shares, Series I and to permit 
directors to issue the Class A Shares, in series. The Fund is registered as a labour sponsored investment fund 
corporation under the Ontario Act and is a prescribed labour-sponsored venture capital corporation under the Federal 
Tax Act. The head office and principal place of business of the Fund is at 200 Front Street West, Suite 3003, P.O. 
Box 10, Toronto, Ontario M5V 3K2.  

Directors and Officers of the Fund 

The name, municipality of residence, office and principal occupation of each of the directors and officers of the 
Fund are set out below: 

Name and Municipality of Residence  Position with the Fund  Principal Occupation 

DONALD BUJOLD(1) ......................... 
Nepean, Ontario 

 Director  Former President of B&D Labour 
Consultants Inc. 

SCOTT D. CLARK ............................. 
Toronto, Ontario 

 Director  Managing Director of Covington  

DENNIS DUNSTER(2) ........................ 
Ottawa, Ontario 

 Director  Former Executive Vice-President 
of B&D Labour Consultants Inc. 

GREGORY HOLBROOK(2)................ 
Orleans, Ontario 

 Director  Chairman of the Sponsor 

KENT H. E. PLUMLEY(1) .................. 
Ottawa, Ontario 

 Director  Partner, Osler, Hoskin & 
Harcourt LLP (law firm) 

IAIN A. ROBB(2) ................................. 
Toronto, Ontario 

 Director  Partner, Gowling Lafleur 
Henderson LLP (law firm) 

KENNETH CHIPMAN VALLIS(1)..... 
Toronto, Ontario 

 Chief Executive Officer, 
President and Director 

 President and Chief Executive 
Officer of Covington  

JULIANNA VARPALOTAI-XAVIER 
Oakville, Ontario 

 Chief Financial Officer  Chief Financial Officer of 
Covington 

(1) Member of the Investment Committee 
(2) Member of the Audit and Valuation Committee 

The following is a brief biographical description, including principal occupation for the last five years, of each of the 
directors and officers of the Fund: 

Donald Bujold was the President of B&D Labour Consultants Inc. until its sale in July 2005.  Up until the end of 
2002, he served as the Department Head of the United Steel Workers’ of America, which position he held since 
1999. Mr. Bujold was elected the National President of the Transportation-Communications Union (“TCU”), the 
predecessor of the United Steel Workers of America, in 1995. During the period from 1987 to 1995, Mr. Bujold was 
the National Secretary-Treasurer of the TCU and from 1995 to 1999 he was the President of the TCU. Mr. Bujold 
has been a member of the TCU for over thirty-five years and was formerly General Chairman of the TCU Eastern 
Rail Division, representing members employed in CP Rail, CN Rail and other smaller railroads in Eastern Canada. 
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Scott D. Clark is a Director of the Manager and Managing Director of Covington.  Mr. Clark joined Covington in 
March 2001 as a Vice-President, Investments and has over 18 years of experience in the financial services industry, 
the last twelve of which have been in the private equity field.  Mr. Clark is responsible for assessing new business 
opportunities, negotiating and structuring transactions and advising investee companies. 

Dennis Dunster was the Executive Vice-President of B&D Labour Consultants Inc. until its sale in July 2005.  Up 
until the end of 2002, he served as a Staff Representative of the United Steelworkers of America, which position he 
held since 1999. Mr. Dunster was elected the Executive Vice-President of the Transportation Communications 
Union (“TCU”), the predecessor of the United Steelworkers of America, in 1993. Mr. Dunster has been a member of 
the TCU for over twenty-five years representing members in the trucking and airline industries throughout Canada. 

Gregory Holbrook is the National Chairman of the Canadian Federal Pilots Association. He has been representing 
his fellow pilots in this role since July 2000. Between 1998 and 2000 Mr. Holbrook was an Aviation Enforcement 
Inspector with Transport Canada based in Winnipeg, Manitoba. Prior to that, Mr. Holbrook worked as an 
Operational Investigator (Air), with the Transportation Safety Board of Canada in Winnipeg, Manitoba. Mr. 
Holbrook also served as a pilot with the Canadian Forces. 

Kent H. E. Plumley, P.Eng. is a co-founder and Chairman of Genesys Capital Partners. He has over 35 years of 
experience in advising and raising venture and equity capital through private and public financing for many of 
Canada’s successful high technology companies, including Mitel Corporation, Corel Corporation, Newbridge 
Networks Corporation and several Newbridge affiliate companies including Cambrian Systems Corporation, 
TimeStep Corporation, Vienna Systems and CrossKeys Systems Corporation. Mr. Plumley was a founding investor 
and director of companies such as Mitel Corporation and Newbridge Networks Corporation and he continues to play 
an active role in Canada’s high tech sector. In addition to being a special partner in the law firm of Osler, Hoskin & 
Harcourt LLP, Mr. Plumley is currently General Counsel and Secretary of Mitel Networks Inc. He is also a Director 
of StemPath Inc.  He is a Director and Vice Chairman of Bridgewater Systems Corporation and is a past Director of 
Zarlink Semiconductor Inc.  Mr. Plumley is also a member and Director of the Stem Cell Network and a past 
member of the Ottawa Life Sciences Council. Mr. Plumley is active in business and community affairs and is a past 
member of the Board of Trustees and Finance and Audit Committee of The University of Ottawa Heart Institute 
Foundation. He is a member of the Board of Trustees for Queen’s University and a Director of PARTEQ (Queen’s 
University’s licensing and technology transfer agency). He is a former representative of Osler, Hoskin & Harcourt to 
the Advisory Board of the Centre for Innovation Law & Policy at the University of Toronto Law School. Mr. 
Plumley has a Bachelor of Science in Chemical Engineering 1960 and a Bachelor of Laws 1963, both from Queen's 
University.  He was called to the Bar of Ontario in 1965. 

Iain A. Robb is a partner of the law firm Gowling Lafleur Henderson LLP, where he is a member of the corporate 
finance department.  Mr. Robb’s practice is focused on corporate and securities matters with a particular emphasis 
on mutual funds and structured investment products.  Mr. Robb holds a Bachelor of Laws degree from the 
University of Toronto and a Bachelor of Arts (Industrial Relations) degree from McGill University.  In addition to 
being a director of the Fund, Mr. Robb is a director of various other labour sponsored investment funds. 

Kenneth Chipman Vallis has since 1995 provided investment advisory services to Covington Fund I Inc. and, since 
1999, to Covington Fund II Inc., both labour sponsored investment fund corporations, including the sourcing, 
structuring, negotiating, monitoring and exiting of venture capital investments.  Prior to joining Covington in 
September 1995, Mr. Vallis was Managing Director-Corporate Finance and Merchant Banking at Loewen Ondaatje 
McCutcheon Limited from 1993 to 1995. He has many years of transaction related experience in dealing with 
medium size companies in a wide array of industries and sectors.  His experience includes numerous cross-border 
transactions, financings and advisory assignments for public and private companies.  Mr. Vallis graduated from 
Queen’s University with a Masters of Business Administration and is a member of the Canadian Institute of 
Chartered Business Valuators. 

Julianna Varpalotai-Xavier is the Chief Financial Officer of the Fund.  She joined Covington in December 2005 as 
the Chief Financial Officer.  Prior to joining Covington, Ms. Varpalotai-Xavier was Chief Operating Officer for the 
University of Toronto Asset Management Corp. (“UTAM”) where she was instrumental in building the operations 
from its inception in May 2000.  Prior to UTAM, Ms. Varpalotai-Xavier held positions with CIBC World Markets, 
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ManuLife Financial, Prudential Insurance Co. of America and Deloitte & Touche.  Ms. Varpalotai-Xavier is a 
Chartered Accountant and holds a Bachelor of Business Administration degree from Lakehead University. 

Investment Committee 

The Investment Committee of the board of directors of the Fund consists of three members of the board. The current 
members of the Investment Committee are Kenneth Chipman Vallis, Donald Bujold and Kent H.E. Plumley. A 
quorum for meetings of the Investment Committee is a majority of its members. All investment decisions made on 
behalf of the Fund are made by the Investment Committee.  The Investment Committee is responsible for reviewing 
all investments, for approving investments within defined limits set by the board of directors and for making 
investment recommendations to the board of directors for approval of investments above those limits. No investment 
decisions are made without the approval of the Investment Committee.  The Manager and the Fund have retained the 
services of Covington to provide the Investment Committee and the Fund’s board of directors with advice as 
required regarding the investment proposals brought forward by Genesys. 

Audit and Valuation Committee 

The Audit and Valuation Committee is composed of three members of the board of directors, a majority of whom 
are independent of the Manager and the Sponsor.  The current members of the Audit and Valuation Committee are 
Dennis Dunster, Gregory Holbrook and Iain A. Robb.  A quorum for meetings of the Audit and Valuation 
Committee is a majority of its members. The Audit and Valuation Committee is responsible for reviewing financial 
statements prepared by the Manager on behalf of the Fund, liaising with the auditors of the Fund, reviewing the 
procedures respecting the approval of investments and the compliance of the Manager and the board of directors 
with those procedures and with applicable legislation and suggesting amendments to such procedures to the board of 
directors. The Audit and Valuation Committee is also responsible for determining the value of the Fund’s assets and 
for considering the appropriateness of the valuation policies adopted by the Fund.  The Audit and Valuation 
Committee will receive and review a quarterly report from Genesys providing details of the valuations of the 
investments made with their respective portion of the net proceeds raised by the Fund, including a discussion of 
significant events affecting the valuation of such investments. See “Valuation of Investments”. 

OFFERED SECURITIES 

Two series of Class A Shares of the Fund are offered separately hereunder.  Each Class A Share, Series II and Class 
A Share, Series III of the Fund has been offered for sale continuously beginning on January 1, 2004 at the net asset 
value per Class A Share, Series II and the net asset value per Class A Share, Series III, respectively.  The Class A 
Shares subscribed for will be issued as of the first business day following the date on which the subscription is 
received by the Fund for a purchase price equal to the net asset value of the Class A Shares, Series II and the net 
asset value of Class A Shares, Series III, as the case may be at the close of business on the business day on which 
the subscription is received by the Fund.  The minimum investment in Class A Shares will be $500.  The board of 
directors of the Fund may, in its sole discretion, discontinue the continuous offering of the Class A Shares of the 
Fund at any time. 

Investment Objective 

The Fund’s investment objective is to achieve long-term capital appreciation by investing in a diversified portfolio 
of securities of biotechnology and health care related ventures and by investing the remainder in reserves including, 
in particular, debt instruments which generate a return which is linked to the performance of the NASDAQ 100 
Index. 

The Fund may, if market conditions change, temporarily suspend its practice of investing in Linked Notes. 

Any change in the foregoing investment objective will require a resolution of the holders of the Class A Shares, 
passed by a majority of the votes cast at a meeting of such shareholders duly called and held to consider a proposed 
change. 
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Investment Strategy 

To achieve its objective the Fund will: (i) invest a minimum of 60% of the capital raised from the sale of the Class A 
Shares in eligible businesses which include early stage biotechnology and health care related ventures which meet 
the Fund’s investment guidelines; and (ii) invest in reserves which may include, in particular, debt instruments 
which generate a return that is linked to the performance of the NASDAQ 100 Index.   

The Class A Share Investment Portfolio consists of securities of early stage businesses some of which did not have 
revenues at the time of investment. These investments were made in compliance with various legislative restrictions 
outlined under “Investment Restrictions – Class A Shares”, which provide, among other things, that the Fund must 
invest in businesses which (together with all related entities) have fewer than 500 employees, have less than 
$50,000,000 in total gross assets and employ 50% or more of its full-time employees, earning at least 50% of the 
salaries and wages payable by it, in Ontario at the time of investment.  To qualify under the Ontario Act as a ROIF, 
the Fund must hold at least 50% of the aggregate cost of its investments, measured as a percentage of capital 
available for investment, in eligible investments in specified research businesses for purposes of the Ontario Act.  
For this purpose, capital available for investment means the amount by which the total cost of all investments and 
property that are eligible investments and reserves as defined in the Ontario Act exceeds 20% of the net value of the 
Fund’s assets at that time. See “Investment Restrictions”. The Fund intends to comply with these and other 
requirements under the Ontario Act in order to continue to qualify as a ROIF. 

Use of Proceeds 

The net proceeds of the continuous offering of Class A Shares, Series II and the Class A Shares, Series III of the 
Fund, after payment of sales commissions and expenses, will be invested by the Fund in eligible businesses and 
reserves, which may include Linked Notes, in accordance with the Fund’s investment objective for the Class A 
Shares. The proceeds of the offering to be invested in eligible businesses will, until so invested, be invested in 
reserves, primarily fixed income instruments. See “Investment Opportunity, Strategy and Criteria”. Operating 
expenses of the Fund are paid out of the Fund’s working capital attributable to the Class A Shares, which includes 
income earned on investments. 

The Ontario Act permits the Fund to hold qualifying debt obligations of eligible businesses only where the debt 
obligation that, if secured, is secured (i) by a security interest in one or more assets of the entity and the terms of the 
debt obligation or any agreement relating to the debt obligation do not prevent the entity from dealing with the assets 
in the ordinary course of business before any default on the debt obligation, (ii) by a guarantee, or (iii) by both a 
security interest described in (i) and a guarantee and, except in a few instances, does not entitle the holder of the debt 
obligation to rank ahead of any other secured creditor of the issuer in realizing on the same security. 

The Ontario Act permits the Fund to hold only the following investments: (i) specified securities of eligible 
businesses; (ii) assets that were specified securities of eligible businesses when acquired by the Fund; and (iii) 
specified reserves.  On December 31 of each year after 2004 and before 2012, the Fund is required to hold eligible 
investments that have an aggregate cost of not less than 60% of the capital raised on the issue of the Fund’s Class A 
Shares that remain outstanding at the end of the year and were issued before the 61st day of that year (excluding 
Class A Shares that have been outstanding for at least 94 months) less 20% of the capital raised on Class A Shares 
of the Fund issued during the period beginning on the 61st day of the year preceding the applicable year and ending 
on the 60th day of the applicable year that are outstanding at the end of that year.  This amount is further adjusted to 
reflect the amount of net realized losses, if any, and certain taxes and penalty amounts incurred for the year.   

Tax Credits, Deductions and Benefits 

Federal: Pursuant to the Federal Tax Act, individuals resident in Canada who are first purchasers of Class A Shares 
will be eligible for a 15% federal tax credit to a maximum credit of $750 per year (based on an investment of 
$5,000).   Proposed amendments to the Federal Tax Act provide that a federal tax credit is only available for a Class 
A Share of a prescribed labour-sponsored venture capital corporation that is not federally registered if a provincial 
tax credit is also available in respect of the Class A Share.  See “Canadian Federal Income Tax Considerations – 
Federal Tax Credit Available to First Purchasers”.  
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Ontario: Pursuant to the Ontario Tax Act and based on the qualification of the Fund as a ROIF, for taxation years 
that end before January 1, 2009, individuals resident in Ontario will be eligible for an Ontario tax credit equal to 
20% of the purchase price of Class A Shares issued by the Fund as a ROIF to a maximum credit of $1,000 per year 
(based on a maximum investment of $5,000).  The increase in the provincial tax credit from 15% to 20% is 
dependent upon the Fund meeting the standards for ROIFs established in the Ontario Act.  The provincial tax credit 
for Class A Shares issued by a ROIF will be reduced for the 2009 taxation year to 15% and will be reduced to 10% 
for the 2010 taxation year and will be eliminated for the 2011 and subsequent taxation years.  See “Ontario Income 
Tax Considerations – Ontario Taxation of Class A Shareholders – Ontario Tax Credits Available to First 
Purchasers”. 

A number of measures relating to the transition of the labour sponsored investment fund industry announced in the 
2006 Ontario Budget loosened the investment restrictions in the Ontario Act.  These proposed measures received 
Royal Assent on May 18, 2006 and are now law. 

Investors who purchase Class A Shares after December 31, 2006, but on or before March 1, 2007 (the last day on 
which Class A Shares may be acquired by an eligible investor to claim federal and provincial tax credits for 2006) 
may elect to have their Ontario tax credit and their federal tax credit apply in respect of the 2006 taxation year 
instead of the 2007 taxation year.   

The maximum Ontario and federal tax credits apply in respect of an eligible investor’s aggregate purchases of shares 
issued by labour sponsored investment fund corporations that meet the qualifications as a ROIF, in the case of the 
Ontario tax credit, or labour-sponsored venture capital corporations, in the case of the federal tax credit. 

HEALTHCARE AND BIOTECHNOLOGY INDUSTRY OVERVIEW 

The Growth of the Healthcare Industry 

Healthcare represents the largest single expenditure category for industrialized countries. The annual healthcare 
spending for the OECD countries in 2002 was US$3.05 trillion, of which roughly half was in the U.S. The U.S. 
portion of that spending is expected to more than double to US$2.8 trillion by 2011. Commonly cited factors 
expected to lead to an increase in healthcare spending over the medium term are: (i) the demand for previously 
unavailable medications and information as a result of technological advancements including, most notably, 
genomics and proteomics technology; (ii) demographic trends such as the aging population having greater need for 
medical care; (iii) increased patient activism due to various factors including increased information available to 
healthcare customers; and (iv) a shift from publicly funded to privately funded systems for payment for healthcare 
products and services. 

Genomics and Proteomics Technology 

The Human Genome Project is an international research effort to sequence the human genomic code, cataloguing the 
tens of thousands of different genes responsible for human life. The completion of the Human Genome Project is 
being heralded as one of humanity’s greatest scientific accomplishments. However, there is no inherent value in the 
raw human genomic sequence. With the completion of the Human Genome Project, new and innovative companies 
are competing to design and build the hardware and software infrastructure required to analyze and use genomic 
information for commercial purposes. 

The healthcare industry is positioned to become a major beneficiary of the Human Genome Project. It is widely felt 
that the demand for genomic information in the context of drug discovery is only the beginning of the growth of a 
significant market for information relevant to drug discovery and development. In the future, it is expected that 
physicians and other health care providers, as well as individual healthcare consumers, will drive the demand for this 
information. Genomics, proteomics and other related technologies are expected to yield more effective drugs and 
improved diagnostic, prognostic, and monitoring tools resulting in overall improved health management. It is 
anticipated that demand for these new products and services will lead to an increase in the total amount spent on 
healthcare. 
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Aging Population 

The Fund believes that demographics are going to have the most significant impact on healthcare in the western 
world over the next 25-30 years. In the United States alone, the population aged 65 and older is expected to reach 
about 70 million by 2030, more than twice their number in 2000. People 65 and older represented 12.4% of the 
population in the year 2003 but are expected to represent 20% of the population by 2030 (US Census Bureau). Since 
the elderly account for a disproportionate share of health care expenditures, increased demand for healthcare will 
reflect the aging of the population. For example, in the United States, the population over 65 averaged U.S. $3,586 
in out-of-pocket health care expenditures in 2002, compared with expenditures by the total population of an average 
of U.S. $2,350. Older Americans spent 13% of their total expenditures on health, more than twice the proportion 
spent by all consumers. The Fund believes that these demographics are representative of most western countries and 
that this aging of the population will have a significant impact on the amount spent on healthcare throughout the 
western world (Source: US Department of Labor). 

The Empowered Patient 

For the past several decades doctors and healthcare payers (primarily governments and insurance companies) have 
largely determined priorities in the North American healthcare systems. While doctors and healthcare payers 
continue to be very influential participants in the healthcare system, patients are emerging as influential participants 
in their own right. Consumers are starting to spend an increasing percentage of their personal incomes on healthcare 
services which is causing them to become increasingly involved in making their own decisions about their treatment. 
This is leading to an increase in demand for more advanced healthcare services including higher value drugs and 
treatments. In addition, the Internet provides healthcare consumers with greater direct access to a broad range of 
healthcare products and services. 

Structural Changes in the Healthcare Industry 

The increasing demand for quality healthcare combined with the need to contain healthcare spending is causing 
structural changes in the healthcare industry. These factors, together with increased patient awareness are expected 
to increase the usage of newer high value drugs and diagnostics. Drug companies are searching for more cost 
effective and less time consuming ways of bringing new drug discoveries to market while payers, healthcare 
providers and patients are all seeking to make the delivery of healthcare services more efficient, including through 
the use of new technologies such as the Internet. The Fund believes that these trends are causing, and will continue 
to cause, significant changes in the healthcare system. 

Drug Development 

The growing demand for drugs is having a significant impact on the pharmaceutical industry. Global pharmaceutical 
sales in 2003 were approximately US $491 billion and are expected to grow at 10-15% per annum (Source: IMS 
Health World Review). The average cost of bringing one new drug to market has historically been around $500 
million and the drug development process has typically taken 12-15 years (Source: Pharmaceutical Research and 
Manufacturers of America). Pharmaceutical companies are being forced to increase the rate at which they bring new 
drugs to market in order to remain competitive and grow their companies. The Fund believes that this is leading to 
the following strategic developments in the pharmaceutical industry: 

• New Technologies: Pharmaceutical companies are seeking to use innovative technologies including 
genomics and proteomics to facilitate the growth of their product pipelines and to create faster, more 
efficient and less costly drug research and development processes. 

• Industry Consolidation: In an attempt to realize operational synergies and bolster product pipelines and 
portfolios pharmaceutical companies are consolidating. In the remaining larger companies the internal 
hurdles to potential drugs being promoted as economically viable have increased. As a result, drug 
candidates and approved drugs that do not meet these criteria are increasingly becoming available for 
license or sale to smaller companies. 
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• Outsourcing of Services: In order to focus on functions that they perform best, pharmaceutical companies 
are outsourcing many of the activities that have traditionally taken place in-house. Examples include early-
stage research and development, clinical trials and manufacturing. 

The Effect of the Internet on the Healthcare Industry 

The Internet is having, and the Fund believes will continue to have, a significant impact on healthcare delivery and 
practice and on patients’ attitudes towards their own personal healthcare. The three main attributes of the Internet 
that are driving the growth and change in healthcare are: (i) the availability of medical data over the Internet; (ii) the 
ability to unite healthcare providers with patients and payers over the Internet; and (iii) the ability of consumers and 
healthcare providers to purchase healthcare products and services over the Internet. 

The Fund believes that developments in the healthcare industry and technological developments including the 
Internet are leading to an increase in the number and quality of small drug discovery platforms, diagnostic and 
technology companies and service providers serving the healthcare and pharmaceutical industries. 

INVESTMENT OPPORTUNITY, STRATEGY AND CRITERIA 

Investment Opportunity 

Traditional healthcare and biotechnology investing has required that investors take a long-term investment approach. 
As a result of the risky, time-consuming and expensive process of discovering and developing drugs, early-stage 
drug discovery companies have often failed to generate significant financial returns for investors. Investments 
typically remain illiquid for longer periods of time than is the case with other high growth sectors, depressing 
financial returns to investors. The past few years have seen numerous biotechnology and healthcare related 
discoveries with significant commercial potential. This is partially as a result of the rapid expansion of information 
technologies to enable and assist in the analysis, interpretation, storage, communication and coordination of 
advances in the life sciences. 

The Fund believes that there are currently significant opportunities to invest in promising biotechnology and 
healthcare related companies that have the potential to achieve significant value-creating milestones and realize 
strong cash flow within the next three to five years. The Fund will seek to invest in companies believed to have the 
potential to generate revenues more quickly than traditional drug discovery companies and, as a result become liquid 
investments more quickly than has typically been the case with small biotechnology and healthcare companies. 

