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This annual management report of fund 

accompanies the audited annual financial 
statements of Canadian Medical Discoveries 
Fund Inc. (the “Fund”). You may request a copy 
of the Fund’s unaudited interim or audited annual 

policies and procedures or quarterly portfolio 
disclosure at no cost by calling our toll free num-

The annual management report of fund perfor-

MANAGEMENT DISCUSSION 
OF FUND PERFORMANCE
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MANAGEMENT DISCUSSION 
OF FUND PERFORMANCE

INVESTMENT OBJECTIVE AND STRATEGIES

The Fund’s investment objective is to achieve 
long-term capital appreciation through invest-
ment in eligible Canadian businesses engaged 

those businesses involved in early-stage commer-
cialization of research or product development. 
The health sciences sector encompasses a broad 

relate to or have an impact on health care includ-
-

-

different stages of development. 

RISK FACTORS

An investment in the Fund is highly speculative in 
nature. The Labour-Sponsored Investment Fund 

an opportunity for investors to access private eq-

typically not have access. Investments in LSIFs are 
highly speculative in nature and suitable only for 

Availability of Suitable Investments 

There is no assurance that suitable investments 
in eligible Canadian health sciences businesses 

of the Fund. 

Legislative Changes

-

-

number of measures relating to the transition of 

the labour sponsored investment fund industry 

-

Nature of Portfolio Companies

-

-
ments may require a number of years in order 

comprised of investments in private companies. 
-

an irregular pattern in the net asset value of the 

private company investments are often realized 
before gains on successful private companies 
are realized. An investment in Class A Shares is 
highly speculative in nature and suitable only for 
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Many of the investee companies are develop-

-
hood of the long-term success of the Fund must 

and delays frequently encountered in connec-

and the competitive and regulatory environ-
ments of the biotechnology industry.

Industry Concentration

Since the focus of the Fund is on investments in 
companies engaged in or providing services to 

of the Fund may be more volatile than that of 

to diversify its investment portfolio by investing in 
a variety of product development initiatives and 

stages of development. The value of the invest-

affecting the health sciences sector generally.

External Factors

-
eral economic conditions including the level of 

-

in general economic conditions.

Valuation of Investments

The principal investments of the Fund are private 

values of investee companies are based on the 
historic carrying cost or estimates of the fair mar-

actually be sold. The daily valuation process is 
-
-

Liquidity of Class A Shares

to develop. There are restrictions on the transfer 
and redemption of Class A Shares and sharehold-
ers may not be able to dispose of Class A Shares 
other than through the redemption of shares by 

-
piration of at least eight years from the date on 

-

early redemption penalty fee. 

Penalty Taxes and Revocation of Registration

-

other penalties and possible revocation of regis-
tration under such acts. The investment perfor-
mance of the Fund may be adversely affected if 

and penalties.

Follow on Financings

-
tinued development and fully implement their 
business strategies. The ability of the investee 
company to raise capital is sometimes depen-
dent upon the cyclical nature of the capital 

-



-

the value of the investment. 

RESULTS OF OPERATIONS

Class A shares outstanding.

Revenue

is composed of primarily interest and dividend 
income earned on the venture investments and 

Investment Performance

generated a negative investment performance. 

-

-

-

gains in some of the publicly-traded securities 
and increased valuations as a result of substan-

valuations on some of the portfolio’s private in-
vestee companies. The companies contributing 

-

-
-

on investments in Resonant Medical Technologies 
-

Expenses and Liabilities

-

to the prior year. The average daily net assets for 

-

decreased accordingly. 

RELATED PARTY TRANSACTIONS

The Manager may be deemed to be a related 
-

fees paid to these related parties.

RECENT DEVELOPMENTS

CHANGE OF CONTROL OF THE MANAGER

-

-
quire all of the issued and outstanding shares of 

-
-

Canadian Medical Discoveries Fund Inc.



so by focusing on reducing the operating costs 

initiatives of the Fund.

