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to the shareholders:

In 1985, the net asset value per share of your Fund, including
dividends paid, increased 28.0%. The Toronto Stock
Exchange Composite Index gained 20.8%, while the Dow
Jones Industrials and the Standard & Poor’s 400 Industrials
rose 27.7% and 25.9%. The Tokyo Stock Exchange Index
gained 14.9%. The U.S. dollar appreciated 5.9% and the
Japanese yen 30.9% relative to the Canadian dollar. At year-
end, total net assets of your Fund were $39.2 million, up from
$74.4 million the year before.

Economic growth in 1985 slowed in Canada and the U.S. In
contrast to 1984, the Canadian economy was the more buoy-
ant of the two. Consumer demand was strong in both
countries. Inflation remained low, contained by competitive
forces worldwide and by moderate wage settlements in North
America. While inventory changes and net exports had a
positive effect in Canada, U.S. performance was especially
hampered by the high exchange value of the U.S. dollar, which
further aggravated that country's large trade deficit. At the
same time, large inflows of foreign capital and an accom-
modative monetary policy in a disinflationary setting allowed
the slide in U.S. interest rates to continue. Equity and fixed
income security prices benefited in both countries. During the
second half, the gain in your Fund, including dividends paid,
was 13.2%, compared to 13.1% in the first half.

We expect economic expansion to continue at a moderate
pace through 1986. Although the growth in consumer demand
is likely to level off, an improvement in the external trade
balance following the recent drop of the U.S. dollar relative to
the major overseas currencies should lend strength to the U.S.
economy, as will the re-building of inventories. Since the
Canadian dollar has declined in terms of the U.S. currency, the
outlook for Canadian exports is reasonably good as well.
Continued ample productive capacity should permit producti-
vity gains, which would help to avert a revival of inflation.

Your Fund experienced good relative performance once
again in 1985. As in 1984, the U.S. market outperformed the
Canadian market, as did the Japanese market after adjust-
ment for the increase in the exchange value of the yen. With
our outlook for continued economic growth and subdued
inflation, we anticipate another positive return for your Fund
in 1986.

On Behalf of the Board

AT K bmugpLe

Chairman President

Toronto, Ontario
March 10, 1986



(Incorporated under the Canada Business Corporations Act)

statements of financial position

December 31, 1985 and 1984

ASSETS:

Investments, at quoted value
(Average cost
1985 — $43,841,964;
1984 — $39,079,551):

Canadian common stocks
Foreign common stocks ..

Canadian preferred
stocks oo e

Canadian bonds .........
Foreign bonds ...........

Cash, interest-bearing ........

Short-term notes, at cost
which approximates market
valle: = o snseanniriin T

Accrued investment income

Accounts receivable:
Sharesiissued - rennsmss
Refundable income taxes ...

LIABILITIES:
Accounts payable:
Shares redeemed ..........

Income taxes payable (note 4)

Call options, at market
(premium received
1985 — $48,029;
1984 —.qil): vcanmaimmnmmms

NET ASSETS REPRESENTING
SHAREHOLDERS' EQUITY
(notes 2 and 3) . cucosinneae

NET ASSET VALUE PER
SHARE: uozn pramsens

On behalf of the Board:
A.L. Beattie, Director
W.R. Livingston, Director

(See accompanying notes)

1985 1984
$27,852,943 $20,309,029
47,917,716 38,016,196
5,555,750 4,214,613
2,008,250 1,789,500
2,009,374 1,845,654
85,344,033 66,174,992
86,308 111,529
13,465,224 8,137,062
485,497 533,725
108,026 114,592
92,355 —
199,606 —
99,781,049 75,071,900
30,466 99,125
150,283 133,034
7,997 —_
179,250 426,267
153,998 —
521,994 658,426
$99,259,055 $74,413,474
$10.92 $8.65