The Fund intends to focus on, but not restrict itself to, investing in companies engaged in the following: 

Genomics and Proteomics 

The Fund will endeavour to invest in companies with products, services and business models designed to take 
advantage of the profound changes expected to occur within the healthcare industry as a result of information 
derived from the Human Genome Project. The complexity of the data being generated from the human genome has 
created an entire information industry and has also enabled the establishment of new industries such as proteomics. 
The Fund will seek to invest in companies pursuing business models built around the information derived from these 
new fields. 

Drug/Device Combination Products 

The Fund will seek to invest in companies involved in the development of next generation combination products. 
Combination products take traditional medical devices and improve the clinical outcomes that can be achieved 
through the use of these devices by coating or combining them with a drug. The drug can either be utilized to add a 
second level of therapeutic intervention or counteract an unwanted effect of the devices presence in the body. The 
attractiveness of these types of products from an investment point of view is that they can attain drug like margins in 
the device space (e.g. drug coated stints).  
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Drug Discovery Infrastructure 

The Fund will seek to invest in companies which develop the hardware and software technology platforms that 
create value by assisting others to interpret, apply and otherwise use genomic information and other information 
valuable in the drug discovery and development process. The Fund will seek to invest in companies that supply 
valuable infrastructure and interpretive tools that underpin drug discovery and development yet are not directly 
affected by the expense, timing and regulatory risks inherent in the development of drugs. 

Specialty Pharma 

The Fund will endeavour to invest in companies that have the potential to exploit drug candidates and existing drugs 
that are not being fully exploited by the pharmaceutical companies that own the patents for them. The Fund believes 
that these opportunities exist as a result of the need of large pharmaceutical companies to prioritize their drug 
development efforts and focus on products, which they believe, will serve the largest possible market or a strategic 
need in their product portfolio. The Fund believes that niche opportunities are available where a significant amount 
of the development costs have been previously incurred and the clinical risks have been reduced. 

Capital Constrained Opportunities 

Due to the capital intensive nature of product development in the biotechnology industry, companies with promising 
products are often unable to exploit the full potential of their discoveries and technologies as a result of difficulties 
obtaining continued financing. This is particularly true in Canada where the number of traditional funding sources 
for biotechnology companies is limited and where these funding sources are not raising capital at a rate sufficient to 
sustain the capital requirements of their portfolio companies. The Fund will, through the contacts of Genesys, seek 
to invest in companies which are at a later stage in the product development process and offer significant promise 
but which are available at attractive valuations due in part to a lack of funding. 

Health Information 

The Internet is altering the means by which patients, clinics, physicians, insurers, employees, pharmaceutical 
companies, healthcare workers and governments communicate, access information and exchange goods and 
services. Opportunities to improve efficiency and lower costs exist through the management of information within 
the supply chain using the Internet as the common point of entry. The Fund will endeavour to invest in those 
companies that are capitalizing on the commercial opportunities being created by the rapid development of the 
Internet and information technologies to create new businesses or expand or transform existing businesses. 

Investment Strategy and Criteria 

The investment strategy and criteria used by the Fund to select particular investments consists primarily of the 
following: 

• Management: The Fund seeks to invest in companies where senior management is well qualified and 
motivated to succeed. 

• Focus on Health and Life Sciences: The Fund focuses on investment opportunities in the health and life 
sciences industries broadly, with an emphasis on investing in companies participating in the changes taking place in 
these industries. 

• Competitive Advantage: The Fund seeks to invest in companies with promising proprietary technologies 
and/or unique business models, which can provide an enduring competitive advantage. Investments in services 
companies are considered if significant barriers to entry exist or the business model is sufficiently unique to provide 
a competitive advantage. 



 

- 31 - 

• Market Opportunity: The Fund focuses on technologies and intellectual property that have the potential to 
serve the global marketplace. Portfolio Companies should have the potential to grow to at least $200 million in value 
within 5 years of the date the Fund invests. 

• Revenue Model: The Fund focuses on companies which have viable business models with realistic plans to 
achieve profitability. 

• Liquidity: The Fund focuses on companies which have the potential to provide the Fund with a liquid 
market for its investment within three to five years of the date the Fund invests. 

• Early to Mid-Stage Companies: The Fund, as it is required to do under the Ontario Act, focuses on early to 
mid-stage companies, which have significant potential for growth. 

• Capital Requirements: The Fund participates in financings where, in the opinion of the Fund, the 
investment will position the company to reach significant value creating milestones. 

• Follow-on Financing: The Fund provides additional funding primarily to successful investments which 
meet predetermined milestones. 

• Portfolio Diversification: The Fund seeks to invest in a broad range of companies involved in providing 
biotechnology and healthcare products and services from early stage development to mature public companies. 

In addition to the foregoing investment strategy and criteria, the investment activities of the Fund are subject to both 
the legislative restrictions governing labour sponsored investment funds generally and the additional legislative 
restrictions applicable to labour sponsored investment funds which qualify as ROIFs. See “Investment Restrictions”. 

THE MANAGER 

NGB Management Inc. (the “Manager”) was incorporated under the laws of Ontario by articles of incorporation 
dated October 31, 2000.  The Manager was responsible for the organization and creation of the Fund and is, 
pursuant to an agreement entered into with the Fund, as amended (the “Management Agreement”), responsible, on 
an ongoing basis, for directing the business, operations and affairs of the Fund. The Manager selects and negotiates 
the terms of the retainer with each of the service providers and works with Covington and Genesys to develop and 
refine the investment strategy and criteria for the Class A Shares.  The Manager may also assist Genesys to identify 
and screen prospective investments. The Manager paid sales commissions to registered dealers selling Class A 
Shares, Series II and Class A Shares, Series III which were sold prior to January 1, 2006. The Fund will pay 
Manager a monthly Distribution Services Fee in respect of such distribution related services.  See “Plan of 
Distribution”. Under the Securities Act, the Manager is regarded as a promoter of the Fund. 

The Manager was established in 1999 to act as Manager of the Fund and is an indirect wholly-owned subsidiary of 
AMG.  AMG is a U.S. based asset management company with equity investments in a diverse group of mid-sized 
investment management firms throughout North America and Europe.  AMG is listed on the New York Stock 
Exchange under the symbol “AMG”.  The Manager carries on business at 200 Front Street West, Suite 3003, 
Toronto, Ontario.   

Directors and Officers 

The name, municipality of residence, office and principal occupation of each of the directors and officers of the 
Manager are set out below: 
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Name and Municipality of Residence   
Position with the Manager 

  
Principal Occupation 

NATHANIEL DALTON..................... 
Swampscott, Massachusetts 

 Director  Executive Vice President, AMG 

KENNETH CHIPMAN VALLIS........ 
Toronto, Ontario 

 Chief Executive Officer, 
President and Director 

 President and Chief Executive 
Officer of Covington  

JULIANNA VARPALOTAI-XAVIER 
Oakville, Ontario 

 Chief Financial Officer   Chief Financial Officer of 
Covington 

The following is a brief biographical description of the directors and officers of the Manager: 

Nathaniel Dalton has been a director of the Manager since 2006. Mr. Dalton joined AMG in 1996 as a Senior Vice 
President and General Counsel and in 2001 became Executive Vice President, with responsibility for AMG’s 
Affiliate Development efforts. He also served as General Counsel and as AMG’s Secretary until June 2002. Prior to 
joining AMG, Mr. Dalton was an attorney at Goodwin Procter LLP, focusing on mergers and acquisitions, including 
those in the asset management industry. Mr. Dalton received a JD from Boston University School of Law and a BA 
from the University of Pennsylvania.  

Kenneth Chipman Vallis see “The Fund – Directors and Officers of the Fund”. 

Julianna Varpalotai-Xavier see “The Fund – Directors and Officers of the Fund”. 

Management Agreement 

The Management Agreement will expire, unless terminated earlier by either party in accordance with its terms, upon 
the dissolution, winding-up or termination of the Fund. The Manager may terminate the Management Agreement in 
the event the Fund is in breach or default of the provisions thereof and such breach has not been cured within twenty 
business days of notice of such breach to the Fund or there is a material change in the fundamental investment 
objectives, strategies or restrictions of or applicable to the Fund. The Fund may terminate the Management 
Agreement in the event that the Manager is in breach or default of the provisions thereof and such breach has not 
been cured within twenty business days’ notice of such breach to the Manager or if the Manager becomes bankrupt 
or insolvent. In the event that the Management Agreement is terminated, the Fund shall promptly appoint a 
successor Manager to carry out the activities of the Manager until a meeting of shareholders is held to confirm such 
appointment. 

Conflict of Interest 

The services of the directors and officers of the Manager are not exclusive to the Fund. The directors and officers of 
the Manager provide similar services and devote a portion of their time to other investments, directorships and 
offices, including to Covington Fund I Inc., Covington Fund II Inc., Covington Strategic Capital Fund Inc.,  
Financial Industry Opportunities Fund Inc. and  Covington Venture Fund Inc., all labour sponsored investment 
funds, the latter of which, in part, invests in early stage biotechnology and healthcare companies through community 
small business investment funds. The other activities of the directors and officers of the Manager and parties and 
persons retained by the Manager, excluding Genesys, and their affiliates (collectively the “Conflict Parties”) may 
result in certain conflicts of interest. The Manager will present to the Fund all investment opportunities other than 
those listed in the immediately following paragraph which are available to the Manager provided that the Fund 
would be able to make the proposed investment and the investment meets the Fund’s investment guidelines. 
Notwithstanding the foregoing, the Fund has acknowledged that there may be situations in which the Manager may 
require the Fund to co-invest with others in an investment opportunity which otherwise meets the Fund’s investment 
guidelines and for which the Fund has the necessary resources. The Manager will allocate investment opportunities 
and opportunities to divest of investments between the Fund and Covington Venture Fund Inc. fairly, having regard 
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to the investment objectives, investment restrictions and interests of holders of Class A Shares of each fund.  See 
“Genesys Capital Partners Inc. – Conflict of Interest”. 

The terms of the agreement with the Manager will not preclude the Conflict Parties from: (i) making an investment 
which is developed or originated by a third party which is made available by such third party only to one or more of 
the Conflict Parties and not the Fund; (ii) making an investment which relates to a pre-existing investment of such 
party, including a follow-on investment in any entity; (iii) making an investment in connection with, or incidental to, 
any business or other activity carried on by the Conflict Parties, if such business or activity does not principally 
consist of investing in the same types of investments that the Fund invests in; (iv) making an investment of up to 
$150,000 in the aggregate in any seed capital stage company; or (v) providing services to Portfolio Companies on 
commercially reasonable terms. 

The Fund shall not invest or maintain an investment in an eligible business if the eligible business does not deal at 
arm’s length with the Fund or any of the directors of the Fund unless (i) such eligible business would deal at arm’s 
length with the Fund but for the Fund’s interest as a holder of investments in the eligible business, or (ii) such 
investment was approved by special resolution of the shareholders of the Fund before the investment was made. 
Subject to the foregoing, (i) the Manager and its officers, directors and shareholders have the right to co-invest with 
the Fund in any investments provided the Fund believes, acting reasonably, that such investment will not impair the 
ability of the Fund to satisfy the investment pacing requirements of the Ontario Act, and (ii) the Fund and its 
officers, directors and shareholders may, directly or indirectly, invest in, eligible businesses in which the Manager or 
an affiliate of the Manager has an interest provided that a third party invests, directly or indirectly, in such business 
at the same time and on substantially the same financial terms as the investment made by the Fund. The Manager 
will report to the board of directors of the Fund quarterly on such activities by the Manager and its officers or more 
frequently if the Manager wishes the assistance of the board of directors in resolving any such conflict. 

GENESYS CAPITAL PARTNERS INC. 

Pursuant to an agreement among the Manager, Genesys and the Fund (the “Genesys Agreement”) the Manager has 
retained Genesys to assist the Fund with developing and refining the investment strategy and criteria of the Fund and 
to assist the Fund with the implementation of that investment strategy by identifying, evaluating, examining and 
screening investment opportunities, structuring and negotiating investments, and monitoring the performance of the 
Fund’s investments. In addition, Genesys assists the Fund in monitoring the Fund’s investments and providing 
management assistance to portfolio investments. 

Genesys is a private Ontario company led by its three Founders: Kent H. E. Plumley, Kelly Holman and Damian 
Lamb.  Genesys is a capital management company which was established to manage venture capital funds focused 
on building companies in the high growth sectors of the healthcare and biotechnology industries. Each of the 
Founders has expertise and experience investing in and building both high technology and biotechnology 
companies. 

All investment decisions made on behalf of the Fund will be made by the Investment Committee of the board of 
directors of the Fund. See “The Fund – Investment Committee”. 

Principals of Genesys 

The name, municipality of residence, office and principal occupation of each of the directors and officers of Genesys 
are set out below: 
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Name and Municipality of 
Residence 

  
Position with Genesys 

  
Principal Occupation 

KENT H. E. PLUMLEY ..................... 
Ottawa, Ontario 

 Chairman and Director  Partner, Osler, Hoskin & Harcourt, 
LLP (law firm) 

KELLY HOLMAN.............................. 
Toronto, Ontario 

 Managing Director  Managing Director of Genesys 

DAMIAN LAMB ................................ 
Toronto, Ontario 

 Managing Director  Managing Director of Genesys 

The following is a brief biographical description of the directors and officers of Genesys: 

Kent H. E. Plumley see “The Fund – Directors and Officers of the Fund”. 

Kelly Holman is a co-founder and Managing Director of Genesys Capital Partners and has extensive commercial 
and technical experience in the biotechnology industry.  He currently serves on the Board of Directors of Epocal 
Inc., Insception Biosciences Inc., and Interface Biologics Inc. and is a past director of Affinium Pharmaceuticals and 
Zelos Therapeutics. Mr. Holman is active in deal origination and company creation and has advised Canada's 
National Biotechnology Advisory Committee on strategies for financing start-up and early-stage biotechnology 
companies. Prior to co-founding Genesys Capital Partners, Mr. Holman was a Senior Investment Manager with 
MDS Capital Corp.  (“MDS”). During his tenure at MDS, he was involved in all stages of investment from start-up 
and early-stage to mezzanine stage and public company investing. Previously, Mr. Holman worked in the laboratory 
of Dr. Peter St George-Hyslop at the University of Toronto where he was a key member of the international research 
team that discovered several genes responsible for Alzheimer's disease. Mr. Holman holds a Bachelor of Science 
(Honours) in Biochemistry and a MBA, both from Queen’s University. 

Damian Lamb is a co-founder and Managing Director of Genesys Capital. He brings a unique experience base, 
blending skills in both the commercial and technical side of biotechnology. He currently serves on the Board of 
Affinium Pharmaceuticals Inc.  He has served on the Board of Ionalytics Corporation (recently sold to Thermo 
Electron Corp.) and was Chairman of the Board of DELEX Therapeutics Inc. when it was sold to YM BioSciences.  
Mr. Lamb works closely with these and other investee companies to strategically position the companies to build 
value for shareholders. Prior to co-founding Genesys Capital Partners, Mr. Lamb was an Investment Manager with 
MDS Capital Corp. He is a frequently invited speaker at biotechnology industry conferences and was a judge for the 
BioNorth Top 10 Canadian Life Sciences Companies contest from 2000 - 2006. Mr. Lamb graduated from 
McMaster University, Faculty of Health Sciences, with an MSc in molecular neurobiology. Damian also holds a 
MBA from Queen’s University. 

The Genesys Advisory Board 

The Genesys advisory board provides both strategic and tactical advice to Genesys, provides insights into the 
strategic direction of the biotechnology industry and assists in expanding the network of industry contacts available 
to Genesys. Members of the advisory board assist Genesys with identifying potentially suitable investments for the 
Fund. As of the date hereof, the following individuals, biographical descriptions of whom are set out below, 
constitute the Genesys advisory board. 

Dr. John Mendlein, PhD, Chief Executive Officer, Adnexus Therapeutics Inc. An executive with more than 15 
years experience in the biotechnology industry, Dr. Mendlein most recently served as CEO of Affinium 
Pharmaceuticals, Inc., a privately held company developing anti-infectives.  He was Chief Knowledge Officer, 
Senior Vice President, Intellectual Property and General Counsel of Aurora Biosciences Corporation (NASDAQ:  
ABSC), now Vartex Pharmaceuticals (NASDQ: VRTX).  Prior to joining Aurora in 1996, Dr. Mendlein worked 
with San Francisco law firm Cooley Godward, focusing on biotechnology transactions, intellectual property and 
litigation.  He was a Doctoral Trainee in the Department of Molecular Genetics at Smith, Kline and French 
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Pharmaceuticals and received his PhD from UCLA in biochemistry and his JD from the University of California, 
Hastings College of Law. 

Dr. Cynthia Robbins-Roth, PhD, Founder and Principal, BioVenture Consultants. Dr. Robbins-Roth has been 
part of the biotechnology industry since 1981.  A frequent speaker on issues and events affecting the industry, she 
combines a technical background with extensive experience in the business and finance issues that drive this 
growing sector.  She started her career as a research scientist at Genentech, Inc, and then joined the business 
development group at California Biotechnology Inc.  Dr. Robbins-Roth has been a consultant to the bioscience 
industry since 1986, providing technology assessment, competitor analysis, strategic planning, due diligence, market 
analysis and fund management consultation services.  Her clients include major venture capital firms, established 
pharmaceutical companies, and early-stage biotechnology companies.  Dr. Robbins-Roth is a member of the Board 
of Directors of Xavos Corp. and NewBiotics Inc., and serves on the Editorial Board of Biospace.com.  Dr. Robbins-
Roth founded BioVenture Publishing Inc., now a division of PJB Publications Ltd.  She was the founding Editor-in-
Chief of BioWorld Publications, a daily biotechnology information service.  She writes a biotechnology column for 
Forbes ASAP Magazine. Her second book, “From Alchemy to IPO: The Business of Biotechnology” was published 
in 2000.  Dr. Robbins-Roth holds a PhD in Biochemistry from the University of Texas Medical Branch and 
completed post-doctoral work in its Microbiology Department. 

Dr. Peter H. St. George-Hyslop, M.D., F.R.C.P. (C), F.R.S.C., Professor, University of Toronto. Dr. St George-
Hyslop is a leading neurologist and molecular geneticist and Director of the Memory Disorders Clinic at the Toronto 
Western Hospital. He and his research team have received international scientific acclaim for their work in the 
genetics of neurodegenerative disease. They discovered several novel genes that cause Alzheimer's disease, and they 
have developed some of these genes for use as therapeutic targets and as diagnostics. Prior to joining the Centre for 
Research in Neurodegenerative Diseases in 1991, Dr. St George-Hyslop was an instructor in Neurology and 
Genetics at Harvard Medical School and Massachusetts General Hospital. He also undertook post-doctoral training 
in molecular genetics at Harvard Medical School. Dr. St George-Hyslop received his M.D. degree from the 
University of Ottawa and post-graduate training in internal medicine and neurology at the University of Toronto. He 
is a member of the Canadian Genetic Diseases Network and has been honoured with the Alois Alzheimer Award, 
The Michael Smith Award for Excellence and is a Howard Hughes Foundation Medical Institute International 
Scholar, Canadian Institutes of Health Distinguished Scientist and a Fellow of the Royal Society of Canada. 

Andrew P. Sandham, Venture Partner, Abingworth Management Ltd. Mr. Sandham has 25 years experience in 
business development and marketing within the healthcare sector. He has played a key role in building successful 
businesses in pharmaceutical discovery and development in Europe and the USA, serving as a founder and COO of 
Cantab Pharmaceuticals, Hexagen (acquired by Incyte) and Signature BioScience. He was President & Chief 
Executive Officer, Ionix Pharmaceuticals Ltd. until it was sold to Vernalis in July 2005. Mr. Sandham is also 
Chairman of Novacta Biosystems and Chairman of NeurAxon Inc., a Genesys portfolio investment. He has helped 
create new businesses that discover, develop and commercialise pharmaceuticals, genetic information and proteomic 
instrumentation. Mr Sandham holds a B.Sc. in Chemistry from UEA, Norwich and a Diploma in Marketing from 
Chartered Institute of Marketing, UK. 

Andrew J. Waitman, Managing Partner, Celtic House Venture Partners. Mr. Andrew Waitman is Managing 
Partner of Celtic House Venture Partners, a private venture capital firm specializing in early-stage investments in 
high technology companies originating in Canada and Europe. Mr. Waitman currently sits on the boards of local 
companies Fidus Systems, Third Brigade, and TrialStat in addition to the boards of Got Corporation, Memsic, 
NoHold, and Sandvine.  He is also on the advisory board of Latitude Partners.  He also sits on the non profit board 
of directors of Shad Valley.  Andrew Waitman holds a Bachelor of Applied Science in Electrical Engineering from 
the University of Waterloo, and an MBA with distinction from the Richard Ivey School of Business. He is also a 
Chartered Financial Analyst, and a member of the Association of Professional Engineers of Ontario. 

Sourcing Investments 

The principals of Genesys have developed strong relationships in the healthcare and biotechnology industries which 
serve as a base for developing contacts and sourcing investments. Leads for new investment opportunities, key 
managers and market research come from a wide variety of sources, including Genesys advisory board members, 
bankers, investment bankers, lawyers, accountants, scientists, doctors, other venture capitalists, entrepreneurs and 
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associates. The Fund believes that active venture capitalists with a strong network of industry participants can 
effectively find, develop and sell companies with greater success than passive investors. 

Investment Process 

Genesys follows the general procedures set forth below before making an investment proposal to the Fund, and at 
any stage the Fund may decide not to invest.  Among these steps, Genesys: 

• Reviews the business proposal: Genesys conducts a thorough review of the business plan in order to assess 
whether the company is well positioned to succeed in implementing its business plan. This typically involves 
reviewing written business plans and, where the written materials suggest that there is an opportunity in which the 
Fund might be interested in investing, interviewing management on all aspects of the business plan. 

• Evaluates the market in which the company will operate: In addition to using its research and experience, 
Genesys contacts market experts, including senior management of successful companies active in the relevant 
market, for information about a prospect’s chosen market. Prior to doing this, Genesys should be satisfied that a 
company can attain niche leadership over time and that the market opportunity is sufficiently large to meet the 
growth objectives of the company. 

• Evaluates the product/technology itself: Genesys evaluates the product or technology central to the 
operations of the company. On its own and through industry contacts, Genesys assesses whether the product or 
service is sufficiently unique to provide a competitive advantage and whether use of the product or service would 
require a substantial change in customer behaviour. 

• Evaluates management: The Fund believes that companies in the biotechnology industry require leadership 
from individuals with the capacity to execute quickly, rapidly adapt to new challenges, opportunities and 
competitors and to recruit high quality employees, advisors, strategic partners and investors. Genesys assesses the 
management of companies in which the Fund is considering investing and assesses the entrepreneur’s past 
experience, strengths, weaknesses and work habits. 

• Calls potential customers to evaluate the opportunity: Genesys contacts potential customers to get a sense 
of how they might respond to the envisioned product or service. Feedback is essential in promoting a sense of 
customer orientation in the entrepreneurs. 

• Evaluates the risks and rewards of investing in a proposed venture: Genesys evaluates the pro forma 
financial statements, the likelihood that the Fund will be able to dispose of the investment in the relevant company 
within three to six years and the upside and downside prospects for the business. 

• Decides whether to propose an investment and advise how to make the investment: Genesys negotiates term 
sheets on behalf of the Fund, discussing such issues as valuation, board representation, employment terms for key 
management and requirements for additional investment. Generally, the Fund requires a seat on the board of 
directors of the company in which it is making an investment. 