FAIRWAY AND JOVIAN PARTNERSHIP

-

(1)

outstanding at the relevant times.
(2) The increase (decrease) from operations is based on the 

Net asset value, beginning of year (1) $ 7.79

INCREASE (DECREASE) FROM OPERATIONS:

Total revenue 0.04

(0.38)

Realized gains (losses) for the year (0.43)

(0.25)

Total increase (decrease) from  operations (2)  (1.02)  

Net asset value, end of year (1) $ 6.74

FINANCIAL HIGHLIGHTS 

help you understand the Fund’s financial performance

The Fund’s net asset value (NAV) per share

-

-
-
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RATIOS AND SUPPLEMENTARY DATA

(1) This information is provided as at the last business day of 

(2)

average net assets administered during the year.

the Fund’s portfolio advisor manages its portfolio invest-

the Fund buying and selling all of the securities in its port-

folio once in the course of the year. The higher a fund’s 

gains in the year. There is not necessarily a relationship 

a fund.

annualized percentage of daily average net assets 
during the year.

MANAGEMENT FEES

net asset value calculated and charged monthly 

management fee include but are not limited to: 

•

transfer agency and other shareholder 
administrative services;

• Retention and supervision of investment 
advisors;

• -

and evaluation of potential eligible in-

and conditions attributable to the invest-

and the provision of management assis-
tance and advice to the investments as 
may be considered necessary;

•
-

the meetings of shareholders of the Fund.

ADMINISTRATION FEES

(“Talvest”) to provide or cause to be provided 

and other shareholder administration services. 
The fee paid by the Fund to Talvest for the ser-

the net asset value of the Fund less the amount 
of the fees payable for liquid portfolio manage-
ment services.

2006

(1) $ 192,407

  shares outstanding (1)  28,534,252
(2)  4.84%

  12.93%

  0.07%

(1) $ 6.74
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PAST PERFORMANCE

-
duced returns on performance. The Fund’s past 

-
form in the future.

YEAR-BY-YEAR RETURNS (%)

-

-

ANNUAL COMPOUND RETURNS

-

-
ed on 

have also been provided. The LSIF industry aver-
age is the most representative broad-based se-

based LSIFs.

        Since

Canadian Medical 

1997

1.10%

1998

-5.44%

1999

-8.15%

2000

34.13%

2001

-13.15%

2002

-16.22%

2003

8.02%

2004

-14.06%

2005

-10.25%

2006

-13.48%

CANADIAN MEDICAL DISCOVERIES FUND INC.
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SUMMARY OF INVESTMENT PORTFOLIO

TOP 25 POSITIONS AS A PERCENTAGE OF THE NET ASSET VALUE

The summary of investment portfolio may change due 
to ongoing portfolio transactions of the Fund. A quarterly 

Cash and Short-Term Investments Cash and Short-Term Investments

Top 25 Holdings As A Percentage Of Total Net Assets 83.2%
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2006 ANNUAL
FINANCIAL STATEMENTS

MANAGEMENT’S RESPONSIBILITY FOR
FINANCIAL REPORTING

Canadian Medical Discoveries Fund Inc. (the 
“Fund”) are the responsibility of management. 

Canadian generally accepted accounting prin-
ciples using information available and include 
certain amounts that are based on manage-
ment’s best estimates and judgments.

Management has developed and maintains a 
system of internal controls to provide reasonable 
assurance that all assets are safeguarded and 

-
cial statements.

-

Directors. The Committee has the responsibility 

including the net asset value of the Class A shares 
-

-

behalf of the shareholders. The auditors’ report 
outlines the scope of their audit and their opinion 

Medical Discovery Management Corporation Medical Discovery Management Corporation

Financial Statements



AUDITORS’ REPORT

To the Shareholders of 
Canadian Medical Discoveries Fund Inc.

We have audited the statement of investment 
portfolio of Canadian Medical Discoveries Fund 

-
ments based on our audits.