statements of earnings
for the years ended December 31, 1985 and 1984

1985 1984
INVESTMENT INCOME:
Dividends
— Canadian ............. $1,446,620  $1,104,953
—IONEE evunmmmananmia 1,462,914 1,355,119
Inferest wonoremansssnans 965,005 1,382,138
3,874,539 3,842,210
EXPENSE:
Management fee (note 5) ... 1,447,146 1,196,722
Earnings before provision for
income taxes .............. 2,427,393 2,645,488
Provision for income taxes
tnote-4d) & s e mases 506,462 813,004
NET EARNINGS FOR
THE YEAR. ....c.cooinmiviomis s.sinsncs $1,920,931  $1,832,484

NET EARNINGS PER SHARE —
Based on average number
of shares outstanding
during the year ............ 22.5¢ 21.4¢

(See accompanying notes)



statements of changes in net assets
for the years ended December 31, 1985 and 1984

NET ASSETS, BEGINNING OF
AR e e e

ADDITIONS TO NET ASSETS:
Net earnings for the year ...

Proceeds from issue of
mutual fund shares (note 3)

Unrealized appreciation of
investments (note 2) ......

Net gain on sales of
SAcUNties™ -.i.cuaseevas

DEDUCTIONS FROM NET
ASSETS:

Dividends (note 5) .........

Payments on redemption of
mutual fund shares (note 3)

INCREASE IN NET ASSETS ..
NET ASSETS, END OF YEAR .

NET ASSET VALUE PER
SHARE (note 5):

Beginning of year ..........
Endofyear ..........oe0nn

*NET GAIN ON SALES
OF SECURITIES:

Proceeds from sales of
SECUNities (A) «u.voraveyro.

Cost of securities sold —
Securities at cost,
beginning of year ......

PUrChBS5eS e cioninicv soiesns

Securities at cost,
and:of year uoccucans

Cost of securities sold ......
Net gain on sales of securities

1985 1984
$74,413,474 $70,630,886
1,920,931 1,832,484
16,170,601 10,118,733
14,300,659 1,018,634
4,697,415 743,948
37,089,606 13,713,799
1,369,185 1,094,790
10,874,840 8,836,421
12,244,025 9,931,211
24,845,581 3,782,588
$99,259,055 $74,413,474
$8.65 $8.36
$10.92 $8.65
$ 9,472,119 § 1,514,965
39,079,551 32,446,933
9,537,117 7,403,635
48,616,668 39,850,568
43,841,964 39,079,551
4,774,704 771,017
$ 4697415 § 743,948

(a) Excluding short-term debt instruments redeemed
during the year of $25,591,580 (1984 — $44,647,254)

(See accompanying notes)



statement of investments and
other net assets

December 31, 1985

COMMON STOCKS — 76.33%

BANKS AND FINANCE COMPANIES — 5.70%

The Bank of Nova Scotia ........oouiuuiieiiiiiiiiie i iiiaaine s

Continental Bank of Canada .

The Royal Bank of Canada

The Toronto-Dominion Bank
ELECTRICAL AND ELECTRONICS — 12.03%

Canadian General Electric Company Limited .............co00vveeeneenn....

HiehlE.: vevicames s S sean

"Matsushita Electric Industrial Co., Ltd.

“Schiumberger Limited v covsnimimanimsminmvammemi s sive 15 T
LEISURE — 2.26%

CFUji Photo Film Co. LU, ..ottt
METALS AND MINING — 2.51%

Alcan Aluminium Limited™ ... ... . .ottt e e

Noranda Inc.
OFFICE SYSTEMS AND EQUIPMENT — 9.74%

“International Business Machines Corporation®* ..................cccovvvss

Moore Corporation Limited ....................iiiiiiiininiiianainnnns
OIL AND GAS — 7.66%

GUITCBVEER, o g m s b S A M S A e,

Imperial Oil Limited "A

“The Standard Oil Company (an Ohio Carporation) .