Exit Strategy 

Before Genesys makes any proposals to the Fund, Genesys will assist the Fund in planning how to sell the securities 
being considered at a future date.  Typically, the Fund will look to exit in one of two ways: (1) through a public 
offering; or (2) through a sale to or merger with another company for cash or for shares for which a public market 
exists.  From the outset, the Fund will contemplate which alternative will be more appropriate for the Portfolio 
Company and will help plan the Portfolio Company’s course accordingly.  Where the Fund is seeking to divest of an 
investment through a sale to or merger with another company, the Fund intends to fully utilize its and Genesys’ 
experience and industry expertise to identify strategic partners or purchasers for the Portfolio Company. 

Generally, the Fund anticipates holding investments over a sufficiently lengthy period of time to enable the Fund to 
benefit from the long-term upside potential of its Portfolio Companies.  The Fund will seek to dispose of 
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investments in Portfolio Companies when the long-term outlook deteriorates or when the Fund is able to replace the 
investment with an eligible investment in another business with greater potential for long-term growth. Due to the 
size of the Fund’s typical Portfolio Company, there is no guarantee that the size of the market for the securities of 
Portfolio Companies will be large enough to enable the Fund to dispose of securities on favourable terms, if at all. 
Portfolio Companies will be primarily private companies for which there may be no market, which will limit the 
Fund’s ability to dispose of its investments promptly. 

Typical Transaction Size 

The typical investment of the Fund is generally up to $3 million in the start-up round, with further participation in 
subsequent financings as is deemed prudent. Genesys typically assists the Fund with structuring investments so that 
the Fund will retain the right to participate in future rounds of financing to maintain the Fund’s pro rata ownership 
position in a given company. Notwithstanding the foregoing, the Fund is subject to the investment restrictions 
contained in the Ontario Act. 

Form of Investments 

The particular form of investments in Portfolio Companies is negotiated after taking into account the legislative 
restrictions contained in the Ontario Act governing labour sponsored investment fund corporations and ROIFs, the 
investment guidelines of the Fund, the long-term requirements of the Portfolio Company and tax considerations. 
Given the long-term growth objective of the Fund, it is anticipated that all investments will be primarily in common 
shares, convertible preference shares or instruments which create a right to acquire common shares; however, 
depending on the circumstances, investments may take the form of debt (with or without conversion features), debt 
with warrants to acquire shares, participation in cash flow or earnings or preferred shares (with or without 
conversion features).  Certain investments may involve a combination of these instruments. 

The Ontario Act provides, among other things, that an investment is an eligible investment for the purposes of the 
Ontario Act if the Fund purchases shares or qualifying debt instruments (or rights or options granted in conjunction 
therewith) from an eligible business (as defined in the Ontario Act). Accordingly, the Fund will be limited to 
investing in treasury securities (or rights or options granted in connection therewith) issued by Portfolio Companies 
and will not be permitted to purchase securities in the secondary markets. 

The Fund may, where appropriate, seek to protect invested capital through floating charge security in connection 
with qualifying debt instruments (where permitted by the Ontario Act), financial covenants and/or a shareholders’ 
agreement. 

Timing of Investments 

It is difficult to predict the nature and timing of investments. The nature of the portfolio of investments in eligible 
investments depends in large part on the amount of money continuously raised by the Fund and the investment 
opportunities identified by and presented to the Fund. In addition, the ability of the Fund to continue to invest equity 
capital will depend upon the time required to originate and monitor investments. The Fund intends to continue to 
comply with the requirements relating to the timing of investments contained in the Ontario Act. 

Management of Portfolio Companies 

Generally, Genesys takes an active role in assisting companies in which the Fund invests. The Fund normally 
requires a board seat to assist it to monitor the progress of individual Portfolio Companies to ensure that the interests 
of the Fund are being served. Genesys provides to the Investment Committee, on a quarterly basis, a detailed report 
on the Fund’s performance including a discussion of significant events and recommendations with respect to the 
divestiture or continued support of the Fund’s investments. 
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Investments of the Fund 

As at November 30, 2006, the total cost of securities held by the Investment Portfolio was $87,554,442 of which 
$13,795,278 were securities issued by the federal or any provincial government of Canada or any other issuers 
which qualify as reserves and $73,759,165 were eligible or permissible investments. The particulars of the 
Investment Portfolio are as follows: 

 
Name and Address of 

Issuer 

 
Nature of Its Principal 

Business 

 
Number of 

Shares or Par 
Value 

 
Type and Percentage of 

Securities 
of any Class Owned by the Fund 

 
Cost of 

Investment as a 
Percentage of 

Fund’s Net 
Assets 

AdherexTechnologies 
Inc. 
2530 Meridian Parkway, 
Suite 200 
Research Triangle Park  
NC, USA 27713 

 

Adherex (TSX:AHX) is a 
biopharmaceutical company 
with a broad portfolio of 
oncology products under 
development. Four products 
are in clinical development 
including Exherin™, 
Adherex’s lead cadherin 
antagonist compound, and 
STS, a drug that protects 
against severe hearing loss 
that is often produced by 
platinum-based anticancer 
agents. 

1,142,857 

2,857,143 

Common Shares 

Purchase Warrants 

2.3% 

16.4% 

2.72% 

0.00% 

Affinium 
Pharmaceuticals Inc.  
100 University Avenue 
12th Floor North Tower 
Toronto, Ontario 
M5J 1V6 

Affinium is a structure-
guided drug discovery 
company pioneering the 
discovery of new medicines 
through proprietary 
knowledge of proteins and 
chemistry. The company’s 
proprietary, integrated drug 
discovery process is 
designed for rapid 
advancement of small 
molecule programs from 
gene to clinic. 

$3,250,000USD 

$4,500,000 

1,199,262 

Convertible Debenture 

Convertible Debenture 

Series II A Preferred 
Shares 

100% 

100% 

100% 

5.45% 

6.13% 

6.79% 

Biotech Breakthrough 
Fund (I) Inc. 
70 York Street, Suite 
1400 
Toronto, Ontario 
M5J 1S9 

CSBIF which focuses on 
biotechnology related 
companies. 

500,000 Class A Common  100.0% 6.81% 

Discovery District 
Biotechnology 
Fund Inc. 
70 York Street, Suite 
1400 
Toronto, Ontario 
M5J 1S9 

CSBIF which focuses on 
biotechnology related 
companies in the Toronto 
research and development 
community. 

$1,000,000 

50,000 

Convertible Debenture 

Class A Shares 

100.0% 

10.0% 

1.36% 

0.68% 
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Name and Address of 

Issuer 

 
Nature of Its Principal 

Business 

 
Number of 

Shares or Par 
Value 

 
Type and Percentage of 

Securities 
of any Class Owned by the Fund 

 
Cost of 

Investment as a 
Percentage of 

Fund’s Net 
Assets 

Epocal Inc. 
2935 Conroy Road 
Ottawa, Ontario 
K1G 6C6  

Epocal’s core expertise and 
enabling technologies are in 
the field of biochip 
nanotechnology. The 
company’s biochips 
combine aspects of two 
powerful analytical 
technologies of the current 
state of the art, lab-on-a-
chip microfluidic 
technology and microarray 
technology, into a more 
powerful integrated 
technology: solid-state 
fluidics.  

1,000,000 

 
223,257 

 
679,583 

Series A1 Preferred 
Shares 

Series B1 Preferred 
Shares 

Series B2 Preferred 
Shares 

99.0% 
 

100.0% 
 

72.4% 

4.34% 
 

1.73% 
 

4.72% 

Excel-Tech Ltd. 
2568 Bristol Circle 
Oakville, Ontario 
L6H 5S1 

The Company is a 
manufacturer of high-end 
medical instruments for the 
diagnosis and monitoring of 
patients over internet 
protocol networks.  

1,352,467 Common Shares 7.1% 9.21% 

Insception Biosciences 
Inc.  
1620 Tech Avenue 
Unit #1 
Mississauga, Ontario 
L4W 5P4 

Insception is a research and 
development company 
focused on the commercial 
development of novel stem 
cell-based therapeutics. 
Insception offers umbilical 
cord blood stem cell 
banking services to new 
parents. 

$4,000,000 

4,503,180 

 

Convertible Debenture 

Class A Preferred 
Shares 

100% 

80% 

5.45% 

6.16% 

1,186,732 Preferred Shares 15% 2.72% Interface 
Biologics Inc. 
200 Front Street 
Suite 3004 
Toronto, Ontario 
M5V 3K2 

Interface Biologics 
develops leading edge 
medical devices that 
incorporate 
biopharmaceuticals and 
therapeutic agents. The 
focus is to build 
bioresponsive materials that 
are engineered for 
controlled drug delivery 
and tissue engineering 
applications.  

    

Millenium  
Biologix Inc. 
785 Midpark Drive 
Kingston, Ontario 
K7M 7G3 

Millenium Biologix Inc. is 
a leading therapeutic 
biomaterials company 
developing and supplying 
innovative products in the 
field of skeletal disease and 
trauma for clinical and 

26,086,783 

$500,000 

Common Shares 

Convertible Debenture 

19.9% 

50% 

16.81% 

0.68% 
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Name and Address of 

Issuer 

 
Nature of Its Principal 

Business 

 
Number of 

Shares or Par 
Value 

 
Type and Percentage of 

Securities 
of any Class Owned by the Fund 

 
Cost of 

Investment as a 
Percentage of 

Fund’s Net 
Assets 

research markets.  

788,305 Series I Class A 
Preferred Shares 

5.2% 0.75% NeurAxon Inc. 
2240 Sheridan Drive 
Sheridan Science & 
Technology Park 
Mississauga, Ontario 
L5K 1A9 

 

NeurAxon is developing 
new drugs for the treatment 
of pain and other CNS 
disorders such as epilepsy 
and depression.  

35,832 Common Share 
Purchase Warrants 

9.2% 0.00% 

Ottawa Biotechnology 
Innovation Fund Inc. 
70 York Street, Suite 
1400 
Toronto, Ontario 
M5J 1S9 

CSBIF which focuses on 
biotechnology related 
companies. 

$1,000,000 

50,000 

Convertible Debenture  

Class A Shares 

100.0% 

10.0% 

1.36% 

0.68% 

YM Biosciences Inc.. 
5045 Orbitor Drive 
Building 11, suite 400 
Mississauga, Ontario 
L4W 43Y4, 

YM Biosciences (TSX: 
YM) is engaged in the 
development of small 
molecule cancer drugs used 
primarily for the treatment 
of breast cancer and 
prostate cancer, and for the 
inhibition of tumour 
growth. 

1,314,393 
 

300,007 
 

1,247,647 

Common Shares 
 

Common Escrow 
Shares 

Common Milestone 
Escrow Shares 

2.4% 
 

65.7% 
 

44.9% 

6.62% 
 

2.43% 

 
0.00% 

Zelos Therapeutics Inc.  
Building M-50 IPF 
1200 Montreal Road 
Ottawa, Ontario 
K1A 0R6 

Zelos Therapeutics Inc. is a 
therapeutics development 
company focused on the 
applications of its 
proprietary parathyroid 
hormone technology to 
diseases such as 
osteoporosis. 

937,500 
 

285,714 
 

93,750 
 
 

42,857 

Class A Series I Shares 
 

Class B Series I Shares 
 

Series A Purchase 
Warrants 
 

Series B Purchase 
Warrants 

18.9% 
 

2.4% 
 

22.3% 
 

2.4% 
 

5.13%% 
 

1.70% 

 
0.00% 

 

0.00% 

 
Genesys Agreement 

The Genesys Agreement will expire, unless terminated earlier by any party in accordance with its terms, upon the 
dissolution, winding-up or termination of the Fund. The Genesys Agreement may be terminated by the Manager or 
Genesys upon 60 days’ prior written notice at any time after March 1, 2004. The Fund shall be a party to the 
Genesys Agreement for the purpose of covenanting to pay the fees payable to Genesys, including a termination fee 
which may be payable upon the termination of the Genesys Agreement. Genesys may terminate the Genesys 
Agreement if the Fund or the Manager is in breach or default of the provisions thereof and such breach has not been 
cured within twenty business days’ notice of such breach to the Manager or there is a material change in the 
fundamental investment objectives, strategies or restrictions of or applicable to the Fund. The Manager may 
terminate the Genesys Agreement if Genesys is in breach or default of the provisions thereof and such breach has 
not been cured within twenty business days’ notice of such breach to Genesys or if Genesys becomes bankrupt or 
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insolvent. If the Genesys Agreement is terminated, the Manager shall forthwith appoint a successor to carry out the 
activities of Genesys. 

Conflict of Interest 

The services of Genesys and its directors and officers are not exclusive to the Fund. Genesys and its directors and 
officers provide similar services and devote a substantial portion of their time to other investments, directorships and 
offices, including to Covington Venture Fund Inc., a labour sponsored investment fund which, in part, invests in 
early stage biotechnology and healthcare companies through community small business investment funds. The 
activities of Genesys and its directors, officers, affiliates and associates (collectively, the “Genesys Group”) may 
result in certain conflicts of interest in allocating investment opportunities available to Genesys among the Fund, the 
Genesys Group and others to whom the Genesys Group is providing services. Genesys has agreed to present to the 
Fund all investment opportunities available to Genesys, other than those listed in the immediately following 
paragraph, provided that the Fund is able to make the proposed investment and the investment meets the Fund’s 
investment guidelines. Notwithstanding the foregoing, the Fund has agreed that there may be situations in which 
Genesys may only present the Fund with the opportunity to co-invest with others in an investment opportunity 
which otherwise meets the Fund’s investment guidelines and for which the Fund has the necessary resources. 
Genesys will allocate investment opportunities and opportunities to divest of investments fairly among the Fund, 
Covington Venture Fund Inc. and others to whom the Genesys Group is providing services who have similar 
objectives. 

The terms of the agreement with Genesys provide, for greater certainty, that the Genesys Group may, without 
presenting the opportunity to the Fund: (i) make an investment that is originated by a third party and that is made 
available by such third party only to one or more of the Genesys Group and not the Fund; (ii) make an investment 
that relates to a pre-existing investment made by or under the direction of one or more of the Genesys Group, 
including any follow-on investment in any entity; (iii) make an investment in connection with or incidental to any 
business or other activity carried on by the Genesys Group, if such business or activity does not principally consist 
of investing in the same types of investments that the Fund invests in; or (iv) make any investment in a company that 
is participating in the biotechnology company incubator owned and managed by Genesys Holdings Inc., an affiliate 
of Genesys prior to that company seeking further financing from any party that is unrelated to the Genesys Group. 
The Genesys Agreement also provides that the Genesys Group may provide services to any Portfolio Company on 
commercially reasonable terms. 

The Fund shall not invest or maintain an investment in an eligible business if the eligible business does not deal at 
arm’s length with the Fund or any of the directors of the Fund unless (i) such eligible business would deal at arm’s 
length with the Fund but for the Fund’s interest as a holder of investments in the eligible business, or (ii) such 
investment was approved by special resolution of the shareholders of the Fund before the investment was made. 
Subject to the foregoing, (i) Genesys and its officers, directors and shareholders have the right to co-invest with the 
Fund in any investments provided the Fund believes, acting reasonably, that such investment will not impair the 
ability of the Fund to satisfy the investment pacing requirements of the Ontario Act, and (ii) the Fund and its 
officers, directors and shareholders may, directly or indirectly, invest in, eligible businesses in which Genesys or an 
affiliate of Genesys has an interest provided that a third party invests, directly or indirectly, in such business at the 
same time and on substantially the same financial terms as the investment made by the Fund. Genesys will report to 
the board of directors of the Fund quarterly on such activities by Genesys and its officers or more frequently if 
Genesys wishes the assistance of the board of directors in resolving any such conflict. 

COVINGTON CAPITAL CORPORATION 

The Fund entered into an agreement (the “Servicing Agreement”) with FAIMI and the Manager pursuant to which 
FAIMI arranged for start-up financing for the Fund, co-ordinated the organization and registration of the Fund and 
the initial offering of the Class A Shares, developed and implemented all aspects of the Fund’s communications, 
marketing and distribution strategies, undertook the daily administrative affairs of the Fund, provided investment 
advisory services to the Fund (including supervising the activities of Genesys) and provided the Investment 
Committee and the Fund’s board of directors with advice regarding the investment proposals put forward by 
Genesys. FAIMI entered into an asset transfer agreement dated December 4, 2006 (the “Transfer Agreement”) with 
Covington pursuant to which FAIMI assigned to Covington all of FAIMI’s right, title and interest in the Servicing 
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Agreement for valuable consideration. Pursuant to the Transfer Agreement, Covington assumed all of the 
obligations and liabilities with respect to the Servicing Agreement to the extent such obligations and liabilities arise 
on and after and relate to the period from and after December 4, 2006. Covington is registered as an investment 
counsel and portfolio manager with the Ontario Securities Commission. 

Covington is an indirect, wholly-owned subsidiary of AMG.  AMG is a U.S. based asset management company with 
equity investments in a diverse group of mid-sized investment management firms throughout North America and 
Europe.  AMG is listed on the New York Stock Exchange under the symbol “AMG”. The head office and principal 
place of business of Covington is 200 Front Street West, Suite 3003, Toronto, Ontario M5V 3K2. 

The name, municipality of residence, office and principal occupation of each of the directors and officers of 
Covington are set out below:  

Name and Municipality of 
Residence 

 
Position with Covington 

 
Principal Occupation 

SCOTT D. CLARK 
Toronto, Ontario 

Managing Director Managing Director, Covington 

NATHANIEL DALTON 
Swampscott, Massachusetts 

Director and Chairman Executive Vice President, AMG 

JEFFREY MURPHY 
Hamilton, Massachusetts 

Director Vice President, AMG 

PHILIP R. REDDON 
Burlington, Ontario 

Managing Director Managing Director, Covington  

KENNETH CHIPMAN VALLIS 
Toronto, Ontario 

Director, President and Chief 
Executive Officer  

President and Chief Executive 
Officer, Covington  

JULIANNA VARPALOTAI-
XAVIER 
Oakville, Ontario 

Chief Financial Officer Chief Financial Officer, Covington  

The following is a brief biographical description, including principal occupation for the last five years, of each of the 
directors and officers of Covington: 

Scott D. Clark see “The Fund – Directors and Officers of the Fund”. 

Nathaniel Dalton see “The Manager – Directors and Officers”. 

Jeffrey Murphy has been a director of Covington since 2006. Mr. Murphy joined AMG in 1995, became Vice 
President in 1996, and is a senior manager in the Affiliate Development area. Prior to joining AMG, Mr. Murphy 
was a Financial Analyst at United Asset Management Corporation and the Assistant Controller of TA Associates. 
Mr. Murphy received an MBA from Boston University and a BS from Northeastern University.  

Philip R. Reddon joined Covington in 2002. In his role as Managing Director, his responsibilities include analysis 
of new investment opportunities for the Fund and assisting in the management and monitoring of the Fund’s existing 
investments. Mr. Reddon has over 10 years experience in the private equity field including six years at Bank of 
Montreal Capital Corporation, a $400 million private equity fund. As Managing Director and head of its Technology 
Investment team, Mr. Reddon was a member of the investment committee and sat on the boards of eight companies. 
Prior to BMO Capital, Mr. Reddon spent six years with the Business Development Bank of Canada. Mr. Reddon 
holds a B.A. from the University of Western Ontario and a Bachelor of Commerce (Honours Business 
Administration) from the University of Windsor. 
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Kenneth Chipman Vallis see “The Fund – Directors and Officers of the Fund”. 

Julianna Varpalotai-Xavier see “The Fund – Directors and Officers of the Fund”. 

Servicing Agreement 

The Servicing Agreement will expire, unless terminated earlier by a party thereto in accordance with the terms of the 
agreement, upon the dissolution, winding-up or termination of the Fund. Covington may terminate the Servicing 
Agreement in the event the Fund or the Manager is in breach or default of the provisions thereof and such breach has 
not been cured within twenty business days of notice of such breach to the Fund and the Manager or there is a 
material change in the fundamental investment objectives, strategies or restrictions of or applicable to the Fund. The 
Fund or the Manager may terminate the Servicing Agreement in the event that Covington is in breach or default of 
the provisions thereof and such breach has not been cured within twenty business days’ notice of such breach to 
Covington or if Covington becomes bankrupt or insolvent. 

Certain registered dealers through which shares of the Fund may be purchased may be related to Covington through 
ownership interests in such dealers by AMG.  Beutel Goodman Managed Funds, Inc. is a registered dealer in which 
AMG holds an indirect 49% interest. 

THE SPONSOR 

The Sponsor of the Fund is the Canadian Federal Pilots Association. The Sponsor owns all of the Class B Shares of 
the Fund and is required under the Federal Tax Act to elect a majority of the Fund’s board of directors. The board of 
directors is currently fixed at seven directors. The Sponsor is entitled to elect six of the seven directors of the Fund. 
The Sponsor has agreed to elect two persons to represent the Sponsor, two persons to be nominated by the Manager 
and one person to be nominated by each of Genesys and Covington to the Board of Directors. To the extent that 
additional directors are elected by the Sponsor, they shall be nominated jointly by the Sponsor and the Manager. The 
Sponsor has entered into an agreement among the Fund, the Sponsor and CFPA Sponsor Inc. dated January 15, 
2003, as amended (the “Sponsor Agreement”) setting out the rights and duties of the Sponsor. In addition to the right 
to elect directors specified above, the Sponsor, as holder of the Class B Shares, is entitled to one vote per share at 
meetings of the shareholders of the Fund, but does not have any right to receive dividends. See “Share Capital of the 
Fund - Class B Shares”. 

The Sponsor believes that it is important to encourage investment in the Canadian economy and has undertaken the 
sponsorship of the Fund because it believes that the Fund can, through its investments in Portfolio Companies, 
strengthen the Canadian economy and create or preserve jobs in Canada. The Sponsor believes that its objectives in 
sponsoring the Fund are compatible with the interests of the business community, namely expanding opportunities 
for economic growth, which should, in turn, assist in employment creation and preservation. 

The Sponsor holds all of the issued and outstanding Class B shares in the capital of the Fund. See “Principal Holders 
of Securities” and “Share Capital of the Fund — Class B Shares”. While members of the Sponsor may subscribe for 
Class A Shares, neither the Sponsor nor its members will be required to make any investment in the Fund. 
Individuals investing in Class A Shares need not be members of or have any connection with the Sponsor. 

The Sponsor is also the sponsor of various other labour sponsored investment funds promoted by affiliates of AMG.  
The Fund was sponsored by the United Steelworkers of America TC National Local 1976 from its inception until 
the role of sponsor was assumed by the CFPA. 