Canadian generally accepted auditing stan-

perform an audit to obtain reasonable assurance 
-

audit also includes assessing the accounting prin-

-

accepted accounting principles.
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STATEMENTS OF FINANCIAL POSITION

      2006

ASSETS    

$  162,551

30,289

Cash       765

Accrued interest receivable        65    – 

123

Subscriptions receivable        –

Amounts receivable for portfolio assets sold      –

–   8

Total assets       193,793   

LIABILITIES    

1,199

Redemptions payable        103    199

25    – 

59

Total liabilities       1,386   

Net assets     $  192,407 

Class A shares outstanding        28,534,252   

Net asset value per Class A share     $  6.74 

See accompanying notes

Director  Director 
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STATEMENTS OF OPERATIONS 

      2006

INVESTMENT INCOME

$  862

Interest income from venture investments       157

Dividend income       234    - 

73  21

      1,326

EXPENSES

Management fees       7,208

Administration fees       2,019

Audit and related fees        308

Legal fees       296   266

Shareholder reporting costs       286

121   62

Custodian fees       48 19

(11)

564  -

      10,839

Net operating loss before income taxes       (9,513)

      -

Net operating loss       (9,513)

(12,665)

  Investments       (7,289)

Net loss on investments       (19,954)

Decrease in net assets from operations     $  (29,467)

        

Decrease in net assets from operations per Class A share     (1.01)

See accompanying notes
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STATEMENTS OF CHANGES IN NET ASSETS 

      2006

Decrease in net assets from operations     $  (29,467)

Capital transactions

    1,918

Amounts paid for Class A shares redeemed     (19,466)

Commissions and other share issuance costs on Class A shares   (263)

      (17,811)

Decrease in net assets for the year       (47,278)

Net assets, beginning of year       239,685

Net assets, end of year      $  192,407 

See accompanying notes

STATEMENTS OF CASH FLOWS

      2006

OPERATING ACTIVITIES

$  (9,513)

  related to operations       1,044

Cash used in operating activities       (8,469)

FINANCING ACTIVITIES

1,918

Amounts paid for Class A shares redeemed     (19,466)

Commissions and other share issuance costs paid     (263)

INVESTING ACTIVITIES

50,966

(16,308)

30,535

(39,825)

Cash provided by investing activities       25,368

Net increase (decrease) in cash during the year     (912)

1,677

Cash, end of year      $  765 

See accompanying notes

Financial Statements



STATEMENT OF INVESTMENT PORTFOLIO

% $

Drug discovery and development - at cost
2,708

-

6,179
 -

3,041

1,810
-

4,970
365
 238

-
6,081

700
1,000
1,452
1,189
8,505

-
-

 500
2,000
2,900

-

571

429

818

784

1,988

2
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%  $

Drug discovery and development - at cost (cont’d)

-

-

-

-

-

-
105

-

-
600

-
-
-

2,261

1,739

526

2,907
2,275

-
1,801
1,201

220
900
379
750

-
3,960

1,250

1,000
1,000

291

16 Financial Statements



%  $ 

Drug discovery and development - at cost (cont’d)

2,043
-
-
-

2,048
2,500

770

-
1,343

162
2,480

99

-
7,004

Drug discovery and development - at cost     47.2   89,844
(6,098)

Drug discovery and development   - at estimated fair value     51.5  83,746

Medical equipment and technology - at cost
2,164
3,000
8,065
5,000
1,442
2,712

500

2,500

1,875
-

500
962
962

-
8,381

-

-

-
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%  $ 

Medical equipment and technology - at cost (cont’d)
-

3,385
1,992

 84 
-

5,000
Medical equipment and technology - at cost      25.5   48,524 

(10,249)
Medical equipment and technology - at estimated fair value     23.6   38,275 

Health care delivery and information technology - at cost
330

1,283
-

4,002
Health care delivery and information technology - at cost     2.9   5,615 

12,947
Health care delivery and information technology   - at estimated fair value   11.4   18,562 

Intellectual property and early stage - at cost
-
-

10,500
-

13,000
50

-
1,700
4,931

-
14,900

1,380
Intellectual property and early stage - at cost      24.4 46,461

(24,493)
Intellectual property and early stage - at estimated fair value     13.5 21,968

Venture investments - at cost     100.0   190,444 
(27,893)

Venture investments - at estimated fair value[1]      100.0   162,551

[1]Venture investments - at estimated fair value is comprised of
36,283

126,268
      162,551
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SHORT-TERM INVESTMENTS

Issuer

Lancaster Short Term Investment Fund* 30,289

Total marketable securities - at estimated fair value 30,289

Total investments - at estimated fair value         192,840

(433)

Net assets         192,407

* Lancaster Short Term Investment Fund earns interest at variable rates based on actual yield achieved and is redeemable 

See accompanying notes
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1. CORPORATE STATUS AND ACTIVITIES

Canadian Medical Discoveries Fund Inc. (the 
-
-

(the “Sponsor”). The Fund is a labour-sponsored 
investment fund (“LSIF”) corporation under the 

labour-sponsored venture capital corporation un-

The Fund is also a qualifying fund pursuant to the 

The Fund is subject to investment restrictions un-
der federal and certain provincial legislation. 