STEMMBCOING. ovvsniansesswrmiem i G N G RS R A e S s s

Bell Canada Enterprises INC. ............ooiiiiiiiiiiiiiiiiiiiiaeennnnnnns.
British Columbia Telephone Company
TRANSPORTATION — B.08%
Canadian Pacific Limited ..............ccoiiiiiiiiiiiiieaeaaeaennrnnnn,
“Norfolk Southern Corporation ..........
‘Santa Fe Southern Pacific Cnrporauon
MISCELLANEQUS — 22.91%
"Bristol-Meyers Corp. ™ ..o ..ottt e
*Campbell Soup Company ..................
“The Goodyear Tire and Rubber Company
Interco INCOrPOrated ... ........oveeneiueiiieeeneeananeenns
*McGraw Hill ,......
*PPG Industries Inc.
*The Sumitomo Marine and Fire Insurance Co. Ltd. .

TOTAL COMMON STOCKS ..ottt iiiiienans

PREFERRED STOCKS — 5.60%
Canadian Utilities Limited B.74% Retractable Second Preferred
OG- ovocoisooacsoosssnsins 100w g e S B R B S
Consolidated-Bathurst Inc. 6% 1966 Series ...................oovvvenenn...
Manitoba Properties 9%4% A Cumulative Retractable
Preferred Shares Series A

DOHOBA e ...................................

BONDS — 4.05%

GOVERNMENT AND GOVERNMENT GUARANTEED — 2.02%
Government of Canada 5%% May 1, 1990 ..............ccoveenn..
Government of Canada 10% October 1, 1995 ..
Government of Canada 9%% October 1, 2001

CORPORATE — 2.03%

*Matsushita Electric Industrial Co. Ltd.
Conv. Deb. 6%% November 20, 1990 .............vviriiiniennaannnnnns

TOTALBONDS . oo s i s v A S S e S e

TOTAL INVESTMENT PORTFOLIO — 85.98% ... ............cocvneeeennnnn,
Short-term notes — 13.57% .....ooviiiiiiiiiieerriiieinien e

“Foreign Securities
“*Qutstanding call options written

ACAN AR LIRS, s vrememma s e s e s TR S oy
Bristol-Meyers Corp. ..... .
International Business Machines corporahon T——

A statement of Portfolio Transactions for the year ended December 31, 1985 is availab
(See accompanying notes)



Number of
shares
or par value

110,185
40,000
50,848
77,393

60,000
900,000
141,900

25,000

160,000

49,976
30,000

30,000
112,505

125,000
33,819
15,000
40,000

109,141
30,149

120,000
25,000
60,000

35,000
40,000
60,000
30,000
40,000
60,000
900,000

? 60,000
= 55,000

70,000
11,500

$ 1,000,000
700,000
400,000

U.S. § 305000

Shares subject
to call
5,000
5,000
5,000

Diversification

Average Quoted of $10.000 of
coslt value net assets
$§ 514,452 $ 1,570,136 $ 158
375,505 425,000 43
696,423 1,760,612 177
1,261,698 1,905,803 192
1,830,000 4,560,000 460
811,920 4,849,187 488
60,535 1,254,807 126
1,394,594 1,280,730 129
18,208 2,243,819 226
824,337 2,017,781 204
752,075 468,750 47
1,588,019 6,504,188 655
1,965,611 3,164,203 319
2,501,813 2,609,375 263
988,508 1,724,769 174
815,748 1,046,440 105
1,900,929 2,224,013 224
1,930,693 4,597,565 463
398,494 798,949 81
312,285 2,250,000 227
1,124,894 2841211 286
1,163,310 2,926,884 295
2,850,087 3,249,471 327
666,008 2,762,531 278
2,168,009 2,622,656 264
1,494,413 2,974,092 300
2,209,208 2,685,600 2N
2,359,061 4,280,175 431
1,151,273 4,171,912 420
36,128,111 75,770,659 7,633
1,553,100 1,650,000 166
1,201,118 1,017,500 103
1,826,850 1,933,750 195
1,092,937 954,500 9
5,674,005 5,555,750 560
735,000 883,750 20
644,000 717,500 72
346,000 397,000 40
314,848 2,009,374 203
2,039,848 4,017,624 405
43,841,964 85,344,033 8,598
13,465,224 13,485,224 1,357
555,767 449,798 45
$57.862,955 $99.259,055 $10,000
Premium Market value
Date/Price received of option
May/$40 § 5,050 $ 11,500
March/§65 15,464 26,227
January/$140 27,515 116,271
$48,029 $153,998