CFPA Sponsor Inc., a wholly-owned subsidiary of the Sponsor, was incorporated under the laws of Ontario by 
articles of incorporation dated September 27, 2002. The registered address of CFPA Sponsor Inc. is Suite 1600, 100 
King Street West, Toronto, Ontario M5X 1G6. Under the Securities Act, CFPA Sponsor Inc. is regarded as a 
promoter of the Fund. Mr. Gregory Holbrook is the sole director and officer of CFPA Sponsor Inc. See “The Fund”. 
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INVESTMENT RESTRICTIONS 

Statutory Investment Restrictions 

The Fund is subject to investment restrictions contained in the Ontario Act. Under the Ontario Act, “eligible 
investments” for labour sponsored investment fund corporations are shares or debt of an eligible business. Eligible 
businesses generally are taxable Canadian corporations or Canadian partnerships engaged in eligible business 
activities in Ontario which, together with related corporations or partnerships, do not have more than $50 million in 
assets or more than 500 employees at the time that the investment is made and which employ 50% or more of its 
full-time employees, earning at least 50% of the salaries and wages payable by it, in Ontario at the time of 
investment. However, an investee company may grow beyond these limits without affecting its status as an eligible 
business and investments may be maintained and additional investments may be made in that investee company, 
provided that at the time the Fund previously invested in the investee company, it was an eligible investment and the 
aggregate of the investments in the business and any related business does not exceed $20 million or, if prescribed, 
the prescribed amount. Generally, the Fund’s investment in an eligible investment may not be used by the investee 
corporation or partnership to (among other things) carry on business or re-invest outside Canada. However, the 
Minister of Finance (Ontario) may, upon application, issue an order to allow for some investment or business to be 
carried on outside of Canada, which would ensure the viability of the Ontario business. The purpose of such 
restrictions is to ensure that monies raised from investors are available to assist the growth of eligible businesses in 
Ontario, and thereby create or preserve employment opportunities in Ontario. 

Under the Ontario Act, the Fund qualifies as a ROIF for 2006 if, in addition to the requirements described above, the 
Fund held, at the end of 2005, at least 50% of the aggregate cost of its investments, measured as a percentage of 
capital available for investment, in eligible investments in specified research businesses as defined in the Ontario 
Act. For this purpose, “capital available for investment” means the amount by which the total cost of all eligible 
investments and reserves exceeds 20% of the net value of the total assets of the Fund at that time.  The Fund will 
comply with the rules in order to qualify as a ROIF for 2006 and intends to continue to qualify as a ROIF.  

Under the Ontario Act an investment by the Fund in an entity that is an eligible business will generally qualify as an 
eligible investment in a specified research business if: 

(a) during the latest fiscal year of the entity ending prior to the time of investment and for which audited 
financial statements are available, the entity incurred at least 50% of its total expenses as scientific research 
and experimental development expenses; 

(b) the entity undertakes to incur scientific research and experimental development expenses in the fiscal year 
in which the investment is made, or in the following year, in an amount equal to at least 50% of the total 
expenses of the entity and the Fund accepts the undertaking; or the entity fulfilled such an undertaking in a 
previous year; or 

(c) the entity was formed to exploit intellectual property developed by a Canadian university, college, research 
institute or hospital, where (i) at least 10% of the voting equity capital or partnership interests in the entity, 
as the case may be, are held by a Canadian university, college, research institute or hospital, and (ii) 
scientific research and experimental development expenses of the entity that are incurred during the 
taxation year of the entity in which the investment was made, are equal to at least 50% of the total amount 
of the Fund’s investment in the entity by the Fund. 

The Ontario Act permits the Fund to hold qualifying debt obligations of eligible businesses only where the debt 
obligation, if secured, is secured (i) by a security interest in one or more assets of the entity and the terms of the debt 
obligation or any agreement relating to the debt obligation do not prevent the entity from dealing with the assets in 
the ordinary course of business before any default on the debt obligation, (ii) by a guarantee, or (iii) by both a 
security interest described in (i) and a guarantee and, except in a few instances, does not entitle the holder of the debt 
obligation to rank ahead of any other secured creditor of the issuer in realizing on the same security. 
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The Ontario Act permits the Fund to hold only the following investments: (i) specified securities of eligible 
businesses; (ii) assets that were specified securities of eligible businesses when acquired by the Fund; and (iii) 
specified reserves.  On December 31 of each year after 2004 and before 2012, the Fund is required to hold eligible 
investments that have an aggregate cost of not less than 60% of the capital raised on the issue of the Fund’s Class A 
Shares that remain outstanding at the end of the year and were issued before the 61st day of that year (excluding 
Class A Shares that have been outstanding for at least 94 months) less 20% of the capital raised on Class A Shares 
of the Fund issued during the period beginning on the 61st day of the year preceding the applicable year and ending 
on the 60th day of the applicable year that are outstanding at the end of that year.  This amount is further adjusted to 
reflect the amount of net realized losses, if any, and certain taxes and penalty amounts incurred for the year.   

Compliance with Statutory Investment Restrictions 

The Fund will be subject to penalties and may have its registration revoked if it does not comply with the investment 
restrictions set out in the Ontario Act.  As at December 31, 2005, the Fund has materially complied with all of the 
foregoing investment restrictions and expects to remain in compliance with these restrictions. See “Canadian Federal 
Income Tax Considerations – Taxation of Class A Shareholders – Federal Penalty Taxes Potentially Applicable to 
the Fund” and “Ontario Income Tax Considerations – Ontario Taxation of Class A Shareholders – Ontario Penalty 
Taxes Potentially Applicable to the Fund”. 

Other Investment Restrictions 

In addition to the investment restrictions described above, the Investment Committee will from time to time 
establish certain other investment policies which apply to the Class A Shares. The Investment Committee has 
approved the following investment restrictions and policies, which may be varied from time to time by the 
Investment Committee as opportunities and market conditions dictate, if permitted by the Ontario Act. 

• The Fund will not invest in real estate development or income producing properties, unless it would be 
incidental to an investment in an eligible business. 

• The Fund will not make loans except in the ordinary course of investing its funds. 

• The Fund will not make short sales of securities or purchase securities on margin. 

• The Fund will not act as an underwriter of securities. 

• The Fund will not invest in the securities of a mutual fund. 

• The Fund will not buy securities from or sell securities to the directors or officers of the Fund or the 
Manager unless a third party invests in such securities at the same time and on the same financial terms. 

• The Fund will not purchase puts, calls or combinations thereof except that it may purchase securities 
including options, rights and warrants to acquire additional securities or rights to sell securities of the eligible 
businesses in which it invests. 

• The portfolio assets of the Fund will be held in the custody of a federally or provincially licensed trust 
company or a Canadian chartered bank. 

In addition, unlike ordinary mutual funds, the Fund may provide guarantees as funding alternatives for eligible 
businesses and invest in securities which may require the Fund to make an additional contribution. 
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VALUATION OF INVESTMENTS 

Audit and Valuation Committee 

The Board has established an audit and valuation committee (the “Audit and Valuation Committee”) comprised of 
three directors, a majority of whom are outside directors, independent of the Manager, Covington, Genesys and the 
Sponsor or any of their affiliates.  The Board of Directors has delegated responsibility for determining the value of 
the Fund’s assets and for considering the appropriateness of the valuation policies adopted by the Fund to the Audit 
and Valuation Committee as set out below. The net asset value per Class A Share, Series I, the net asset value per 
Class A Share, Series II and the net asset value per Class A Share, Series III as calculated by the Custodian on 
instruction from Covington, shall be reviewed by the Audit and Valuation Committee as of the last day of each 
financial quarter of the Fund. In addition, the Audit and Valuation Committee of the Fund will receive and review a 
quarterly report from Genesys providing details of the valuations of the investments made, including a discussion of 
significant events affecting the valuation of such investments.   

At the end of each business day, the Custodian calculates the value (“Published Valuation”) of the Fund’s assets.  
For this calculation, the determination of the valuation of assets for which a published market exists and the 
valuation of assets for which no published market exists are set out below.  The Audit and Valuation Committee is 
required to review and, if acceptable, approve the Published Valuation on a quarterly basis as well as, from time to 
time, consider the appropriateness of the valuation policies adopted by the Fund.   

Valuation of Assets for which a Published Market Exists 

At the end of each business day, the Custodian calculates the value of the Fund’s assets for which there exists a 
published market and which can be readily disposed of in such market, on the basis of the quoted prices in such 
market, subject to an adjustment for liquidity as required.  For this purpose, a published market means any major 
market on which such securities are traded if the prices are regularly published in a newspaper or business or 
financial publication of general and regular paid circulation.  Genesys notifies the Custodian of any adjustments in 
the holdings of the Fund.  Securities for which market quotations are, in Genesys’ and Covington’s opinion, 
inaccurate, unreliable, not reflective of all available material information or not readily available are valued at their 
fair value as estimated by Genesys and Covington.  Fair value is determined on the basis of expected realizable 
value of the venture investments if they were disposed in an orderly fashion over a reasonable period of time.   

Valuation of Assets for which No Published Market Exists 

The value of venture investments for which no quoted market value exists, or investments in restricted securities, are 
recorded at estimated fair value.  In determining the value for which no published market exists, the Audit and 
Valuation Committee has determined that the Custodian will be guided by the principle that such investments are 
valued at their current fair value unless a different fair value is independently determined by Genesys and 
Covington.  Genesys and Covington notify the Custodian of any adjustments in the holdings of the Fund and of any 
circumstances which would necessitate an adjustment to the fair value.  The Audit and Valuation Committee 
reviews and approves the valuation at the end of each financial quarter and, from time to time, considers the 
appropriateness of the valuation policies adopted by the Fund.  The definition of fair value and the factors reviewed 
when determining fair value are set out under Quarterly Valuations below. 

Quarterly Valuations 

As of the last days of August, November and May and as of the last day for obtaining a federal or provincial tax 
credit for the preceding year (normally March 1), the Audit and Valuation Committee is required to determine the 
value (the “Quarterly Valuation”) of the Fund’s assets for which no published market exists, on the basis of policies 
and procedures established by the Board for determining the fair value of such assets.  In determining the value of 
such assets, the Audit and Valuation Committee is guided, where appropriate, but not bound, by the following 
methodology: 
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• The valuation standard is “fair value”. Fair value is defined as the amount of consideration that would be agreed 
upon in an arm’s length transaction between knowledgeable, willing parties who are under no compulsion to 
act. 

• The fair value of the investments are determined using the appropriate valuation methodology after considering: 
the history and nature of the business; operating results and financial conditions; the general economic, industry 
and market conditions; capital market and transaction market conditions; independent valuations of the 
business; contractual rights relating to the investment; and other pertinent considerations. 

The process of valuing investments for which no published market exists is subject to inherent uncertainties and the 
resulting values may differ from values which would have been used had a ready market existed for the investments. 

Daily Valuations 

Genesys and Covington are required to update the Quarterly Valuations as of the end of each business day (“Daily 
Valuations”). The Daily Valuations will be based on the most recent Quarterly Valuation and will take into account 
any material change in the assets of the Fund for which no published market exists.  

Calculation of Net Asset Value 

The net asset value of the Fund will be calculated by the Custodian on each business day by subtracting the 
aggregate redemption value of the Class B shares, the aggregate amount of common liabilities of the Fund and the 
aggregate amount of the Fund’s liabilities applicable to the Fund’s Class A Shares, Series I, Class A Shares, Series 
II or Class A Shares, Series III, as the case may be, from the aggregate of: 

(a) the value of the assets of the Fund attributable to the Class A Shares, Series I or Class A Shares, Series II or 
Class A Shares, Series III being valued for which a published market exists on the basis of the Published 
Valuation as of the relevant date; 

(b) the value of the assets of the Fund attributable to the Class A Shares, Series I or Class A Shares, Series II or 
Class A Shares, Series III being valued for which no published market exists as determined in accordance 
with the general valuation policies described above (generally cost);  

(c) the unamortized value of sales commissions attributable to the Class A Shares Series I; and  

(d) the value of any other assets of the Fund attributable to the Class A Shares, Series I or the Class A Shares, 
Series II or the Class A Shares, Series III, being valued, as determined by the Audit and Valuation 
Committee, 

and dividing such amount by the total number of Class A Shares, Series I, Class A Shares, Series II and Class A 
Shares, Series III, as the case may be, outstanding on such date. The Fund will make available to the financial press 
for publication the net asset value per Class A Share, Series I, the net asset value per Class A Share, Series II and the 
net asset value per Class A Share, Series III on each business day. The net asset value of the Fund, the net asset 
value per Class A Share, Series I, the net asset value per Class A Share, Series II and the net asset value per Class A 
Share, Series III of the Fund, as calculated by the Custodian on instruction from Covington following consultation 
with Genesys, shall be reviewed by the Audit and Valuation Committee as of the last day of each financial quarter of 
the Fund. 

For those expenses not specifically allocated to a particular series of Class A Shares of the Fund for the purpose of 
calculating the net asset value per series of Class A Shares of the Fund, they are apportioned based on the net asset 
value per series as at the most recent valuation date. 

The Ontario Act and the Federal Tax Act require the Fund to undertake that the value of its shares will be 
determined on an annual basis by means of a valuation carried out by an independent qualified person.  The Fund 
satisfies and intends to continue to satisfy this requirement by obtaining, on an annual basis, an independent 
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confirmation of the net asset value of the Fund and the net asset value per Class A Share, Series I, net asset value per 
Class A Share, Series II and net asset value per Class A Share, Series III from the Fund’s external auditors.  

USE OF PROCEEDS 

The net proceeds of the continuous offering of Class A Shares, Series II and the Class A Shares, Series III of the 
Fund, after sales commissions and expenses, will be invested by the Fund in eligible businesses and reserves, which 
may include Linked Notes, in accordance with the Fund’s investment objective for the Class A Shares. The proceeds 
of this offering to be invested in eligible businesses will, until so invested, be invested in reserves, primarily fixed 
income instruments. See “Investment Opportunity, Strategy and Criteria”, “Canadian Federal Income Tax 
Considerations” and “Ontario Income Tax Considerations”. Operating expenses of the Fund are paid out of the 
Fund’s working capital attributable to the Class A Shares, which includes income earned on investments. See 
“Offered Securities – Use of Proceeds”. 

EXECUTIVE COMPENSATION, MANAGEMENT FEES AND PERFORMANCE BONUS 

Remuneration of Executive Officers 

The executive officers of the Fund will receive no direct compensation or benefits, in cash or otherwise, from the 
Fund. The services of the Chief Executive Officer and the Chief Financial Officer are to be provided by the Manager 
under the Management Agreement at the expense of the Manager. 

Remuneration of Directors 

Directors of the Fund, other than directors who are members of the Sponsor or directors, officers or shareholders of 
the Manager or Covington, are entitled to receive an annual fee of $5,000 and a fee of $500 for each meeting of the 
board of directors or any committee thereof attended except where the director participates in a meeting by 
telephone, in which case the fee is $250.  Directors of the Fund who are members of the Sponsor or are directors, 
officers or shareholders of the Manager or Covington will receive no compensation for attendance at meetings.  
However, all Directors are entitled to be reimbursed for expenses incurred in attending meetings of the board of 
directors or any committee thereof. 

Manager’s Fees 

The Manager was responsible for the organization and creation of the Fund and will, pursuant to the Management 
Agreement entered into with the Fund, be responsible, on an ongoing basis, for directing the business, operations 
and affairs of the Fund.  The Manager selects and negotiates the terms of the retainer with each of the service 
providers and works with Covington and Genesys to develop and refine the investment strategy and criteria for the 
Fund. 

For Class A Shares, Series II and Class A Shares, Series III sold prior to January 1, 2006, the Manager was 
responsible for managing the relationships with registered dealers selling the Class A Shares and for paying a 10% 
and a 6% sales commission to such dealers in respect of sales of Class A Shares, Series II and Class A Shares, Series 
III, respectively.  Such sales commission costs were not charged to nor amortized by the Fund. See “Plan of 
Distribution”.  However, the Fund will pay the Manager a monthly Distribution Services Fee equal to 0.160% and 
0.096% of the original issue price of such Class A Shares, Series II and Class A Shares, Series III, respectively 
which were sold prior to January 1, 2006 and which are still issued and outstanding during that month.  The 
Distribution Services Fee will be paid to the Manager for eight years following the sale of each Class A Shares, 
Series II and Class A Shares, Series III which were sold prior to January 1, 2006 and which are still issued and 
outstanding.  See “Plan of Distribution”. 

As compensation for the services to be provided for and on behalf of the Fund by the Manager, the Fund pays to the 
Manager an annual management fee of 1.15% of the net asset value of the Fund, which fee shall be calculated and 
paid monthly in arrears and the Distribution Services Fee described above.  For the years ended August 31, 2006 and 
August 31, 2005, the Manager received management fees and Distribution Services Fees of approximately 
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$1,418,000 and $1,317,000 (excluding GST), respectively.  For the three month period ended November 30, 2006, 
the Fund incurred management fees and Distribution Services Fees of approximately $286,010. 

For the year ended August 31, 2004, the Manager received management fees and Distribution Services Fees of 
approximately $1,089,000 (excluding GST).  As compensation for the services provided by the Manager, the 
Manager has received management fees of $744,000 for the year ended August 31, 2003, $721,000 for the year 
ended August 31, 2002 and $337,690 for the ten-month period ended August 31, 2001. 

Covington’s Fees 

The Fund entered into the Servicing Agreement with FAIMI and the Manager pursuant to which FAIMI arranged 
for start-up financing for the Fund, co-ordinated the organization and registration of the Fund and the initial offering 
of the Class A Shares, developed and implemented all aspects of the Fund’s communications, marketing and 
distribution strategies, undertook the daily administrative affairs of the Fund and supervised the activities of 
Genesys. FAIMI entered into an asset transfer agreement dated December 4, 2006 (the “Transfer Agreement”) with 
Covington pursuant to which FAIMI assigned to Covington all of FAIMI’s right, title and interest in the Servicing 
Agreement for valuable consideration. Pursuant to the Transfer Agreement, Covington assumed all of the 
obligations and liabilities with respect to the Servicing Agreement to the extent such obligations and liabilities arise 
on and after and relate to the period from and after December 4, 2006. 

As compensation for the services to be provided to the Fund by Covington, the Fund will pay to Covington an 
annual fee of 1.15% of the net asset value of the Fund plus an amount equal to the service fee payable to dealers.  
For this fee Covington shall perform the functions described in the Servicing Agreement and shall pay all dealer 
service fees. For the years ended August 31, 2006 and August 31, 2005, FAIMI received a fee of $1,032,000 and 
$1,023,000 (excluding GST and service fees), respectively.  For the three month period ended November 30, 2006, 
FAIMI received a fee of $204,680 (excluding GST and service fees). 

Genesys’ Fees 

The Fund, the Manager and Genesys have entered into the Genesys Agreement pursuant to which Genesys assists 
with developing and refining the investment strategy and criteria of the Fund and assist the Fund with the 
implementation of that investment strategy by identifying, structuring and monitoring all investments of the Fund. 

As compensation for the services provided to the Fund and Covington by Genesys, the Fund pays Genesys an annual 
fee of 1.15% of the net asset value of the Fund, which fee shall be calculated and paid monthly in arrears.  For the 
years ended August 31, 2006 and August 31, 2005, Genesys received $1,032,000 and $1,023,000 (excluding GST), 
respectively. For the three month period ended November 30, 2006, Genesys received a fee of $204,680 (excluding 
GST). 

Performance Bonus 

The Manager will be entitled to a performance bonus (the “Performance Bonus”) payable on the date the Fund 
receives the proceeds, whether in cash, securities or other property, from the disposition of an eligible investment, 
based on realized gains and cumulative performance of the Class A Share Investment Portfolio. Before any 
Performance Bonus is paid by the Fund on the realization of an eligible investment, the Class A Share Investment 
Portfolio must have: 

(a) earned sufficient income to generate a rate of return on eligible investments in excess of cumulative 
annualized threshold return of 6%. The income on eligible investments includes investment gains and 
losses (in each case, realized and unrealized) earned and incurred since the inception of the Fund; 

(b) earned income from the eligible investment which provides a cumulative investment return at an average 
annual rate in excess of 6% since the date of the investment; and 

(c) fully recouped an amount equal to all principal invested in the eligible investment. 
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Subject to all of the above, the Performance Bonus will be an amount equal to 20% of all income earned from the 
eligible investment, provided that the payment of the Performance Bonus does not reduce returns to shareholders on 
the Class A Share Investment Portfolio below the threshold outlined in (a) above. If a Performance Bonus is earned, 
the Fund will pay that Performance Bonus to the Manager and to Genesys and Covington in the proportion decided 
upon by the Manager from time to time.  If, at any time, the Manager, in its sole discretion, elects to provide to the 
Fund the equivalent of one full-time person to assist with the performance of the duties of Genesys under the 
Genesys Agreement, Genesys will, for all investments made during the time such person provides such services, 
assign to the Manager an amount equal to 10% of the total Performance Bonus (one-sixth of the entitlement of 
Genesys) multiplied by the length of time such services were provided following the investment for which such 
Performance Bonus was paid, divided by the total length of time such investment was held by the Fund. 

The Performance Bonus does not comply with rules of the Canadian Securities Administrators relating to 
performance fees paid by mutual funds. However, incentive arrangements similar to the Performance Bonus are 
common in the venture capital industry. The Fund has received exemptive relief permitting the payment of the 
Performance Bonus. The Fund considers the Performance Bonus to be appropriate given the investment objectives 
and strategies of the Fund because it must compete with venture capitalists to attract suitable investment 
professionals to assist with the investments of the Fund. 

The Fund’s investment portfolio’s performance triggered the accrual of a Performance Bonus in fiscal 2004 and 
2005.  The Performance Bonus, although accrued, is not payable to the service providers until the Fund realizes this 
performance upon the sale of the applicable investment.  The Performance Bonus paid in 2004 amounted to 
$1,042,000 (plus GST) compared to the expense of $1,843,000 (plus GST).  The Performance Bonus paid in 2005 
amounted to $1,889,000 (plus GST) compared to the expense of $1,243,000 (plus GST). The Performance Bonus 
paid in 2006 amounted to $57,000 (plus GST). 

Sponsorship Fee 

The Sponsor Agreement provides that the Sponsor will, for an annual fee of 0.25% of the net asset value of the 
Fund, make available to the Fund such of its members and employees as are necessary or desirable to fill such 
positions on the board of directors and the committees thereof as the Fund may require.  The fee will be paid 
monthly in arrears based on the net asset value of the Fund as at the end of the preceding month.  For the years 
ended August 31, 2006 and August 31, 2005, the Sponsor received fees of $224,000 and $223,000, respectively.  
For the three month period ended November 30, 2006, the Sponsor received a fee of $50,000.  

OPERATING EXPENSES 

The Fund pays to the Registrar and Transfer Agent an annual fee for shareholder administration and client services, 
trustee services, shareholder reporting and transfer agency and registrar services at the rate of 0.60% of the net asset 
value of the Fund per annum.  Other Fund expenses include portfolio transactions, taxes, legal, audit, custodial and 
accounting, cost of qualifying the Fund’s securities for distribution (other than start-up costs), certain marketing, 
security realization, directors’ fees, expenses paid to special consultants and borrowing.  

The Fund may enter into co-operative marketing programs with certain dealers providing for the reimbursement by 
the Fund of certain expenses incurred by those dealers in promoting sales of Class A Shares. 

The annualized management expense ratio (“MER”) of the Class A Shares, Series II and the Class A Shares, Series 
III for the years ended August 31, 2004, 2005 and 2006 were 7.56% and 7.21% for 2004, 9.38% and 9.09% for 2005 
and 10.86% and 10.23% for 2006, respectively.  The MERs of those shares calculated not including the accrued 
Performance Bonus would be 8.49% and 8.15% for 2004, 7.64% and 7.33% for 2005 and 10.92% and 10.29% for 
2006, respectively. See Executive Compensation Management Fees and Performance Bonus – Performance Bonus. 

The MER includes all fees, expenses and taxes (including GST and provincial capital taxes), and is expressed on an 
annualized basis as a percentage of the average net assets administered during that period. 
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Businesses to be invested in by the Fund will be of a relatively small size and early stage of development in 
comparison with the investments made by most conventional mutual funds. The Fund thus requires a greater 
commitment to both initial analysis and to monitoring and support of on-going developmental activities, relative to 
the amount of capital invested, than is required by most mutual funds. Consequently, the operating expenses of the 
Fund are higher than those of many mutual funds and other pooled investment vehicles. 