The Fund’s primary objective is to achieve long-
term capital appreciation through investment 
in eligible Canadian businesses engaged in the 

businesses involved in early-stage commercial-
ization of research or product development. The 

through a number of investment strategies. 

MANAGEMENT AND ADMINISTRATION
ARRANGEMENTS

-

all of the issued and outstanding shares of the 
-

agement Corp. (“MDMC” or the “Manager”) and 
-
-
-

-
-

The Fund has retained MDMC pursuant to a man-

(the “Management Agreement”).  The Manage-
ment Agreement has an initial term of ten years 

-
sive one year periods on each anniversary date 

notice to the other party. The Manager is entitled 

asset value of the Fund calculated and charged 
monthly in arrears. The services received in con-
sideration of the management fee include ser-

of the daily operations and management of the 
affairs of the Fund.

The Manager is also entitled to a performance 

-

-
-

couped an amount equal to all cash the Fund 
-

NOTES TO 
FINANCIAL STATEMENTS



the Threshold Amount calculated as at the end 

-

of performance fees that are paid at that time 
shall be limited to the amount that permits the 

For the purposes of the performance fee:

The Fund is deemed to have acquired (i) each 
-

for the actual cash amounts invested.

“Realized Income” 
cash (net of commissions and other costs) re-

“Portfolio Company”
-

es part of the Fund’s venture investment portfolio;

“Portfolio Income” means all distributions or rev-
enue received or receivable by the Fund and 
all realized and unrealized gains and losses on 

-

“Threshold Amount” -

The “Quarterly Threshold Amount” -

the average daily amount invested in the ven-
ture investment portfolio.

-

“Administrator”) by agreement (the “Adminis-
-

administration services (including services associ-

prospectus) and preparation of shareholder re-
porting information. The Administrator receives a 
fee calculated and charged monthly based on 

-
-

ment Inc. to administer the Fund’s liquid asset 

RESEARCH-ORIENTED INVESTMENT FUND 
ELIGIBILITY

The Fund issued its Class A shares as a Research-

credits. As a result of issuing Class A shares as a 
-

-

permanent establishment in Canada. 
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2. SIGNIFICANT ACCOUNTING POLICIES

VENTURE INVESTMENTS

-
-

orderly disposition over a reasonable period of 
-

assumptions and includes inherent uncertainties. 

-
rent estimated fair value and the variation may 
be material. 

Public Companies

-

-
rants and options to purchase additional securi-

and sales of investments in public companies are 
recorded on a trade-date basis.

Private Companies

originally recorded at cost. They are re-valued if 
a substantial arm’s length transaction establishes 
a different value. Warrants and options to pur-
chase additional securities in private companies 
are valued at their original cost. Where perfor-
mance of an investment varies adversely from 

The process of valuing venture investments for 

based on inherent uncertainties and the result-

the venture investments. 

companies are recorded as at the date the Fund 
obtains a legal right to demand the securities 
purchased or to collect the proceeds of a sale.

Debt Instruments and Convertible Securities

The fair value of convertible securities is gener-
ally determined as the greater of their principal 
amount plus accrued interest and their estimat-

on the basis described above. 

-
-

terest or discounts earned included in interest re-
ceivable. Where payments are in arrears or there 

or other provision is made. 

Other Securities

Investments in limited partnerships and Commu-

based on the Fund’s pro-rata share of the esti-
mated fair value of their underlying investments.

MARKETABLE SECURITIES

-

maturity of less than one year at the date of ac-

fair value.

recorded on a trade-date basis.
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PERFORMANCE FEES

-
tually due and payable under the terms of the 
Management Agreement.

The net asset value of the Class A shares recog-

investments are liquidated at the estimated fair 

INDEPENDENT VALUATOR

-

is not materially different from the net asset value 

INCOME RECOGNITION

Interest and other income are recorded on an 
accrual basis. Dividend income is recorded 

SALES COMMISSIONS AND OTHER SHARE 
ISSUANCE COSTS

Sales commissions and other share issuance costs 

in the statements of changes in net assets. Fees 
paid by shareholders on the early redemption of 
shares are credited to other income.