upon request without charge from the registered office of the corporation.



auditors’ report

To the Shareholders of
Eaton Bay Commonwealth Fund Ltd.:

We have examined the statements of financial position of Eaton Bay
Commonwealth Fund Ltd. as at December 31, 1985 and 1984, the state-
ment of investments and other net assets as at December 31, 1985 and
the statements of earnings and changes in net assets for each of the
years in the two year period ended December 31, 1985. Our examina-
tions were made inaccordance with generally accepted auditing stand-
ards, and accordingly included such tests and other procedures as we
considered necessary in the circumstances.

In our opinion, these financial statements present fairly the financial
position of the corporation as at December 31, 1985 and 1984, the in-
vestments and other net assets as at December 31, 1985and the resuits
of its operations and the changes in its net assets for each of the years
in the two year period ended December 31, 1985 in accordance with
gengrally accepted accounting principles applied on a consistent

asis.

Toronto, Canada, (Signed) Clarkson Gordon
February 4, 1986. Chartered Accountants

notes to financial statements

December 31, 1985

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
These financial statements have been prepared within the frame-
work of the accounting policies summarized below.

{a) Investments are recorded in the accounts at their quoted value
in Canadian currency at the close of each business day, with the
difference between this amount and the average cost being
shown as unrealized appreciation (depreciation) of invest-
ments.

(b) The quoted value of foreign investments, other assets and lia-
bilities are translated into Canadian dollars at exchange rates
prevailing at the close of each business day.

(c) Purchases and sales of foreign securities and the related in-
come are translated into Canadian dollars at the rates of ex-
change prevailing on the respective dates of such transactions.

(d) The gain or loss on sales of securities is calculated with refer-
ence to the average cost of the related securities.

(e) The corporation follows the accrual method of recording

income and expenses, Security transactions are recorded on
the trade date. Dividends are recorded on the ex-dividend
dates.
For each mutual fund share sold, the corporation receives an
amount equal to the net asset value per share at the date of sale,
which amount is included in shareholders’ equity. Mutual fund
shares are redeemable at the option of shareholders at their net
asset value on the redemption date. For each share redeemed,
the issued and outstanding capital stock is reduced and share-
holders’ equity is reduced by the related net asset value at the
date of redemption.

(g) Premiums received by the corporation upon writing a call
option are recorded as a deferred credit and are adjusted daily
to the current market value of the call, If the optionis exercised,
the premium is included as part of the proceeds on dispostion of
the underlying security. |f the option expires, the premium is
taken into income.

(f

2. SHAREHOLDERS' EQUITY
Shareholders' equity consists of amounts paid for capital stock and
retained earnings and realized and unrealized appreciation of
investments.
The authorized capital stock as at December 31,1985 isan unlim-
ited number of mutual fund shares without nominal or par value.
The issued and outstanding capital stock is summarized as follows:

1985 — 9,085,650 mutual fund shares
1984 — B,602,661 mutual fund shares
The net unrealized appreciation of investments and call options
Is:

1985 1984
Balance, beginning of year ...... $27,095 441 $26,076,807
Unrealized appreciation
of investments during the year . 14,300,659 1,018,634