SHARE CAPITAL OF THE FUND 

The authorized capital of the Fund consists of an unlimited number of Class A Shares, issuable in series, of which 
Series I, Series II and Series III have been created and an unlimited number of Class B Shares. 

The following is a summary of the material provisions attaching to each class of shares of the Fund. These 
provisions derive principally from the requirements of the Ontario Act, as amended. 

Class A Shares 

Issue 

Class A Shares may be issued to individuals ordinarily resident in Ontario and to qualifying trusts governed by 
RRSPs and to such other eligible investors as may be permitted by the Ontario Act. 

Transfer 

There are no restrictions on the transfer of Class A Shares of the Fund.  

Redemption by Holders 

A holder of Class A Shares in respect of which an Information Return has been issued under the Federal Tax Act or 
a Tax Credit Certificate has been issued under the Ontario Act may request the Fund to redeem the Class A Shares if 
the holder of the Class A Shares requests the Fund, in writing, to redeem them and the holder has satisfied all other 
conditions, if any, of the Ontario Act. 

Where the Class A Shares were acquired and: 

(a) the shareholder, after acquiring such Class A Shares, becomes disabled and permanently unfit for work, or 
terminally ill; 

(b) the shareholder has requested the Fund to redeem the Class A Shares within 60 days after the day on which 
the Class A Shares were issued to the original purchaser and any Information Return and Tax Credit 
Certificate issued to the holder in respect of such Class A Shares has been returned to the Fund; 

(c) the shareholder acquired the Class A Shares from another person as a consequence of the death of the other 
person or the death of the annuitant under a trust governing a RRSP or RRIF that previously held such 
Class A Shares; 

(d) in a RRSP or a RRIF and after acquiring the Class A Shares, the annuitant under the RRSP or RRIF 
became disabled and permanently unfit for work, or terminally ill; and 

(e) the redemption occurs more than eight years after the date on which the Class A Shares were issued; 

the Class A Shares may be redeemed without any amount being withheld for the repayment of the federal and 
Ontario tax credits. A redemption may occur at any other time if the Fund withholds the amount required to refund 
the amount of federal and provincial tax credits which must be repaid. 
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A holder of Class A Shares in respect of which an Information Return and a Tax Credit Certificate have not been 
issued may request the Fund to redeem the Class A Shares at any time without any amount being withheld for the 
repayment of the federal and Ontario tax credits. 

In any financial year, the Fund is not required to, but may at its option, redeem Class A Shares, Series I, Class A 
Shares, Series II or Class A Shares, Series III having an aggregate redemption price exceeding 20% of the net asset 
value of the Class A Shares of the applicable series issued by the Fund as at the last day of the preceding financial 
year. Requests for redemption will be accepted in the order in which they are received. 

If, in any financial year, as a result of the foregoing limitation, the Fund does not redeem Class A Shares that it has 
been requested to redeem, then, subject to the foregoing limitation, the Fund will redeem such Class A Shares in the 
following financial year before it redeems any other Class A Shares of that series that it has been requested to 
redeem and, for such purposes, the requests to redeem such Class A Shares will be deemed to have been received by 
the Fund on the first day of the following financial year. 

Redemptions of Class A Shares, Series I will be made at the net asset value per Class A Share, Series I and 
redemptions of Class A Shares, Series II will be made at the net asset value per Class A Share, Series II and 
redemptions of Class A Shares, Series III will be made at the net asset value per Class A Share, Series III as at the 
close of business on the business day on which the Fund receives (or is deemed to have received) the request for 
redemption (the “Redemption Amount”). Such requests must normally be received by the Fund by 4 p.m. (Eastern 
time) in order to be priced at the net asset value per share for that day, otherwise, such requests will be priced at the 
net asset value per Class A Share, Series I, the net asset value per Class A Share, Series II or the net asset value per 
Class A Share, Series III, as applicable, for the following business day. 

In addition to deductions from the Redemption Amount described above in respect of federal and Ontario tax 
credits, in certain circumstances, a redemption fee may be deducted from the Redemption Amount as described 
below. 

If the Fund is requested to redeem Class A Shares, Series I before the eighth anniversary of their issue, holders of 
Class A Shares, Series I so redeemed will be charged a redemption fee payable to the Fund of up to 6% of the issue 
price of such shares calculated as 0.75% times the number of years or part years remaining until the eighth 
anniversary of the date of issue. If the Fund is requested to redeem Class A Shares, Series II before the eighth 
anniversary of their issue, holders of Class A Shares, Series II so redeemed will be charged a redemption fee payable 
to the Manager with respect to the Class A Shares, Series II sold prior to January 1, 2006 and paid to the Fund for 
Class A Shares, Series II sold thereafter. For holders of Class A Shares, Series II, the redemption fee will be up to 
10% of the original issue price of such shares calculated as 1.25% of the original issue price times the number of 
years or part years remaining until the eighth anniversary of the date of issue. If the Fund is requested to redeem 
Class A Shares, Series III before the eighth anniversary of their issue, holders of Class A Shares, Series III so 
redeemed will be charged a redemption fee payable to the Manager with respect to the Class A Shares, Series III 
sold prior to January 1, 2006 and paid to the Fund for Class A Shares, Series III sold thereafter.  For holders of Class 
A Shares, Series III, the redemption fee will be up to 6% of the issue price of such shares calculated as 0.75% times 
the number of years or part years remaining until the eighth anniversary of the date of issue.   

For the purpose of calculating the redemption fee, Class A Shares shall be considered to be redeemed in the order 
acquired. After the eighth anniversary of the date of issue there is no redemption fee for any of the Class A Shares, 
Series I, the Class A Shares, Series II or the Class A Shares, Series III. 

Dividends 

Holders of Class A Shares are entitled to receive dividends at the discretion of the board of directors. 

Voting Rights 

Holders of Class A Shares are entitled to receive notice of and attend all meetings of shareholders of the Fund and, 
are entitled to vote at any such meeting. Each Class A Share entitles the holder thereof to one vote per share. 
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Unless otherwise required by law, the holders of Class A Shares shall not be entitled to vote by series unless the 
holder of the series of Class A Shares is directly affected by the proposed action in a manner different to another 
series of Class A Shares. 

Fractional Shares 

A holder of a fractional Class A Share is entitled to exercise voting rights and to receive dividends and proceeds of 
redemption in respect of such fractional Class A Share to the extent of such fraction. 

Election of Directors 

Holders of the Class A Shares are entitled to elect one of the directors of the Fund (currently one of seven directors). 

Dissolution 

On the liquidation, dissolution or winding-up of the Fund, whether voluntary or involuntary, or any other 
distribution of the assets of the Fund for the purpose of winding up its affairs (“dissolution”), the holders of Class A 
Shares will be entitled to all of the Class A Share assets of the Fund remaining after payment of all liabilities of the 
Fund and after payment of all amounts payable to the holder of the Class B Shares. 

Class B Shares 

Issue 

Class B Shares may be issued only to the Sponsor. There are 100 Class B Shares issued and outstanding for total 
consideration of $10. 

Dividends 

The holder of the Class B Shares is not entitled to receive dividends. 

Voting Rights 

The holder of the Class B Shares is entitled to receive notice of and attend all meetings of shareholders of the Fund 
and, except for meetings at which only holders of Class A Shares are entitled to vote separately as a class are 
entitled to one vote per Class B Share held at any such meeting. 

Election of Directors 

The holder of the Class B Shares is entitled to nominate and elect the number of directors (currently six of seven) 
representing the total number of directors less the number of directors that the holders of the Class A Shares are 
entitled to elect. The Sponsor has, pursuant to a Sponsor Agreement, agreed to elect two persons to represent the 
Sponsor, two persons to be nominated by the Manager, one person to be nominated by Covington and one person to 
be nominated by Genesys from time to time. 

Dissolution 

On dissolution, the holder of the Class B Shares is entitled to receive the then stated capital of those shares before 
any assets are distributed to holders of Class A Shares but after payment of all liabilities of the Fund. 

Approval of Shareholders for Certain Changes 

Certain changes affecting the Fund may only be implemented with the approval of the shareholders of the Fund. A 
meeting of the shareholders or where required by law a meeting of each class of shareholders of the Fund shall be 
convened to consider and approve any of the following matters which the Fund may propose to change in the future: 
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(a) subject to certain exemptions available under rules applicable to mutual funds, a change in any contract or 
the entering into of any new contract as a result of which the basis of the calculation of the fees or of other 
expenses that are charged to the Fund could result in an increase in charges to the Fund; 

(b) a change of the manager of the Fund (other than to an affiliate of the Manager); 

(c) any change in the investment objective of the Fund; 

(d) any change of auditors; 

(e) any decrease in the frequency of calculating the net asset value of the Class A Shares; 

(f) subject to certain exemptions available under rules applicable to mutual funds, the commencement of the 
use by the Fund of permitted derivatives; or 

(g) any other matter which is required by the constating documents of the Fund or by the laws applicable to the 
Fund or by any agreement to be submitted to a vote of the shareholders of the Fund. 

Unless a greater majority is required by the laws applicable to the Fund, the approval of the shareholders of the Fund 
shall be deemed to be given if expressed by a resolution passed by at least a majority of the votes cast at the meeting 
of shareholders or each class of shareholders, as the case may be, called to consider such resolution. 

Shareholder approval will not be obtained before making changes of the type contemplated in paragraph (a) above 
where the Fund contracts at arm’s length with parties other than the Manager for all or part of the services it requires 
to carry on its operations. However, shareholders will be given at least 60 days’ notice before the effective date of 
any such change. 

PRINCIPAL HOLDERS OF SECURITIES 

The Fund 

As of November 30, 2006, approximately 8,076,012 Class A Shares, Series I, 1,632,651 Class A Shares, Series II 
and 1,443,491 Class A Shares, Series III were issued and outstanding. The Sponsor owns of record and beneficially 
all of the issued and outstanding Class B Shares of the Fund. 

No person or company owns of record, and management knows of no person or company who owns beneficially, 
directly or indirectly, more than 10% of the issued Class A Shares as of November 30, 2006.  The directors and 
senior officers of the Fund, as a group, and the directors and officers of the manager, as a group, beneficially own, 
directly or indirectly, less than 1% of the issued outstanding Class A Shares. 

The Manager 

As of November 30, 2006, to the knowledge of the Fund and the Manager, the following persons own of record or 
beneficially, directly or indirectly, more than 10% of the common shares of the Manager: 
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Name and Address of 
Manager 

Name of 
Person or 
Company 
that owns 
Securities 

Designation of 
Class of 

Securities 
Owned 

Type of 
Ownership 

Number of 
Securities 

Owned 
Percentage of 
Class Owned 

NGB Management Inc. 
200 Front Street West 
Suite 3003 
P.O. Box 10 
Toronto, Ontario 
M5V 3K2 

AMG Canada 
Corp. 

Common Shares Direct  100 100% 

 

DIVIDEND POLICY 

The board of directors of the Fund may declare from time to time such cash dividends out of monies legally 
available for dividends as it may consider advisable. The Fund does not anticipate declaring any dividends for 
several years from the date of first issuing Class A Shares to investors. 

The Fund intends to increase the stated capital of the outstanding Class A Shares periodically and as necessary in 
order to maximize the refunds of tax available to it in respect of taxes payable on net realized capital gains and on 
net investment income. The Fund will be deemed to have paid, for tax purposes, a dividend on its then issued and 
outstanding Class A Shares equal to the amount added to the stated capital of the Class A Shares and each holder of 
Class A Shares will be deemed to have received a dividend equal to the holder’s proportionate share thereof even 
though the holder will not receive a cash distribution from the Fund. See “Canadian Federal Income Tax 
Considerations - Taxation of the Fund” and “Canadian Federal Income Tax Considerations - Taxation of Class A 
Shareholders - Taxation of Dividends”. 

CANADIAN FEDERAL INCOME TAX CONSIDERATIONS 

Introduction 

In the opinion of Gowling Lafleur Henderson LLP, counsel to the Fund, the following summary presents fairly the 
principal Canadian federal income tax considerations generally applicable to prospective purchasers of Class A 
Shares pursuant to this prospectus who, for the purposes of the Federal Tax Act, are individuals (other than trusts 
that are not qualifying trusts) resident in Canada, hold their Class A Shares as capital property and deal at arm’s 
length with the Fund. Generally, Class A Shares will be capital property to the holder thereof unless the holder is a 
trader or dealer in securities or has acquired the Class A Shares as part of an adventure in the nature of trade.  The 
Fund is registered as a labour sponsored investment fund corporation under the Ontario Act and is a prescribed 
labour-sponsored venture capital corporation under the Federal Tax Act. This summary assumes that the Fund will, 
at the time Class A Shares are purchased, be registered and will continue to be registered under the above 
legislation. 

This summary is based on the current provisions of the Federal Tax Act and the regulations under the Federal Tax 
Act, specific proposals for amendments to such legislation and regulation and counsel’s understanding of the current 
administrative practices of the CRA, publicly available as of the date hereof.  This summary does not otherwise take 
into account or anticipate any changes in law whether by judicial, governmental or legislative action. 

This summary is of a general nature only and is not exhaustive of all possible federal income tax 
considerations. This summary is not intended to be, nor should it be construed to be, legal or tax advice to 
any particular purchaser. Therefore, prospective purchasers should consult their own tax advisors with 
respect to their individual circumstances. 
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Federal Tax Credit Available to First Purchasers 

An individual who is the first person to be the registered holder of a Class A Share (the “Original Holder”) issued 
under this prospectus will be entitled to a federal labour-sponsored funds tax credit (the “Tax Credit”).  An 
individual is also eligible for the Tax Credit if the original Holder is a qualifying trust for the individual.  A 
qualifying trust is a trust governed by a RRSP where, in the case of a non-spousal RRSP, the individual is the 
annuitant and in the case of a spousal RRSP, the individual’s spouse or common-law partner is the annuitant and no 
other person has claimed the Tax Credit in respect of the Class A Shares.  

Pursuant to the Federal Tax Act, the Tax Credit will be 15% of the Original Holder’s net cost of the Class A Shares 
up to a maximum net cost of $5,000. Generally, an Original Holder’s net cost of a Class A Share is the price paid in 
respect of the subscription for, or the acquisition of, the Class A Share less the amount of any assistance provided by 
a government, municipality or public authority in respect of the acquisition of the Class A Share, other than a tax 
credit (including the Tax Credit or any provincial tax credit). The annual aggregate maximum Tax Credit in respect 
of purchases of Class A Shares and any shares of prescribed labour-sponsored venture capital corporations is $750. 

The Tax Credit may be deducted only from the individual’s tax payable under the Federal Tax Act and only in 
respect of the calendar year in which the Class A Shares are acquired, or subscribed and paid for, unless the Class A 
Shares are acquired, or subscribed and paid for, in the first 60 days of the following calendar year in which case the 
Tax Credit may, at the individual’s option, be deducted from the tax payable under the Federal Tax Act in respect of 
the preceding calendar year. 

The Tax Credit is not transferable by the individual and is not refundable to the extent it exceeds the tax otherwise 
payable by the individual. 

In order to claim a Tax Credit, the individual must file with his or her tax return the Information Return issued to 
him or her by the Fund in respect of the acquisition of the Class A Shares. 

Proposed amendments to the Federal Tax Act provide that the Tax Credit in respect of Class A Shares of a 
prescribed labour-sponsored venture capital corporation that is not registered under the Federal Tax Act is only 
available if a provincial tax credit is also available in respect of the Class A Shares. It is expected that no provincial 
tax credit will be available in respect of the Class A Shares issued in respect of 2011 and subsequent years. 

Transfer of Class A Shares to a RRSP 

Subject to the qualifications discussed above under the heading “Eligibility for Investment”, a Class A Share will be 
a qualified investment for a RRSP.  An Original Holder of a Class A Share may transfer, for no consideration, the 
Class A Share to a RRSP under which the Original Holder or his or her spouse or common-law partner is the 
annuitant. The Original Holder of a Class A Share who makes such transfer will be entitled to treat an amount equal 
to the fair market value of the Class A Share at the time of the transfer as a contribution in kind to the RRSP and will 
be deemed to have disposed of the Class A Shares for proceeds of disposition equal to such fair market value.  The 
contribution will be deductible in computing the Original Holder’s income in accordance with the provisions of the 
Federal Tax Act which place limits on the annual amount of deductible RRSP contributions.  This deduction is in 
addition to the Tax Credit available against tax otherwise payable.  The determination of the fair market value of a 
Class A Share at any particular time is a factual matter.  

On the transfer of a Class A Share to a RRSP, the holder of the Class A Share may realize a capital gain but any 
capital loss is denied.  See “Taxation of Class A Shareholders - Disposition of Class A Shares”. 

A RRSP is also permitted to directly subscribe for Class A Shares.  

Transfer of Class A Shares to a RRIF 

Subject to the qualifications discussed above under the heading “Eligibility for Investment”, a Class A Share will 
also be a qualified investment for a RRIF.  An individual can transfer Class A Shares to a RRIF that purchases the 
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shares for valuable consideration if the individual or his or her spouse or common-law partner is the annuitant of the 
RRIF. On such a sale of a Class A Share to a RRIF, the Original Holder of the Class A Share may realize a capital 
gain but any capital loss is denied.  See “Taxation of Class A Shareholders - Disposition of Class A Shares”.  No tax 
deduction is available in respect of the sale or other transfer of a Class A Share by an individual to a RRIF. 

A RRIF is not permitted to directly subscribe for Class A Shares.  

Taxation of the Fund 

The taxation year of the Fund ends on August 31 of each year. As a prescribed labour-sponsored venture capital 
corporation, the Fund will be a “mutual fund corporation” for the purposes of the Federal Tax Act. 

The Fund has elected, in accordance with the Federal Tax Act, to have each of its “Canadian securities” (as defined 
in subsection 39(6) of the Federal Tax Act) treated as capital property. Such an election is intended to ensure that 
gains or losses realized by the Fund on the disposition of Canadian securities are treated as capital gains or capital 
losses.  

When the Fund sells, or otherwise disposes of a capital property, the Fund will generally realize a capital gain (or 
capital loss) to the extent that the proceeds of disposition exceed (or are exceeded by) the adjusted cost base to the 
Fund of the property and any reasonable costs for disposition. One-half of any capital gain or capital loss will be the 
Fund’s taxable capital gain or allowable capital loss, as the case may be. Taxable capital gains must be included in 
computing the Fund’s income. Allowable capital losses may normally be deducted against taxable capital gains of 
the Fund for the year. Allowable capital losses in excess of taxable capital gains for the years may generally be 
carried back three years and carried forward indefinitely for deduction to the extent of taxable capital gains realized 
in those years. 

The tax paid by the Fund on net realized taxable capital gains will be refundable on a formula basis when Class A 
Shares are redeemed or when the Fund pays or is deemed to pay dividends which it elects to be treated as Capital 
Gains Dividends.   

The Fund is subject to Canadian federal and Ontario provincial tax (including federal surtax) at full corporate rates 
(without the benefit of any rate reduction) plus an additional 6 2/3% refundable tax on its interest and other 
investment income (other than dividends from taxable Canadian corporations) net of reasonable expenses. Part of 
the federal tax payable by the Fund on its net investment income will be eligible for a refund if the Fund pays or is 
deemed to have paid taxable dividends (other than Capital Gains Dividends). 

Taxable dividends received by the Fund from taxable Canadian corporations will generally be included in the 
Fund’s income and deducted in computing its taxable income. 

If the Fund increases the stated capital of the outstanding Class A Shares in order to maximize the refund of tax 
available to it in respect of taxes payable on net realized capital gains (and, if available to it, the refund of tax in 
respect of taxes payable on net investment income) and the Fund files an election such that it will be deemed to have 
paid a dividend on its then issued and outstanding Class A Shares equal to the amount added to the stated capital of 
the Class A Shares, each holder of a Class A Share will be deemed to have received a dividend, or if the Fund so 
elects, a Capital Gains Dividend, equal to the holder’s proportionate share thereof even though the holder will not 
receive a cash distribution from the Fund. 

Taxation of Class A Shareholders 

Taxation of Dividends 

Holders of Class A Shares will be liable to tax on taxable dividends, other than Capital Gains Dividends, received, 
or deemed to be received, from the Fund, subject to the gross-up and dividend tax credit rules normally applicable to 
dividends from taxable Canadian corporations. Under proposed amendments to the Federal Tax Act, taxable 
dividends (other than Capital Gains Dividends) paid in 2006 and subsequent years may be designated by the Fund to 
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be “eligible dividends” as defined in the proposed amendments.  Canadian resident recipients of “eligible dividends” 
will benefit from an enhanced gross-up and dividend tax credit.  Taxable dividends paid by the Fund may be 
designated as “eligible dividends” if the Fund is able to satisfy certain conditions.  There is no assurance that the 
Fund will be able to designate any dividends as “eligible dividends”. 

If the Fund were to make an “excessive eligible dividend designation” (as that term is defined in proposed 
amendments to the Federal Tax Act) in respect of any taxable dividends paid by the Fund, the Fund could be liable 
to pay a special tax generally equal to 20% of the “excessive eligible dividend designation”. 

As described above, the Fund may pay, or may be deemed to have paid, Capital Gains Dividends to holders of Class 
A Shares. Capital Gains Dividends received, or deemed to have been received, by a holder of a Class A Share will 
be treated as realized capital gains in the hands of such holder, and will be subject to the general rules relating to the 
taxation of capital gains. 

Disposition of Class A Shares 

A holder will generally realize a capital gain (or capital loss) on the disposition of a Class A Share, including on a 
redemption of a Class A Share to the extent that the proceeds of disposition of the Class A Share exceed (or are 
exceeded by) the adjusted cost base to the holder of the Class A Share and any reasonable costs of disposition 
(including any redemption fee payable to the Fund or the Manager).  

The cost of Class A Shares acquired by the holder will generally be equal to the subscription price paid.  The cost of 
each Class A Share acquired will be averaged with the adjusted cost base of all other Class A Shares of the holder 
for the purpose of determining the adjusted cost base of each Class A Share at any subsequent time. The adjusted 
cost base of a Class A Share of the holder will be increased by the amount of any dividend or Capital Gains 
Dividend deemed to have been received by the holder as a result of the increase in the stated capital of Class A 
Shares as described above under “Taxation of the Fund”. The adjusted cost base of a Class A Share will not be 
reduced by the Tax Credit or by any Ontario tax credit received by the holder. 

A capital loss that would otherwise arise on the disposition of a Class A Share will be reduced by the amount of the 
Tax Credit and any matching provincial tax credit received in respect of the Class A Share by the holder of the Class 
A Share (or by a person with whom the holder does not deal at arm’s length) to the extent that the amount of such 
tax credits has not previously reduced a capital loss in respect of the Class A Share. 

Any capital loss realized by a holder of Class A Shares on the sale or transfer of Class A Shares to a RRSP under 
which the holder or the holder’s spouse is the annuitant, or to an RRIF under which the holder is the annuitant, will 
be deemed to be nil. 

One half of any capital gain or capital loss will be the holder’s taxable capital gain or allowable capital loss, as the 
case may be. Taxable capital gains must be included in computing the holder’s income. Allowable capital losses 
may normally be deducted against taxable capital gains for the year. Allowable capital losses in excess of taxable 
capital gains for the year may generally be carried back three years and carried forward indefinitely for deduction to 
the extent of taxable capital gains realized in those years. 