MANAGEMENT’S ESTIMATE

-
-
-

statements and accompanying notes. Manage-
ment believes that the estimates used in prepar-

these estimates.

3. SHARE CAPITAL

and issued share capital:

AUTHORIZED

Class A Shares

net asset value less any redemption fee.

A holder of Class A shares may require the Fund 
to redeem his or her Class A shares if the redemp-
tion occurs more than eight years after the date 
of issue of the Class A shares. Class A shares may 

of the eight-year period if an amount generally 

-
demption fee attributable to the shares on the 

are paid to the appropriate federal and provin-
cial authorities. A Class A shareholder may also 
require the Fund to redeem his or her Class A 

-

net asset value of the Fund at the beginning of 

redemption requests submitted in a subsequent 

right of Class A shareholders to redeem shares 
or delay the payment date of the redemption 

-
curities Commission.
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Class B Shares

Class C Shares

-

SHARE ACTIVITY

    # of Class A Shares  

Balance at August 31, 2006    28,534,252

4. INCOME TAXES

by the Fund on dividends received from Cana-

-

or capital gains dividends are paid or deemed 

payable on investment income earned by the 
-

ment or deemed payment of dividends by the 
Fund to the shareholders.

The Fund records the refundable portion of its in-

deemed payment of a dividend by capitalizing 
-

alized capital gains pro rata to the stated capital 
-

realized capital gain and the adjusted cost base 

the amount of any deemed dividend.

The Fund’s provision for (recovery of) income 

-
els of qualifying venture investments for the Fund. 
If the minimum level of qualifying venture invest-



of these losses has not been recognized in the 

statements are based on management’s best 

assessed. This determination is based on nu-

and the net income and the undistributed net 
realized gains (losses) on sales of investments by 

the estimates made by management of the 

may be required.

-
tions on the nature and amount of short-term in-

by the Fund. In the event that the minimum invest-

5. STAGES OF DEVELOPMENT OF 
INVESTMENT PORTFOLIO

The Fund categorizes its investment portfolio into 
-

• Seed: Companies in this stage perform 

often emerge from academic research 
or innovations

•
have products in the preclinical or early 

• Late: Companies in this stage have prod-
-

•

be in any of the stages described above

  Cost of  Investment    Investment

Canadian Medical Discoveries Fund Inc.



6. COMMISSION CHARGES ON 
PORTFOLIO TRANSACTIONS

Total commission paid in respect of portfolio trans-

7. COSTS OF DISTRIBUTION

Total costs of distribution of the Fund’s securities 

8. NON-MONETARY TRANSACTIONS

-
-

by the Fund disposed of or received investments 

The gain or loss is determined based on the fair 
value of the consideration received. The fair 

net realized loss on venture investments in the 

9. COMMITMENTS

Committee of the Fund approves investments. 
The actual funding of these investments is con-

investee companies achieving certain mile-

been completed.

10. CONTINGENT LIABILITY

As a result of the performance fee agreement 

the Manager is entitled to a performance fee of 

-

Threshold Amount.

11. COMPARATIVE FINANCIAL
STATEMENTS

-
cial statements.

12. STATEMENT OF PORTFOLIO 
TRANSACTIONS 

by any shareholder of the Fund to the Manager 

13. SUBSEQUENT EVENTS

Proposed Amalgamation

Canadian Medical Discoveries Fund Inc. and Ca-
nadian Medical Discoveries Fund II Inc. (“CMDF 

plan of arrangement to amalgamate CMDF and 
CMDF II. Subject to regulatory and shareholder 

Appointment of New Investment Advisor

-

professionals that specialize in life sciences invest-
ment management.  MDMC is responsible for the 

Change of Control of the Manager

an indirect non-controlling interest in MDMC on 

26



-
-

MDMC has provided the management of the 

agreements.

Change of Service Provider

-

-
tain shareholder and administrative services to 
the Fund (such services previously provided by 

-
-

vices. MDMC is responsible for the payment of all 
fees related to the services provided by Felcom. 
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