Redemption of Class A Shares  

There are restrictions on the redemption of Class A Shares.  Except for redemptions specifically permitted under the 
Federal Tax Act and the Ontario Act, a holder redeeming Class A Shares within eight years after the date on which 
such shares are issued will be subject to certain taxes generally equal to the Tax Credit and the Ontario tax credit 
(discussed below) received in respect of the purchase of such Class A Shares.  

On a redemption of a Class A Share, the redemption proceeds will be treated as proceeds of disposition of the Class 
A Share and the Original Holder will realize a capital gain (or capital loss) equal to the amount by which the 
redemption proceeds (including any amounts withheld from the redemption proceeds and paid to the Receiver 
General for Canada and the Minister of Finance (Ontario) as a return of the Tax Credit or Ontario tax credit, 
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respectively) exceed (or are exceeded by) the adjusted cost base of the Class A Share to the Original Holder and any 
reasonable costs of disposition (including any redemption fee payable to the Fund or the Manager). 

Class A Shares Owned by Trusts Governed by RRSPs or RRIFs 

Subject to the qualifications discussed above under the heading “Eligibility for Investment”, Class A Shares are 
qualified investments for trusts governed by RRSPs or RRIFs (individually, “Plan” collectively, “Plans”). 

A Plan will not be liable to tax under the Federal Tax Act in respect of taxable dividends received or deemed to have 
been received by the Plan or Capital Gains Dividends received, or deemed to be received by the Plan, in respect of 
Class A Shares held by the Plan or in respect of capital gains realized on the disposition of Class A Shares. 

Distributions from a Plan to a holder are included in the income of the holder in the year of distribution. Where the 
Plan is a spousal plan under certain circumstances the distributions to the annuitant may be included in the income 
of the spouse who was the contributor of the spousal plan. 

Federal Penalty Taxes Potentially Applicable to the Fund 

The Federal Tax Act requires the Fund, as a prescribed labour-sponsored venture capital corporation, to file returns 
with the CRA and pay a tax in an amount equal to any tax payable by the Fund as a consequence of its failure to 
acquire sufficient properties of a character described in the Ontario Act.   

If the Fund as a consequence of the Ontario Act is required on merger, winding-up or dissolution to pay an amount 
to the Minister of Finance (Ontario), and if the Fund is not a registered labour-sponsored venture capital corporation 
or a revoked corporation under the Federal Tax Act, the Fund would be required to pay an additional tax, for the 
taxation year, in an amount equal to the amount that was payable under the Ontario Act as an additional federal tax 
under the Federal Tax Act.  

ONTARIO INCOME TAX CONSIDERATIONS 

Introduction 

In the opinion of Gowling Lafleur Henderson LLP, counsel to the Fund, the following summary presents fairly the 
principal Ontario income tax considerations generally applicable to prospective purchasers of Class A Shares 
pursuant to this prospectus who, for the purposes of the relevant income tax legislation, are individuals (other than 
trusts that are not qualifying trusts) resident in Ontario on December 31 of the year which includes the acquisition of 
Class A Shares, hold their Class A Shares as capital property and deal at arm’s length with the Fund. Generally, 
Class A Shares will be capital property to the holder thereof unless the holder is a trader or a dealer in securities or 
has acquired the Class A Shares as part of an adventure in the nature of trade.  The Fund is registered as a labour 
sponsored investment fund under the Ontario Act and is a prescribed labour-sponsored venture capital corporation 
under the Federal Tax Act. This summary assumes that the Fund will continue to be registered and prescribed under 
the above legislation. 

This summary is based on the current provisions of the Ontario Act and the Ontario Tax Act, the regulations under 
such statutes and counsel’s understanding of the current administrative and assessing practices published by the 
Ontario provincial taxation authorities.  This summary does not take into account or anticipate any other changes in 
law, whether by judicial, governmental or legislative act. 

This summary is of a general nature only and is not exhaustive of all possible Ontario provincial income tax 
considerations. This summary is not intended to be, nor should it be construed to be, legal or tax advice to 
any particular purchaser. Therefore, prospective purchasers should consult their own tax advisors with 
respect to their individual circumstances. 
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Ontario Taxation of the Fund 

Counsel has been advised by management of the Fund that the Fund does not and does not intend to carry on 
business through a permanent establishment in any province other than Ontario. Subject to this assumption, all of the 
Fund’s aggregate income will be attributable to, and taxable in, the Province of Ontario. 

The taxation of the Fund under the Corporations Tax Act (Ontario) will generally parallel the taxation of the Fund 
under the Federal Tax Act except with respect to refundable taxes on investment income. 

Ontario Taxation of Class A Shareholders 

Ontario Taxable Income 

Under the Ontario Tax Act, an individual who is resident in Ontario on the last day of a taxation year is generally 
liable for Ontario tax at rates that are specified percentages of the individual’s taxable income. Taxable income for 
an individual for the purpose of the Ontario Tax Act is generally calculated based on the provisions of the Federal 
Tax Act. For example, one-half of any capital gains or capital losses will be the holder’s taxable capital gains or 
allowable capital losses, as the case may be, for the purposes of the Ontario Tax Act.  Ontario proposes to parallel 
the proposed federal enhanced dividend gross-up and tax credit for eligible dividends by providing a non-refundable 
tax credit on eligible dividends to be phased in between 2006 and 2010.  The existing gross-up and tax credit for 
individuals resident in Ontario will continue to apply to other taxable dividends. 

Ontario Tax Credits Available to First Purchasers 

Assuming the Fund meets the standards for ROIFs established in any legislation relating to the formation of ROIFs, 
an individual who is resident in Ontario and is the first person to be the registered holder of a Class A Share issued 
under this prospectus or a RRSP that is the first holder of Class A Shares under which the individual or his or her 
spouse or common-law partner is the annuitant will be eligible for a tax credit against Ontario tax payable under the 
Ontario Tax Act.  The annual aggregate maximum credit against such Ontario tax in respect of purchases of all 
shares of a ROIF, including Class A Shares of the Fund for taxation years prior to 2009, is 20% of the Original 
Holder’s cost of the Class A Shares up to $1,000 (based on a $5,000 investment) pursuant to the Ontario Tax Act.  If 
the Fund fails to meet the standards for ROIFs established under the Ontario Act for the calendar year, the annual 
aggregate maximum credit against the foregoing Ontario tax in respect of purchases of all shares of labour 
sponsored investment fund corporations, including Class A Shares of the Fund, would be 15% of the Original 
Holder’s cost of the Class A Shares up to $750 (based on a $5,000 investment) pursuant to the Ontario Tax Act. 

An individual may claim the Ontario tax credit against tax otherwise payable under the Ontario Tax Act for the year 
in which the Class A Share are purchased.  If Class A Shares are purchased during the first 60 days of a calendar 
year, an individual may alternatively elect to claim the Ontario tax credit against tax otherwise payable under the 
Ontario Tax Act for the previous year. 

In order to claim the Ontario tax credit, the individual must file the Tax Credit Certificate issued under the Ontario 
Tax Act with his or her tax return for the year the credit is claimed.  The Ontario tax credit is not transferable by the 
individual and is not refundable to the extent that it exceeds the individual’s tax otherwise payable. 

As a result of amendments to the Ontario Act, the annual maximum Ontario tax credit in respect of purchases of 
shares of labour sponsored investment fund corporations that qualify as ROIFs for the 2009 taxation year will be 
15% of the original holder’s cost of the Class A Shares up to a maximum of $750.  For the 2010 taxation year, the 
annual maximum Ontario tax credit will be 10% of the original holder’s cost of the Class A Shares purchased up to a 
maximum of $500.  No Ontario tax credits in respect of purchases of shares of Class A Shares of labour sponsored 
investment fund corporations will be available for the 2011 and subsequent taxation years.   
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Ontario Tax Redemptions of Class A Shares 

Under the Ontario Act, the holder of a Class A Share is liable to pay a tax calculated at the rate of 20%, if the Class 
A Share was issued by a ROIF, of the lesser of the amount received by the Fund on the issue of the Class A Shares 
or the amount paid on redemption, acquisition or cancellation of the Class A Share by the Fund unless (i) the 
redemption, acquisition or cancellation occurs or is deemed to occur more than eight years after the day on which 
the Class A Share is issued; or (ii) the redemption, acquisition or cancellation is permitted under the circumstances 
described above.  See “Share Capital of the Fund – Redemption by Holders”. 

Under the Ontario Act, the Fund is required to withhold and remit to the Minister of Finance (Ontario) the tax 
payable by a holder of Class A Shares of the Fund upon the redemption, acquisition or cancellation of Class A 
Shares noted above.  If the Fund fails to withhold and remit the amount as required, the Fund is required to pay the 
amount of the tax on behalf of the shareholder and is entitled to recover from the shareholder the amount remitted 
and not withheld. 

For purposes of determining whether the redemption of Class A Shares is prior to eight years from the date of issue 
under the Ontario Act, any Class A Shares issued in February or March that are redeemed in February or on 
March 1, the redemption is deemed to occur on March 31 of that year. 

Ontario Penalty Taxes Potentially Applicable to the Fund 

The Fund will be subject to a penalty tax under the Ontario Act if it fails to maintain, above a minimum level for 
some and below a maximum level for others of, its investments in eligible Ontario businesses (minimum and 
maximum eligible investment requirements).  For a summary of those investment requirements see “Investment 
Restrictions”. If the Fund is not in compliance with the minimum eligible investment requirements, the Minister of 
Finance (Ontario) may stop issuing or order the Fund to stop issuing Tax Credit Certificates, until the Fund provides 
proof to the satisfaction of the Minister of Finance (Ontario), that the Fund is in compliance with the minimum and 
maximum eligible investment requirements. 

If, at the end of a particular calendar year, the Fund does not satisfy the minimum eligible investment requirements, 
it is required to pay tax in respect of that calendar year equal to the amount by which the greater of: 

(a) 15% of the amount of the Fund’s equity capital received on the issue of its Class A Shares that is required 
to be maintained in eligible Ontario businesses as of the end of the calendar year exceeds the cost to the 
Fund of its investments in eligible Ontario businesses at the end of such calendar year; and 

(b) the aggregate of: (i) 15% of the amount by which the cost of the investments by the Fund at the end of the 
calendar year in eligible businesses that are listed companies exceeds the limit on investments in listed 
companies imposed by the Ontario Act; and (ii) 15% of the amount by which the equity capital received on 
the issue of Class A Shares that is required to be invested at the end of the calendar year in eligible 
businesses that are small businesses exceeds the total of all amounts each of which is a cost to the Fund of 
its investment in such eligible small businesses at the end of the calendar year, 

exceed the amount of any such tax, other than an amount described in paragraph (b)(i) above, paid by the Fund in 
any prior year that has not been rebated to the Fund. 

If application is made by the Fund and received by the Minister of Finance (Ontario) within three years after the end 
of the calendar year in respect of which the Ontario penalty tax was imposed and the Minister of Finance (Ontario) 
is satisfied that the Fund is maintaining the minimum and maximum eligible investment requirements, the Fund may 
be eligible to receive a rebate of the penalty tax without interest. 

If the Fund issues Class A Shares as a ROIF and fails to meet the investment requirements of a ROIF in any year, 
the Fund will be required to: 



 

- 62 - 

(a) pay a penalty equal to 10% of the amount of equity capital received by the Fund in that year on the issue of 
Class A Shares in that year; and 

(b) withhold the 5% enhanced tax credit claimed on the issue of Class A Shares issued as a ROIF if the Class A 
Shares are redeemed on or before the eighth anniversary of the issue of the Class A Shares as a ROIF.  

Revocation of Registration Under the Ontario Act 

The Minister of Finance (Ontario) may revoke the registration of the Fund under the Ontario Act for certain reasons 
including if the Fund: 

(a) does not comply with the restrictions in its articles of incorporation relating to the redemption, retraction 
and transfer of Class A Shares; 

(b) fails to maintain the minimum level of eligible investments; or 

(c) does not comply with any of the requirements of the Ontario Act or the regulations thereunder, or in the 
opinion of the Minister of Finance (Ontario), is conducting its affairs in a manner contrary to the spirit and 
intent of the Ontario Act. 

If the Ontario registration of the Fund is revoked, the Fund must pay to the Minister of Finance (Ontario) an amount 
equal to the total of all Ontario tax credits in respect of all outstanding Class A Shares that were issued in the eight 
years immediately preceding the date of revocation of the registration. If the fair market value of such shares on the 
date of revocation is less than the actual issue price of the shares, the amount to be paid by the Fund is reduced to the 
amount that is determined if the amount of tax credit was calculated on the amount that is equal to such fair market 
value. 

RISK FACTORS 

The following may be considered as risk factors specifically pertaining to an investment in Class A Shares: 

Speculative Nature of Investment 

The Class A Shares are highly speculative in nature. There is no guarantee that an investment in Class A Shares will 
earn a specified rate of return or any return in the short or the long term. An investment in Class A Shares is 
appropriate only for investors who have the capacity to absorb a loss of some or all of their investment. 

Availability of Suitable Investments 

There is no assurance that sufficient suitable eligible investments will be found to fulfill the investment objective of 
the Fund for the Class A Shares. In particular, the Fund may not be able to identify sufficient eligible businesses 
with the requisite spending on scientific research and experimental development for the Fund to qualify as a ROIF. 

Nature of Portfolio Companies 

The business of the Fund is to make eligible investments in small businesses many of which will have a limited 
operating history. These investments may require a number of years in order to mature and generate the returns 
expected by the Fund and investors. A significant portion of the Class A Share Investment Portfolio will be 
comprised of investments in private companies. These investments are likely to mature and generate returns at 
different times, which could create an irregular pattern in the net asset value of the shares. In addition, losses on 
unsuccessful private company investments are often realized before gains on successful private company 
investments are realized. An investment in Class A Shares is appropriate only for investors who are prepared to hold 
their investment in the Fund for a long period of time. Investors should not expect to receive a dividend on the Class 
A Shares in the foreseeable future. 
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Eligible investments will be of a relatively small size and early stage of development in comparison with the 
investments made by most publicly-offered mutual funds. The Fund thus requires a greater commitment to both 
initial analysis and to monitoring and support of on-going developmental activities, relative to the amount of capital 
invested, than is required by most mutual funds. Consequently, the operating expenses of the Fund are higher than 
those of many mutual funds and other pooled investment vehicles. 

Industry Concentration 

Since the Fund invests exclusively in companies either active in or providing goods or services to the healthcare and 
biotechnology industries the net asset value of the Fund may be more volatile than portfolios with a more 
conventional diversified investment focus. The value of the investment portfolio of the Fund may fluctuate as a 
result of factors affecting the biotechnology industry generally. 

Mutual Fund Rules 

Although the Fund is a mutual fund, many of the rules normally applicable to mutual funds under relevant securities 
legislation and policies are not applicable to the Fund as a labour sponsored investment fund. In particular, rules 
directed at ensuring liquidity and diversification of investments and certain other investment restrictions and 
practices normally applicable to mutual funds operating in Canada do not apply. The Fund may take positions in 
businesses which represent a larger percentage of the equity than a mutual fund would be permitted to take, and this 
may increase the risk per investment. 

Management 

Investors will be relying upon the business judgment, expertise and integrity of the board of directors, the Manager, 
Genesys, the Audit and Valuation Committee, the Investment Committee and Covington.  The Fund has a five year 
track record of performance and certain of the principals of Genesys have limited track records of performance.   

Holders of Class A Shares are entitled to elect only a minority of the directors of the Fund (currently one of seven). 

Conflicts of Interest 

The services of the Manager and Genesys and their respective directors and officers are not exclusive to the Fund. 
Genesys, the Manager and their respective directors and officers will be providing similar services and devoting a 
substantial portion of their time to other investment activities, directorships and offices. These activities and those of 
the affiliates and associates of the aforementioned persons may result in certain conflicts of interest in allocating 
investment opportunities available to Genesys or the Manager among the Fund, the Manager, Genesys and their 
respective principals, clients, associates and affiliates. See “The Manager – Conflict of Interest” and “Genesys 
Capital Partners Inc. – Conflict of Interest”. 

External Factors 

The net asset value of the Class A Shares and of each series of Class A Shares is based on the value of the 
marketable securities and the investments in the Class A Share Investment Portfolio. The net asset value of per Class 
A Shares, Series I, per Class A Shares, Series II and per Class A Shares, Series III is also based on the performance 
of the NASDAQ Index. As a result, the value of the Class A Shares increases or decreases with the value of such 
investments. 

The value of the investments fluctuates with general economic conditions including the level of interest rates, 
corporate earnings, economic activity, the Canadian dollar and other factors. The risks associated with such 
fluctuations may be amplified for investors as emerging businesses are often affected by external events to a greater 
degree than larger, more established businesses. 

The return realized by the Fund on the disposition of its securities in Portfolio Companies is affected by the market 
for biotechnology and healthcare stocks at the time the Fund divests of its holdings. There can be no assurance that 
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the current investment climate for biotechnology stocks will not deteriorate by the time the Fund divests of the 
securities held in the Class A Share Investment Portfolio. 

Valuations 

The Class A Share, Series I of the Fund were offered for sale at the net asset value per Class A Share, Series I until 
December 31, 2003. The Class A Shares, Series II and Class A Shares, Series III of the Fund have been offered for 
sale continuously beginning on January 1, 2004 at the net asset value per Class A Share, Series II and the net asset 
value per Class A Share, Series III, respectively. The Fund will redeem Class A Shares of the applicable series at the 
net asset value per Class A Share, Series I, at the net asset value per Class A Share, Series II or at the net asset value 
per Class A Share, Series III, as the case may be, as determined on each business day on which the redemption 
request is received. These values are determined daily and are based on the historic carrying cost or estimates of the 
fair market value of the assets of the Fund and may not reflect amounts for which they can actually be sold. This 
valuation process is subjective to a degree and, to the extent that these valuations are inaccurate, existing investors 
may gain a benefit or suffer a loss. 

Status of the Fund as a ROIF 

The Fund intends to issue Class A Shares under this prospectus as a ROIF and, as such, it is obliged to satisfy the 
requirements of a ROIF.  If the Fund issues Class A Shares as a ROIF in a year but fails to so qualify in any year, it 
will be required to pay a penalty equal to 10% of the amount of equity capital received in that year on the issue of its 
Class A Shares in that year. 

Lack of Liquidity 

No market exists at present through which the Class A Shares may be sold and none is expected to develop. 
Shareholders will likely be unable to dispose of Class A Shares other than through the redemption of their shares by 
the Fund. 

There are restrictions on the redemption of Class A Shares. Except in very limited circumstances, no Class A Shares 
may be redeemed before the expiration of at least eight years from the date on which such shares were issued 
without financial penalty.  In addition, the Fund may limit aggregate redemptions of Class A Shares in any year to 
20% of the net asset value of the Class A Shares. Accordingly, investors may not be able to redeem their Class A 
Shares on demand. Consequently, holders of Class A Shares may not be able to sell or redeem their shares and such 
shares may not be accepted as collateral for loans. 

Non Cash Distributions 

Individuals holding Class A Shares may be liable for the payment of tax upon the deemed receipt by the holder of a 
dividend in the amount added to the stated capital or a Capital Gains Dividend even where the holder did not receive 
a cash distribution from the Fund.  

Penalty Taxes and Revocation of Registration 

If the Fund does not comply with the investment requirements of the Federal Tax Act or Ontario Act, it may be 
subject to penalty taxes, other penalties and possible revocation of registration under such acts.  See “Canadian 
Federal Income Tax Considerations - Federal Penalty Taxes Potentially Applicable to the Fund” and “Ontario 
Income Tax Considerations”.  The investment performance of the Fund will be adversely affected if the Fund 
becomes subject to such taxes and penalties. 

Follow on Financings 

It is likely that Portfolio Companies will require additional financing after the initial investment made by the Fund in 
order to fully implement their business strategies. If the Fund is unable to raise additional capital after it has met the 
investment pacing requirements applicable to the Fund, it will be reliant upon third parties to provide such financing 
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in order to realize on investments in Portfolio Companies. The ability of the Fund to raise additional capital is 
dependent upon a number of factors including the state of the capital markets and legislative changes to the labour 
sponsored investment fund program. 

Legislative Changes 

The tax attributes of an investment in Class A Shares of the Fund and various investment restrictions placed on the 
Fund have been altered frequently.  Changes to federal or provincial legislation, rules or practices, if unfavourable, 
could impair the investment performance of the Fund as well as the ability of the Fund to attract future investment 
capital. 

The reduction of Ontario provincial tax credits for the 2009 and 2010 taxation years and the elimination of the 
Ontario provincial tax credit after the 2010 taxation year is likely to materially reduce future sales of Class A Shares 
of the Fund.  The availability of funds for investment by the Fund in the future would be reduced and the liquidity of 
the Fund may be adversely impacted. 

PLAN OF DISTRIBUTION 

The Fund will make arrangements with brokers and dealers that are authorized and licensed to trade in the securities 
of labour sponsored investment fund corporations to offer their respective Class A Shares for sale to the public. 

After January 1, 2006, the Fund will pay a commission to registered dealers selling Class A Shares, Series II and 
Class A Shares, Series III. The sales commissions will be expensed by the Fund in the year that they are paid. 

After January 1, 2006, the Fund will pay to the dealer originating the sales of Class A Shares, Series II, a total 
commission of 10%. The commission consists of a 6% sales commission plus an additional 4% commission of the 
price of Class A Shares, Series II subscribed for pursuant to subscriptions procured by them and accepted by the 
Fund. The 4% commission is in lieu of any service fees payable before the eighth anniversary of the date of issue of 
the shares.  For Class A Shares, Series II sold prior to January 1, 2006, the Fund pays to the Manager a monthly 
Distribution Services Fee equal to 0.160% of the original issue price of the Class A Share, Series II issued and 
outstanding during that month. After a period of eight years, Covington will pay a service fee to registered dealers 
equal to 0.50% annually of the net asset value of the Class A Shares, Series II held by clients of the sales 
representatives of the dealers. 

After January 1, 2006, the Fund will pay to the dealer originating the sales of Class A Shares, Series III a sales 
commission of 6% of the selling price for each Class A Shares, Series III subscribed for pursuant to subscriptions 
procured by them and accepted by the Fund.  For the Class A Shares, Series III sold prior to January 1, 2006, the 
Fund pays to the Manager a monthly Distribution Services Fee equal to 0.096% of the original issue price of the 
Class A Share, Series III issued and outstanding during that month. 

The Distribution Services Fee will be paid to the Manager for eight years following the sale of each Class A Shares, 
Series II and Class A Shares, Series III for which the Manager paid the sales commission. 

This sales commission applies to all sales procured by brokers or dealers pursuant to payroll deduction or other 
periodic purchase plan sales initiated by them. 

The Fund ceased the offering of Class A Shares, Series I following December 31, 2003. Although the Fund expects 
to continue the offering of Class A Shares, Series II and Class A Shares, Series III at a price equal to the net asset 
value per Class A Share, Series II and the net asset value per Class A Share, Series III, respectively, from time to 
time, the Fund may suspend offering any series of Class A Shares and recommence offering such shares at any time 
it deems appropriate in its sole discretion. For example, the Fund may suspend the offering of Class A Shares, Series 
II or Class A Shares, Series III at any time when the Fund has more funds on hand than it can invest in suitable 
investments within a reasonable period of time and will recommence the offering at such time as sufficient suitable 
investment opportunities are available. 
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The Fund may enter into co-operative marketing programs with certain dealers providing for the reimbursement of 
the Fund of certain expenses incurred by those dealers in promoting sales of Class A Shares. 

Additional Dealer Compensation 

Covington will, out of its fee, pay to dealers a service fee (calculated and paid at the end of each quarter) equal to 
0.5% of the net asset value of the Class A Shares, Series I held by the clients of the sales representatives of the 
dealers. 

No service fees will be paid to sales representatives for a period of eight years from the date of issue of Class A 
Shares, Series II, since an additional commission will be paid in lieu of service fees. Thereafter, Covington will pay 
to dealers, out of its fee, a service fee (calculated and paid at the end of each calendar quarter) equal to 0.50% 
annually of the net asset value of the Class A Shares, Series II held by the clients of the sales representatives of the 
dealers. 

Covington will, out of its fee, pay to dealers a service fee (calculated and paid at the end of each quarter) equal to 
0.5% of the net asset value of the Class A Shares, Series III held by the clients of the sales representatives of the 
dealers. 

This fee is intended to compensate dealers for the expenses incurred by them in communicating on an ongoing basis, 
both by mail and in person, with their clients who are shareholders of the Fund with respect to investments made by 
the Fund and the investment strategies and investment performance of the Fund. As and when deemed appropriate 
the Fund may reimburse dealers for a portion of the dealer’s cost of producing and distributing sales 
communications and hosting seminars designed to provide investors with investment information, subject to 
compliance with applicable law. 

Certain registered dealers through which shares of the Fund may be purchased may be related to Covington through 
ownership interests in such dealers by AMG.  Beutel Goodman Managed Funds, Inc. is a registered dealer in which 
AMG indirectly holds a 49% interest. 

SUBSCRIPTION 

The Class A Shares may be issued to individuals ordinarily resident in Ontario and to qualifying trusts governed by 
RRSPs. In order to subscribe for Class A Shares, prospective investors must cause the total amount of the 
subscription price to be delivered to a properly registered securities dealer. 

The Class A Shares, Series II and Class A Shares, Series III of the Fund have been offered for sale continuously 
beginning on January 1, 2004 at the net asset value per Class A Share, Series II and the net asset value per Class A 
Share, Series III, respectively, as at the close of business on the first business day following the date that the request 
for subscription is received by the Fund. The minimum initial subscription is $500. All subsequent subscriptions for 
Class A Shares must be in a minimum amount of $50.  The Class A Shares, Series I were offered for sale at the net 
asset value per Class A Share, Series I until December 31, 2003. 

There is no direct sales charge to investors on the purchase of Class A Shares. The full amount of the purchase price 
paid by investors (excluding any interest earned) will be used to purchase Class A Shares, however the Fund shall 
receive the subscription proceeds less all sales commissions relating to the Class A Shares, Series I referred to 
above. Share certificates will not be provided unless requested by investors. Requests for share certificates must be 
accompanied by payment of the share certificate fee of $10 plus G.S.T. 

All subscriptions for Class A Shares of the Fund are subject to acceptance or rejection by the Fund and the right is 
reserved to reject any subscription. The Fund will not accept a purchase order placed directly by an investor. The 
decision to accept or reject any subscription for each Class A Share of the Fund will be made promptly and in any 
event prior to the end of the business day following receipt of the subscription by the Fund. In the event that a 
subscription for a Class A Share is rejected, all money received with the subscription will be returned immediately 
to the applicant. 
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Investors may arrange to purchase/transfer Class A Shares through their own or their spouse’s or common-law 
partner’s self-directed RRSP. In addition, the Fund has made arrangements with the Trustee pursuant to which 
investors may establish a RRSP with the Trustee and have the investor’s Class A Shares automatically transferred to 
the investor’s plan. Investors may take advantage of these arrangements by completing a declaration of trust 
supplied by the Trustee in addition to the subscription form. 

SHAREHOLDER FINANCIAL REPORTING 

Purchasers of Class A Shares will receive a trade confirmation and a Tax Credit Certificate in prescribed form for 
each purchase. Shareholders will receive semi-annually a comprehensive statement showing the number and current 
value of their Class A Shares. The Fund has entered into the Fund Administrator Agreement dated September 22, 
2006 (the “Fund Administrator Agreement”) pursuant to which the Registrar and Transfer Agent has agreed to 
provide certain registrar, transfer agency, shareholder reporting and shareholder administration services from its 
principal place of business in Toronto. In addition to providing the registrar, transfer agency and other shareholder 
administration services similar to those being provided to the Fund for its own funds, the Registrar and Transfer 
Agent performs similar services for outside clients including labour sponsored investment funds. Under the Fund 
Administrator Agreement, the Registrar and Transfer Agent is entitled to a fee for its services at the rate of 0.60% of 
the net asset value of the Fund per annum. 

Audited annual and unaudited semi-annual interim financial statements and an annual report of the Fund will be sent 
to all shareholders. Those statements will be prepared in accordance with generally accepted accounting principles 
and reflect the net asset value of the Fund at the date of the statements. The auditors of the Fund will report on the 
fair presentation of the annual financial statements in accordance with generally accepted accounting principles. 

PROXY VOTING POLICIES AND GUIDELINES 

Covington has the responsibility for the investment management of the Fund and therefore has the responsibility of 
exercising the voting rights, after consultation with Genesys, attaching to securities held by the Fund. 

The objective in voting is to support proposals and director nominees that maximize the value of the Fund’s 
investments—and those of its shareholders— over the long term. While the goal is simple, the proposals received 
are varied and frequently complex. As such, the proxy voting guidelines instituted by Covington (the “Guidelines”) 
provide a framework to assess each proposal.  While each proposal will be assessed on its merits, based on the 
particular facts and circumstances as presented, the Guidelines provide guidance for voting on routine matters for 
which the Fund may vote, such as proposals relating to the election of directors, approval of independent auditors, 
management compensation and incentive plans, changes in corporate structure and shareholders’ rights.  For 
example: 

•  On governance matters, the Guidelines set out certain expected standards such as majority-independent Boards 
of Directors and key Board committees comprised entirely of independent directors. 

•  On executive compensation matters, the Guidelines support voting against stock-based compensation plans that 
substantially dilute the Fund’s ownership interest in the company, provide participants with excessive awards or 
have inherently objectionable structural features. 

•  On corporate structure and shareholders’ rights matters, the Guidelines oppose the creation of separate classes 
of shares that provide different voting rights to different groups of shareholders with similar economic 
investments. 

For certain routine proxy proposals, such as with respect to stock-based compensation plans and shareholders’ rights 
plans, the Guidelines contain a series of criteria for Covington to consider before making a decision for or against 
such proposal. 

In evaluating proxy proposals, information from many sources is considered, including from Covington and 
Genesys, management or shareholders of a company presenting a proposal and independent proxy research services. 
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Substantial weight will be given to the recommendations of the company’s board, absent guidelines or other specific 
facts that would support a vote against management. 

While serving as a framework, the Guidelines cannot contemplate all possible proposals with which the Fund may 
be presented. In the absence of a specific guideline for a particular proposal (e.g., in the case of a non-routine matter, 
such as a transactional issue or contested proxy), management of the Fund will evaluate the issue and cast the 
Fund’s vote in a manner that, in the management’s view, will maximize the value of the Fund’s investment. 

Because many factors bear on each decision, the Guidelines incorporate factors that should be considered in each 
voting decision.  The Fund may refrain from voting if that would be in the Fund’s and its shareholders’ best 
interests. These circumstances may arise, for example, when the expected cost of voting exceeds the expected 
benefits of voting, or when exercising the vote results in the imposition of trading or other restrictions. 

The Fund may vote contrary to these Guidelines in circumstances where it is in the best interests of the Fund and its 
shareholders. Finally, nothing contained in the Guidelines requires all funds in the family of funds to vote alike. For 
most proxy proposals involving corporate governance, the evaluation will likely result in the funds voting as a block, 
however, funds may vote differently depending on the nature and objectives of each fund, the composition of their 
portfolios and other factors. 

Proxy Voting Record 

The Fund shall maintain and publish a proxy voting record in accordance with applicable laws.  For a copy of the 
Fund’s Proxy Voting Guidelines, please go to www.covingtonfunds.com. 

AUDITORS, REGISTRAR, TRANSFER AGENT, TRUSTEE AND CUSTODIAN 

The auditors of the Fund are Ernst & Young LLP, P.O. Box 251, Toronto-Dominion Centre, Toronto, Ontario, M5K 
1J7. 

CI acts as the registrar and transfer agent for the Class A Shares and shall keep share records relating to the Fund in 
Toronto, Ontario. See “Shareholder Financial Reporting”. The Canada Trust Company will act as trustee for RRSPs 
established by investors. See “Subscription”. 

RBC Dexia Investor Services Trust has been retained by the Fund as custodian to hold portfolio securities. 

LEGAL MATTERS AND LEGAL PROCEEDINGS 

Certain legal matters in connection with this offering will be passed upon on behalf of the Fund by Gowling Lafleur 
Henderson LLP. 

There are no legal proceedings material to the Fund to which the Fund is a party or to which any of its property is 
subject and no such proceedings are known to be contemplated. 

INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS 

See “The Manager - Conflict of Interest” and “Genesys Capital Partners Inc. – Conflict of Interest”. 

MATERIAL CONTRACTS 

Prior to the date of this prospectus, the fund has entered into the following contracts which are material to investors: 

(a) the Sponsor Agreement referred to under “The Sponsor”; 

(b) the Agency Agreement referred to under “Plan of Distribution”; 
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(c) the Fund Administrator Agreement referred to under “Shareholder Financial Reporting”; 

(d) the Management Agreement referred to under “The Manager – Management Agreement”; 

(e) the Genesys Agreement referred to under “Genesys Capital Partners Inc. – Genesys Agreement”; and 

(f) the Servicing Agreement referred to under “Covington Capital Corporation – Servicing Agreement”. 

Copies of the foregoing contracts may be inspected during regular business hours at the principal place of business 
of the Fund in Toronto during the course of the distribution of Class A Shares. 

PURCHASERS’ STATUTORY RIGHTS 

Sections 71, 130, 137 and 138 of the Securities Act provide, in effect, that when a security is offered in the course of 
a distribution to the public: 

(a) a purchaser will not be bound by a contract for the purchase of such security if the dealer from whom the 
purchaser purchased the security receives written or telegraphic notice evidencing the intention of the 
purchaser not to be bound by the agreement of purchase and sale, 

(i) not later than midnight on the second day, exclusive of Saturdays, Sundays and holidays, after 
receipt by the purchaser of the latest prospectus and any amendment to the prospectus, or 

(ii) where the amount of the purchase does not exceed $50,000, within 48 hours after receipt of a 
confirmation of the purchase of the security; and 

(b) where a prospectus together with any amendment to the prospectus contains a misrepresentation, a 
purchaser who purchases a security offered thereby during the period of distribution or distribution to the 
public shall be deemed to have relied on such misrepresentation if it was a misrepresentation at the time of 
purchase and, subject to the limitations set forth in the Securities Act , the purchaser has a right of action 
for damages against: 

(i) the issuer or a selling security holder on whose behalf the distribution is made; 

(ii) each underwriter required to sign the certificate required by section 59 of the Securities Act ; 

(iii) every director of the issuer at the time the prospectus or the amendment to the prospectus was 
filed; 

(iv) every person or company whose consent has been filed pursuant to a requirement of the 
regulations under the Securities Act but only with respect to reports, opinions or statements made 
by them; and 

(v) every other person or company who signed the prospectus or the amendment to the prospectus; 

but no action to enforce this right can be commenced by a purchaser after the earlier of 180 days 
after the purchaser first had knowledge of the facts giving rise to the cause of action and 3 years 
after the date of the transaction that gave rise to the cause of action; or 

(c) where the purchaser purchased the security from a person or company referred to in (b)(i) or (ii) above or 
from another underwriter of the securities, the purchaser may elect to exercise a right of rescission against 
such person, company or underwriter, in which case he or she will have no right of action for damages 
against such person, company or underwriter, but no action to enforce his or her right can be commenced 
by a purchaser more than 180 days after the date of the transaction that gave rise to the cause of action. 
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Reference is made to the Securities Act for the complete text of the provisions under which the foregoing rights are 
conferred and the foregoing summary is subject to the express provisions thereof. 
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AUDITORS’ CONSENT 

We have read the prospectus of New Generation Biotech (Equity) Fund Inc. (the “Fund”) dated December 21, 2006 
relating to the continuous offering of Class A Shares, Series II and Class A Shares, Series III. We have complied 
with Canadian generally accepted standards for an auditor’s involvement with offering documents. 

We consent to the inclusion in the above-mentioned prospectus of our report to the directors of the Fund on the 
consolidated statements of financial position as at August 31, 2006 and 2005, the consolidated statement of 
investment portfolio as at August 31, 2006 and the consolidated statements of operations, changes in net assets and 
cash flows for the years ended August 31, 2006 and 2005. Our report is dated October 25, 2006.  

   

Toronto, Canada 
December 21, 2006 

 “Ernst & Young LLP” 

Ernst & Young LLP 
Chartered Accountants 
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AUDITORS’ REPORT 

To the Shareholders of 
New Generation Biotech (Equity) Fund Inc.  

We have audited the consolidated statements of financial position of New Generation Biotech (Equity) Fund Inc. as 
at August 31, 2006 and 2005, the consolidated statement of investment portfolio as at August 31, 2006 and the 
consolidated statements of operations, changes in net assets and cash flows for the years ended August 31, 2006 and 
2005. These financial statements are the responsibility of the Fund’s management. Our responsibility is to express 
an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 

In our opinion, these financial statements present fairly, in all material respects, the financial position of the Fund as 
at August 31, 2006 and 2005, its investments as at August 31, 2006 and the results of its operations, the changes in 
its net assets and cash flows for the years ended August 31, 2006 and 2005 in accordance with Canadian generally 
accepted accounting principles. 

   

Toronto, Canada 
October 25, 2006  
 
 

 “Ernst & Young LLP” 

Ernst & Young LLP 
Chartered Accountants 
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CONSOLIDATED STATEMENTS OF FINANCIAL POSITION 

[in $ thousands except per share amounts and number of shares] 

As at August 31 2006 2005 
 $ $ 

ASSETS AND LIABILITIES 
  

   
Assets   
Marketable securities, at market value 15,904 9,321 
Venture investments, at fair value 57,035 69,947 
Accrued dividend and interest receivable 1,075 630 
Subscription receivable - 12 
Accounts receivable 661 653 
Other assets 94 130 
Cash 178 14,086 
Total assets 74,947 94,779 
   
Liabilities   
Accounts payable and accrued liabilities [Note 7] 2,668 820 
Performance fees payable [Note 4] - 155 
Income taxes payable [Note 5] 1 - 
Redemption payable 8 9 
Total liabilities 2,677 984 
   
Net assets at fair value 72,270 93,795 

   
Net assets, at fair value per Series   

Series I 
Series II 
Series III 

52,466 
10,539 
9,265 

70,599 
12,604 
10,592 

   
Class A Shares outstanding [Note 3]   

Series I 8,103,423 8,206,656 
Series II 1,632,028 1,435,299 
Series III 1,415,251 1,200,023 
   

Net asset value per Class A Share   
Series I $6.47 $8.60 
Series II $6.46 $8.78 
Series III $6.55 $8.83 
   
 
 
 

On Behalf of the board: 
 

 
 

                 “Ian A. Robb” 
Iain A. Robb 

Director 

 
 

             “K. Chipman Vallis” 
K. Chipman Vallis

Director 

 

See accompanying notes. 
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CONSOLIDATED STATEMENTS OF OPERATIONS 
[in $ thousands except per share amounts] 

For the years ended August 31 2006 2005 
 $ $ 

INCOME 
  

Interest 824 562 
Dividend income - 739 
Other 23 58 
 847 1,359 
EXPENSES   
Assessment [Note 7] 1,466 - 
Management fees [Note 4] 1,418 1,317 
Advisory fees [Note 4] 1,032 1,023 
Administrator fees [Note 4] 1,032 1,023 
Transfer agents fees 808 805 
Shareholders’ communication, marketing, administration and other 417 408 
Dealer service fees 387 392 
Goods and Services Tax 376 468 
Sponsor’s fees [Note 4] 224 223 
Audit fees 157 98 
Legal fees 125 109 
Capital taxes 73 2 
Custodian fees 24 20 
Directors’ fees 18 25 
Performance fees (recovery) [Note 4] (50) 1,243 
 7,507 7,156 
Loss before income taxes (6,660) (5,797) 
Provision for (recovery of) income taxes [Note 5] 2 (2) 
Net loss for the year (6,662) (5,795) 
   
Realized and unrealized gain on investments   
Net realized gain on sale of investments 1,221 9,360 
Change in unrealized depreciation of marketable securities (463) 90 
Change in unrealized appreciation of venture investments (18,046) 1,157 
Change in unrealized depreciation due to consolidation of 
 Community Small Business Investment Funds 

 
(33) 

 
- 

Net realized and unrealized gain (loss) on investments (17,321) 10,607 

Net results of operations for the year (23,983) 4,812 

 
Net results of operations for the year per Series: 

  

Series I 
Series II 
Series III 

(17,305) 
(3,618) 
(3,060) 

3,907 
485 
420 

Net results of operations for the year per Class A Share 
[based on weighted average number of shares outstanding] 

  

Series I 
Series II 
Series III 

($2.12) 
($2.33) 
($2.33) 

$0.47
$0.40
$0.42 

 
See accompanying notes. 
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CONSOLIDATED STATEMENTS OF CHANGES IN NET ASSETS [NOTE 6] 
[in $ thousands] 

For the years ended August 31 2006 
$ 

2005 
$ 

 
Net assets, beginning of year 

 
93,795 

 
85,184 

   
Investment activities   
Net loss for the year (6,662) (5,795) 
Net realized gain on the sale of investments 1,221 9,360 
Change in unrealized depreciation of marketable securities (463) 90 
Change in unrealized appreciation of venture investments (18,046) 1,157 
Change in unrealized depreciation due to consolidation of   
 Community Small Business Investment Funds (33) - 
 (23,983) 4,812 
Capital transactions   
Class A Shares, Series 1   
Net proceeds from issuance of Class A Shares, Series I - - 
Amounts paid for Class A Shares, Series I redeemed (864) (748) 
Amortization and writeoff of deferred charges relating to the   
    issuance of Class A Shares, Series I 36 (2,872) 
 (828) (3,620) 
   
Class A Shares, Series II   
Net proceeds from issuance of Class A Shares, Series II 1,751 4,183 
Amounts paid for Class A Shares, Series II redeemed (61) (30) 
Sales Commissions paid (137) - 
 1,553 4,153 
   
Class A Shares, Series III   
Net proceeds from issuance of Class A Shares, Series III 1,938 3,302 
Amounts paid for Class A Shares, Series III redeemed (111) (36) 
Sales Commissions paid (94) - 
 1,733 3,266 
 
Net assets, end of year 

 
72,270 

 
93,795 

 

See accompanying notes. 
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CONSOLIDATED STATEMENTS OF CHANGES IN NET ASSETS [Continued] 
[in $ thousands] 

Net realized gain on sale of investments 2006 
$ 

2005 
$ 

   
Marketable securities   
Bonds, at cost, beginning of year 9,413 5,000 
Change in bonds held in Community Small Business Investment Funds   
    resulting from consolidation 3,000 - 
Bonds purchased during the year - 6,769 
 12,413 11,769 
Bonds, at cost, end of year 6,692 9,413 
Cost of marketable securities sold 5,721 2,356 
Proceeds from sale of marketable securities 5,585 2,347 
Net realized loss on sale of marketable securities (136) (9) 
   
Venture investments   
Venture investments, at cost, beginning of year 66,344 56,690 
Change in venture investments held in   
    Community Small Business Investment Funds resulting from consolidation (1,780) - 
Venture investments purchased during the year 17,029 19,900 
 81,593 76,590 
Venture investments, at cost, end of year 71,478 66,344 
Cost of venture investment sold 10,115 10,246 
Proceeds from sale of venture investments 11,472 19,615 
Net realized gain on sale of venture investments 1,357 9,369 
Net realized gain on sale of investments 1,221 9,360 

 

See accompanying notes. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 
[in $ thousands] 

Years ended August 31 2006 
$ 

2005 
$ 

   
Operating activities   
Total net results of operations for the year (23,983) 4,812 
Item not affecting cash:   
Realized gain (loss) on sale of investments (1,221) (9,360) 
Change in unrealized appreciation (depreciation) of investments 18,509 (1,247) 
 (6,695) (5,795) 
   
Net change in non-cash working capital:   
Change in other assets and liabilities 1,288 (89) 
 (5,407) (5,884) 
   
Financing activities   
Received for shares issued, net of commissions paid 3,494 7,515 
Paid for shares redeemed (1,036) (814) 
 2,458 6,701 
   
Investing activities   
Change in bonds held in Community Small Business Investment Funds   
    resulting from consolidation (3,000) - 
Change in venture investments held in   
    Community Small Business Investment Funds resulting from consolidation 1,780 - 
Purchase of short term investments (52,689) (38,390) 
Purchase of venture investments (10,267) (19,900) 
Purchase of bonds - (6,769) 
Proceeds from sale of short term investments 42,922 54,382 
Proceeds from sale of venture investments 4,710 19,615 
Proceeds from sale of bonds 5,585 2,347 
 (10,959) 11,285 
   
Net increase (decrease) in cash during the year (13,908) 12,102 
Cash, beginning of year 14,086 1,984 
Cash, end of year 178 14,086 

 

See accompanying notes. 
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CONSOLIDATED STATEMENT OF INVESTMENT PORTFOLIO 

[in $ thousands except number of shares [or par value $]] 

As at August 31, 2006 
 
      
Marketable securities     
      

 
Par value 

$ 

 
Issuer 

Coupon 
rate 

% 

Maturity 
date 

Average 
cost 

$ 

Market 
Value 

$ 
      
Short-term investment     

2,000,000 Chevron Canada 3.94% October 2, 2006 1,964 1,964 
3,048,000 Chevron Canada 3.92% September 12, 2006 2,999 2,999 
4,877,000 Chevron Canada 3.93% September 1, 2006 4,804 4,804 

    9,767 9,767 
      
Bonds      
      

4,692,629 The Toronto-Dominion Bank     
     Nasdaq 100 Stock Index     
     Linked Note  February 27, 2007 4,692 4,170 

2,000,000 The Toronto-Dominion Bank     
     Nasdaq 100 Stock Index     
     Linked Note  January 29, 2010 2,000 1,967 
    6,692 6,137 
Total marketable securities   16,459 15,904 
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CONSOLIDATED STATEMENT OF INVESTMENT PORTFOLIO [Continued] 

[in $ thousands except number of shares, companies [or par value $]] 

Venture investments     
 
 
Investee companies* 

Number 
of shares 

(or par value $) 

 
Debt, 

at cost 
$ 

 
Equities, 

at cost 
$ 

 
Total 

cost 
$ 

     
†Adherex Technologies Inc. 1,142,857 - 2,000 2,000 
†Adherex Technologies Inc.     
    Warrants, $2.05, December 19, 2008 2,857,143 - - - 
Affinium Pharmaceuticals Inc.,     
    Conv., 20%, December 21, 2006 US $ 3,250,000 3,998 - 3,998 
Affinium Pharmaceuticals Inc., Series II A Preferred 1,199,262 - 4,988 4,988 
Affinium Pharmaceuticals Inc.,     
    Conv., 20%, December 21, 2006 $ 4,500,000 4,500 - 4,500 
Biotech Breakthrough Fund (I) Inc.     
    - Milenium Biologics Inc. 1,297,576 - 765 765 
    - Milenium Biologics Inc., Escrow 432,531 - 255 255 
    - matRegen Corp Conv., 10%, June 30, 2007 500,000 500 - 500 
    - NeurAxon Inc., Class A Preferred 1,433,281 - 1,000 1,000 
    - Stempath Inc., Conv., 10%, February 24, 2007 700,000 700 - 700 
The Discovery District Biotechnology Fund Inc.,     
    6.5%, October 31, 2008 $ 1,000,000 1,000 - 1,000 
The Discovery District Biotechnology Fund Inc. CI. A. 50,000 - 500 500 
Epocal Inc., Series A-I Preferred 1,000,000 - 3,188 3,188 
Epocal Inc., Series B-I Preferred 223,257 - 1,272 1,272 
Epocal Inc., Series B-2 Preferred 679,583 - 3,465 3,465 
†Excel-Tech Ltd. 1,352,467 - 6,762 6,762 
Inspection Biosciences Inc., Conv., 15%, July 31, 2007 $ 1,000,000 1,000 - 1,000 
Inspection Biosciences Inc., Conv., 20%, July 31, 2007 $ 3,000,000 3,000 - 3,000 
Inspection Biosciences Inc., CI. A Preferred 4,503,180 - 4,520 4,520 
Interface Biologics Inc., Preferred 1,186,732 - 2,000 2,000 
†Millenium Biologix Corporation 26,086,783 - 12,348 12,348 
†Millenium Biologix Corporation,     
    Warrants, $0.45, December 6, 2008 5,000,000 - - - 
NeurAxon Inc., Series I CI. A Preferred 788,305 - 550 550 
NeurAxon Inc., Warrants, $0.20, April 1, 2009 35,382 - - - 
The Ottawa Biotechnology Innovation Fund Inc.,     
    6.5%, October 31, 2008 $ 1,000,000 1,000 - 1,000 
The Ottawa Biotechnology Innovation Fund Inc., CI.A 50,000 - 500 500 
Xillix Technologies Corp. 1 - - - 
†YM Biosciences Inc., Escrow 1, November 2, 2005 300,007 - 1,787 1,787 
†YM Biosciences Inc., Escrow 3, November 2, 2006 300,007 - 1,787 1,787 
†YM Biosciences Inc., Escrow 4, May 2, 2007 300,007 - 1,787 1,787 
†YM Biosciences Inc., Milestone Escrow 1,247,647 - - - 
†YM Biosciences Inc. 714,379 - 1,289 1,289 
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CONSOLIDATED STATEMENT OF INVESTMENT PORTFOLIO [Continued] 

[in $ thousands except number of shares, companies [or par value $]] 

 
 
Investee companies* 

Number 
of shares 

(or par value $) 

 
Debt, 

at cost 
$ 

 
Equities, 

at cost 
$ 

 
Total 

cost 
$ 

     
Zelos Therapeutics Inc., Series A 937,500 - 3,770 3,770 
Zelos Therapeutics Inc., Series B 285,714 - 1,247 1,247 
Zelos Therapeutics Inc.,     
    Warrants Series A, US $3.25, May 13, 2010 93,750 - - - 
Zelos Therapeutics Inc.     
    Warrants Series B, US $3.50, May 13, 2015 42,857 - - - 
Total venture investments, at cost  15,698 55,780 71,478 
Unrealized depreciation of venture investments    (14,443) 
Venture investments, at fair value    57,035 
Total investments, at market value    72,939 
Other assets, net of liabilities    (669) 
Net assets, at market value    72,270 
* Class of security is common shares unless otherwise stated. 
† Indicates a publicly traded security. 

The Fund invests primarily in biotechnology companies.  The portfolio broken down by stage of development is as follows: 

 
Stage of 
Development 

 
Number of 
companies 

 
Cost of 

investments 
$ 

% Total venture 
investments 

at cost 
% 

 
Fair value 

of investments 
$ 

% Total venture 
investments 
at fair value 

% 
      
Start-Up / Early 6 22,256 31.1 17,750 31.1 
Expansion 3 21,462 30.0 25,290 44.3 
Later 5 27,760 38.9 13,995 24.6 
 14 71,478 100.0 57,035 100.0 
 

See accompanying notes. 
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[in $ thousands except per share amounts and number of shares] 

1.  CORPORATE STATUS AND ACTIVITIES 

 
New Generation Biotech (Equity) Fund Inc. [the “Fund”] was incorporated under the laws of Ontario by articles of incorporation 
dated October 31, 2000. The Fund is registered as a labour-sponsored investment fund corporation [“LSIF”] under the 
Community Small Business Investment Funds Act (Ontario) [the “Ontario Act”] 

The sponsor of the Fund is the Canadian Federal Pilots Association [the “Sponsor”]. The manager of the Fund is NGB 
Management Inc. [the “Manager”]. The administrator of the Fund is First Asset Investment Management Inc. [the 
“Administrator”]. Genesys Capital Partners Inc. [“Genesys”] provides investment consulting services to the Fund. 

2.  SIGNIFICANT ACCOUNTING POLICIES 

 
These consolidated financial statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles. The significant accounting policies are as follows: 

Marketable securities 

Short-term investments are valued at amortized cost, which approximates market value. 

Bonds are valued on the basis of market quotations at the dates of the statements of financial position. The difference between the 
market value and average amortized cost of the bonds is recorded as an unrealized appreciation (depreciation) of marketable 
securities. 

Purchases and sales of marketable securities are recorded on a trade date basis. 

Venture investments 

Venture investments having quoted market values and which are publicly traded on a recognized stock exchange, and are not 
otherwise restricted or thinly traded securities, are recorded at values based on quoted market prices as at August 31. Securities 
for which market quotations are, in the Manager’s opinion, inaccurate, unreliable, not reflective of all available material 
information or not readily available are valued at their fair value as estimated by the Manager. Fair value is determined on the 
basis of expected realizable value of the venture investments if they were disposed in an orderly fashion over a reasonable period 
of time. 

The value of venture investments for which no quoted market value exists, or investments in restricted securities, are recorded at 
estimated fair value. The process of valuing venture investments for which no published market exists is subject to inherent 
uncertainties and the resulting values may differ from values which would have been used had a ready market existed for those 
investments. 

Deferred charges 

Consistent with industry practice, the Fund capitalized sales commissions it paid prior to January 1, 2004 related to the sale of the 
Class A Shares, Series I as deferred charges. Deferred charges were amortized, net of related income taxes, on a straight-line 
basis to retained deficit over eight years from the date of issue of the related shares. Redemptions prior to eight years from the 
date of issue were charged an early redemption fee which was applied against the unamortized deferred charges related to such 
share subscriptions. 

In July 2003, the Accounting Standards Board of The Canadian Institute of Chartered Accountants issued a new 
recommendation, revising the definition of generally accepted accounting principles (“GAAP”). The result of this change was 
that for fiscal periods beginning on or after October 1, 2003, any balance of unamortized deferred charges was no longer 
allowable as an asset. The Fund was required to write off the unamortized balance of the deferred charges to the deficit 
commencing September 1, 2004. This reduced the net asset value of the Class A Shares, Series I by the amount of the deferred 
charges written off. 

On September 30, 2003, the Ontario Securities Commission (“OSC”) issued OSC Staff Notice 81-706 allowing, for transitional 
purposes, limited exemptive relief from the requirement to calculate net asset value for purposes of pricing purchases and 
redemptions in accordance with GAAP for labour sponsored investment funds that cease adding new sales commissions to the 
existing deferred charge asset balance by December 31, 2003. The OSC Staff Notice allows prices for purchases and redemptions 
to be determined on the basis that the deferred charge for accounting purposes, existing as an asset of the Fund at December 31, 
2003, may continue to be amortized over its remaining amortization period. Once fully amortized, the net asset value for pricing 
purposes and for accounting purposes will be equal. 
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2.  SIGNIFICANT ACCOUNTING POLICIES Continued  

The table below represents a reconciliation of the August 31, 2006 net asset value per Class A Share on a GAAP basis versus the 
net asset value per unit used to price purchases and redemptions. 

 Per unit $ 

Net asset value per Class A Share, for GAAP purposes 6.47 
Unamortized deferred sales commissions for pricing purposes 0.21 

Net asset value per Class A Share, for pricing purposes 6.68 

The Class A Shares, Series I of the Fund ceased to be offered after December 31, 2003. The Class A Shares, Series II and Series 
III were offered for sale commencing January 1, 2004 at the net asset value per Class A Share, Series II and at the net asset value 
per Class A Share, Series III respectively. The difference among the three series is the amount of management fees payable, the 
different sales commission structure and the corresponding redemption structure associated with the sale of each series. Sales 
commissions paid on the sale of Class A Shares, Series II and Series III were paid by the Manager up until December 31, 2005. 
After such date, sales commissions are expensed to the Fund at the time of purchase. 

Income recognition 

Interest and other income are recorded on an accrual basis. 

Series allocations 

The Fund allocates income, expenses, realized gains (losses) and unrealized gains (losses) on the following basis. 

Income and realized and unrealized gains (losses) are apportioned on a daily basis based on the net asset value of the respective 
series to the total net asset value of the Fund as at the most recent valuation date. 

Expenses are categorized and tracked as to expenses directly attributable to a specific series (“direct expenses”) and those that are 
common expenses of the Fund. Direct expenses of a particular series are recorded as a direct expense to that series. Common 
expenses are allocated to each series in a consistent manner as the common income allocation described above. 

Use of estimates 

The preparation of consolidated financial statements in conformity with Canadian GAAP requires management to make estimates 
and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual results could differ 
from those estimates and these differences could be material. 

Use of an independent valuator 

The Fund has not engaged an independent valuator. 

Annually the Fund obtains a confirmation from its auditors that the net asset value per Class A Share is not materially different 
from the amounts reported in the financial statements. 

Principles of consolidation 

Effective for its fiscal year commencing January 6, 2006, the Fund has consolidated, at its fair values, the underlying investee 
companies, where the Fund owns more than 50 percent of the entities through which those investments were made. 

3.  SHARE CAPITAL 

 
The following is a description of the authorized and issued share capital. 

Authorized 

Unlimited Class A Shares, issuable in series, discretionary dividend entitlement, voting, restrictions on transfer and redemption, 
entitled to elect one of seven directors. 

Each Class A Share, Series I of the Fund was offered for sale at the net asset value per Class A Share for that series until 
December 31, 2003. Each Class A Share, Series II and Series III was offered for sale continuously commencing on January 1, 
2004 at the net asset value per Class A Share, Series II and at the net asset value per Class A Share, Series III respectively. 
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3.  SHARE CAPITAL  Continued  

 
Unlimited Class B Shares issuable only to the Sponsor of the Fund, no dividend entitlement, voting, entitled to elect six of seven 
directors. 

Issued for Cash August 31, 2006 August 31, 2005 
 Series I Series II Series III Total Series I Series II Series III Total 
 $ $ $ $ $ $ $ $ 
Balance, 
   beginning 
   of year 79,820 12,862 10,801 103,483 80,568 8,709 7,535 96,812 
Issued during 
   the year - 1,751 1,938 3,689 - 4,183 3,302 7,485 
Redeemed 
   during the 
   year (864) (61) (111) (1,036) (748) (30) (36) (814) 
Balance, end 
   of year 78,956 14,552 12,628 106,136 79,820 12,862 10,801 103,483 
         
Class B 
   Shares    -    - 
Balance, 
   beginning 
   of year     -    - 
Issued during 
   the year    -    - 
Balance, end 
   of year    -    - 
  

August 31, 2006 
  

August 31, 2005 
 

 Series I Series II Series III Total Series I Series II Series III Total 
  Number of Shares   Number of Shares  
       
Balance, 
   beginning 
   of year 8,206,656 1,435,299 1,200,023 10,841,978 8,294,166 943,811 816,480 10,054,457 
Issued during 
   the year - 204,179 228,857 433,036 - 494,985 387,756 882,741 
Redeemed 
   during the 
   year (103,233) (7,450) (13,629) (124,312) (87,510) (3,497) (4,213) (95,220) 
Balance, end 
   of year 8,103,423 1,632,028 1,415,251 11,150,702 8,206,656 1,435,299 1,200,023 10,841,978 

         
Class B 
   Shares 

        

Balance, 
   beginning 
   of year    100    100 
Issued during 
   the year    -    - 
Balance, end 
   of year    100    100 

Sales commissions 

Sales commissions related to the issuance of Class A Shares during the year amounted to $231 (2005 - nil) for the Fund. 
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3.  SHARE CAPITAL  Continued  

Redemption of Class A Shares 

A shareholder may redeem all or part of the Class A Shares held at the net asset value per Class A Share, subject to certain 
restrictions. 

In any fiscal year, the Fund is not required to redeem Class A Shares having an aggregate redemption price exceeding 20% of the 
net asset value of the Fund as at the last day of the preceding fiscal year. If the Fund does not redeem Class A Shares in the fiscal 
year requested, it will redeem those shares in the following fiscal year before it redeems any other Class A Shares that it has been 
requested to redeem. 

4.  COMMITMENTS  

 

The Fund has entered into various agreements for the provision of management, investment advisor, sponsor, administrative and 
custodian services. 

Under the terms of the management agreement, the Manager is entitled to receive from the Fund an annual management fee of 
1.15% of the net asset value of the Fund. During the year, the Fund incurred management fees of $766 (2005 - $808) for Class A 
Shares, Series I; $144 (2005 - $118) for Class A Shares, Series II; and $122 (2005 - $97) for Class A Shares, Series III. 

For the period from January 1, 2004 to December 31, 2005, the Manager was responsible for managing the relationships with 
registered dealers selling the Class A Shares, Series II and Series III of the Fund and will pay a 10% and a 6% commission to 
such dealers in respect of sales of Class A Shares, Series II and Series III, respectively. Such sales commission costs are not 
being charged to the Fund. However, the Fund pays the Manager an additional monthly management fee (the “Distribution 
Services Fee”) equal to 0.160% and 0.096% of the original issue price of the Class A Shares, Series II and Series III, 
respectively, issued and outstanding during that month. The Distribution Services Fee is to be paid to the Manager for eight years 
following the sale of each Class A Share, Series II and Series III. In addition, the Manager receives all redemption fees paid by 
Class A Shares, Series II and Series III shareholders upon redemption of their shares. During the year, the Fund incurred 
Distribution Service Fees of $257 (2005 - $197) for Class A Shares, Series II and $129 (2005 - $97) for Class A Shares, Series 
III. Effective January 1, 2006, sales commissions are expensed to the Fund at the time of purchase. 

Under the terms of the administration agreement, the Administrator is entitled to an annual fee of 1.15% of the net asset value of 
the Fund plus an amount equal to the service fee payable to dealers. During the year, the Fund incurred administrator fees of $766 
(2005 - $808) for Class A Shares, Series I; $144 (2005 - $118) for Class A Shares, Series II; and $122 (2005 - $97) for Class A 
Shares, Series III. 

Under the terms of the agreement with Genesys, Genesys is entitled to an annual investment consulting fee of 1.15% of the net 
asset value of the Fund. During the year, the Fund incurred advisory fees of $766 (2005 - $808) for Class A Shares, Series I; 
$144 (2005 - $118) for Class A Shares, Series II; and $122 (2005 - $97) for Class A Shares, Series III. 

Under the terms of the sponsorship agreement, the Sponsor is entitled to an annual fee of 0.25% of the net asset value of the 
Fund. During the year, the Fund incurred sponsor’s fees of $167 (2005 - $176) for Class A Shares, Series I; $31 (2005 - $26) for 
Class A Shares, Series II; and $26 (2005 - $21) for Class A Shares, Series III. 

The Manager, Administrator and Genesys will be entitled to a performance bonus based on realized gains and cumulative 
performance of the portfolio of eligible investments. The Manager will determine the allocation of the performance bonus among 
the parties. The performance fees, although accrued, are not payable to the service providers until the Fund realizes this 
performance upon the sale of the applicable investment. Performance fees paid in 2006 amounted to $57 (2005 - $1,889), plus 
GST. 

During the course of the Fund’s investment activities, the Fund may pay commissions and other transaction costs to dealers in 
connection with purchases and sales of venture investments. During the year the Fund paid commissions of $41 (2005 - $19), 
such costs being included in the cost of the respective venture investment. 
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5.  INCOME AND OTHER TAXES PAYABLE 

 

Under the Income Tax Act (Canada) [the “Tax Act”], no income taxes are payable by the Fund on dividends received from 
Canadian corporations, and income taxes payable on capital gains will be fully refundable on a formula basis when shares of the 
Fund are redeemed or capital gains dividends are paid or deemed to be paid by the Fund to its shareholders. Taxes payable on 
investment income earned by the Fund will be partially refundable upon the payment or deemed payment of dividends by the 
Fund. 

The Fund intends to recover all of its refundable income taxes through the deemed payment of a dividend by capitalizing the 
appropriate amount of its income to the stated capital account for its Class A Shares. If and to the extent the Fund increases the 
stated capital of the Class A Shares, the holder of the shares will be deemed to have received a dividend and the adjusted cost 
base of the shareholder’s shares will be increased by the amount of any deemed dividend. 

The Tax Act and the Ontario Act set minimum levels of qualifying venture investments for the Fund. The Fund has met these 
minimum requirements as at December 31, 2005. If the minimum level of qualifying venture investments is not met under each 
statute, the Fund will be subject to defined taxes and penalties. 

The Fund has capital losses of approximately $3,014 available to offset future capital gains. 

The Fund also has non-capital losses of approximately $25,675 available to offset future taxable capital gains and income. The 
benefit, if any, of these losses has not been recognized in the financial statements. If not utilized, the non-capital losses will 
expire as follows: 2008: $1,595; 2009: $4,530; 2010: $4,138; 2014: $6,218; 2015: $2,144; and 2026: $7,050. 

The tax amounts reflected in these consolidated financial statements are based on management’s best estimate of the amounts that 
will ultimately be assessed. This determination is based on numerous factors such as the pace at which the Fund makes qualifying 
venture investments, the amount of share capital raised and redeemed, and the net income by the Fund. Should actual events not 
agree with the estimates made by management of the Fund, material adjustments to the tax amounts may be required. 
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6.  CONSOLIDATED STATEMENTS OF CHANGES IN NET ASSETS PER SERIES 

 

For the years ended August 31, 2006   August 31, 2005  

 Series I Series II Series III Total Series I Series II Series III Total 
 $ $ $ $ $ $ $ $ 

Net results of 
   operations 
   for the year 

 
 

(17,305) 

 
 

(3,618) (3,060) (23,983) 3,907 

 
 

485 420 4,812 

         
Share capital 
   transactions 

        

Proceeds from 
   issuance of 
   Class A 
   Shares, Series 
   II and III 

 
 
 
 

- 

 
 
 
 

1,751 1,938 3,689 - 

 
 
 
 

4,183 3,302 7,485 
Amounts paid 
   for Class A 
   Shares, Series 
   I, II, III 
   redeemed 

 
 
 
 

(864) 

 
 
 
 

(61) (111) (1,036) (748) 

 
 
 
 

(30) (36) (814) 
Amortization and 
   writeoff of 
   deferred 
   charges 
   relating to the 
   issuance of 
   Class A 
   Shares, 
   Series I 

 
 
 
 
 
 
 
 

36 

 
 
 
 
 
 
 
 

- - 36 (2,872) 

 
 
 
 
 
 
 
 

- - (2,872) 
Sales 
   Commissions 
   paid 

 
 

- 

 
 

(137) (94) (231) - 

 
 

- - - 

 (828) 1,553 1,733 2,458 (3,620) 4,153 3,266 3,799 

Increase in net 
   assets for the 
   year 
Net assets, 
   beginning of 
   year 

 
 

(18,133) 
 
 

70,599 

 
 

(2,065) 
 
 

12,604 

(1,327)

10,592 

(21,525)

93,795 

287

70,312 

 
 

4,638 
 
 

7,966 

3,686

6,906 

8,611

85,184 

Net assets, end 
   of year 

 
52,466 

 
10,539 9,265 72,270 70,599 

 
12,604 10,592 93,795 

         
 
7.  ASSESSMENT 

The Fund has accrued $1.4 million in these financial statements with respect to the assessment of a non-refundable penalty under 
the Community Small Business Investment Funds Act. The Fund is currently in the process of filing a remission order with the 
Ontario Ministry of Finance requesting relief from the penalty. 

8.  FINANCIAL INSTRUMENTS 

The Fund is exposed to credit risks and interest rate risk on the debt investments in its venture and its marketable securities 
portfolio. The amounts for which the Fund is at risk are set out in the statement of investments. 
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9.  RELATED PARTY TRANSACTIONS 

Included in accounts payable and accrued liabilities as at August 31, 2006 is $91 (2005 - $104) due to the Manager for 
management fees. The Manager has distribution services agreements with Claymore Distribution Services Inc. (“Claymore”) to 
provide financing for distribution services for Funds, which are also managed by the Manager. 

10.  COMPARATIVE FINANCIAL STATEMENTS 

Certain comparative amounts have been reclassified to conform to the presentation adopted in the fiscal 2006 financial 
statements. 

11.  LEGISLATIVE CHANGES 

Labour Sponsored Investment Fund Legislative Changes 

On September 30, 2005, the Ontario Ministry of Finance (“MOF”) confirmed its plans to end its involvement with the LSIF tax 
credit program and harmonize certain requirements to help LSIFs move to the federal government’s Labour Sponsored Venture 
Capital corporation (“LSVCC”) program. The Province proposes to phase out the tax credit over a six-year period ending with 
the 2011 RSP season. The MOF, in consultation with the LSIF industry is in the process of developing transitional rules 
governing investment obligations, investment eligibility and reporting requirements. Until the transitional rules have been 
formulated and announced, management of the Fund will be unable to definitely determine the impact such changes will have on 
the assets of the Fund over the long run. Should the transitional rules be received by the market as unfavourable, there could be a 
material adverse effect on the Fund. 

12.  SOFT DOLLARS 

The Fund does not engage in any soft dollar arrangements. 

13.  STATEMENT OF PORTFOLIO TRANSACTIONS 

The Fund will provide, without charge, a Statement of Portfolio Transactions [unaudited] upon request by any shareholder of the 
Fund at Covington Group of Funds Inc., 200 Front Street West, Suite 3003, Toronto, Ontario, M5V 3K2. 
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CERTIFICATE 

Dated: December 21, 2006 

The foregoing constitutes full, true and plain disclosure of all material facts relating to the securities offered by this 
prospectus as required by Part XV of the Securities Act (Ontario) and the regulations thereunder. 

New Generation Biotech (Equity) Fund Inc. 

“Kenneth Chipman Vallis”  “Julianna Varpalotai-Xavier” 
Kenneth Chipman Vallis 
Chief Executive Officer  Julianna Varpalotai-Xavier 

Chief Financial Officer 

On behalf of the Board of Directors 

“Iain A. Robb”  “Scott D. Clark” 
Iain A. Robb 

Director  Scott D. Clark 
Director 

CFPA Sponsor Inc., as Promoter 

“Gregory Holbrook” 
Gregory Holbrook 

Director 

NGB Management Inc., as Manager and Promoter 

“Kenneth Chipman Vallis”  “Julianna Varpalotai-Xavier” 
Kenneth Chipman Vallis 
Chief Executive Officer  Julianna Varpalotai-Xavier 

Chief Financial Officer 

On behalf of the Board of Directors 

“Kenneth Chipman Vallis”  “Nathaniel Dalton” 
Kenneth Chipman Vallis 

Director  Nathaniel Dalton 
Director 
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