Balance, end of year ............ $41,396,100 £27,095.441



3. CAPITAL STOCK TRANSACTIONS
Capital stock transactions during the year were as follows:

1985 1984
Number Number
of shares Amount of shares Amount
Subscrip-
tions .... 1,615,820 $16,170,601 1,219,974 $10,118,733
Redemp-
tions .... 1,132,831 10,874,840 1,067,343 8,836,421

4. INCOME TAXES

Eaton Bay Commonwealth Fund Ltd. qualifies as a mutual fund cor-
poration forincome tax purposes. The provision for income taxesin
the statement of earnings includes taxes on interest income and
dividends from foreign corporations. Federal income taxes of 256%
payable on dividends from Canadian corporations are refundable
on the basis of one dollar for each four dollars that the fund dis-
tributes as dividends to its shareholders. Income taxes on taxable
capital gains are refundable when the realized gains are distributed,
or deemed to be distributed to shareholders through redemptions.
Accordingly, these refundable taxes are not deducted in arriving at
the net earnings for the year,

5. MANAGEMENT FEE AND DIVIDENDS

Under the terms of an agreement between the corporation and
Eaton Bay Funds Management Limited, all expenses, including
remuneration of directors and officers, incurred in the ordinary
course of business, other than brokerage fees and all taxes, are paid
by Eaton Bay Funds Management Limited. In return for this and
other investment management and administrative services, Eaton
Bay Funds Management Limited receives a management fee based
on the average net assets of the corporation.

Effective May 1, 1984, after approval by the shareholders, the
management fee was increased. Under the new fee structure in
1984, the fee would have been $1,244,565 if it had been in effect for
the full year. As a result the total fee charged to the corporationas a
percentage of net assets in 1984 would have been 1.7500%.

Net asset values per share, charges to the corporation, and divi-
dends paid per share over the last five years were as follows:

Total
fees charged
Net asset Dividends per share Total cortgo?;fion
value per share Out of Out of fees charged asa%
Beginning End net capital to the of average
of year ol year  earnings gains corparation net assets
1981 $5.80 §$ 566 16.7¢ 60.0¢ § 607,992 1.6500%
1982 5.66 6.90 164 38 596,002 1.6484
1983 6.90 836 114 nil 876,072 1.6040
1984 8.36 B65 129 nil 1,196,722  1.6827
1985 8.65 10,92 153 nil 1,447,146  1.7500

(a) Under the terms of the management agreement all charges
were paid by the corporation. Administrative charges and fees
for services provided to shareholders on an elective basis are
not included.

(b) Average net assets are calculated to be the average of the net
asset values determined on a daily basis.

(c) Management fee charges vary from one mutual fund toanother.

6. BROKERAGE FEES
During the year, the corporation paid brokerage commissions
amounting to $56,437 (1984 — $29,815) with respect to security
transactions.

7. DIRECTORS AND OFFICERS
During 1985 the corporation had twelve directors (1984 — fourteen)
znd seven officers (1984 — six). Three of the officers also served as
irectors.



directors

ALLAN L. BEATTIE .........ccoiiviuvnnn.. Toronto, Ont.
CHARLES W.BRAZIER ................ Vancouver, B.C.
EDMOND J. COURTOIS .........cveunen.. Montreal, Que.
J.V.RAYMONDCYR ........covovnennnn., Montreal, Que.
GEORGER.EATON ...........ccocvvunnnn. Toronto, Ont.
JOHN G EATON! sz s 555, 5w Toronto, Ont,
The Honorable
DOUGLAS D. EVERETT :uciovecon e s s Winnipeg, Man.
MURBAY. JLHOWE ...c.conemsmmeaanmasiss Toronto, Ont.
DAVID KINNEAR .. ... Toronto, Ont.
WILLIAM R. LIVINGSTON ................. Toronto, Ont.
PETERW.WOOD .........co0vviinieinnnnn Toronto, Ont.
GORDON D. deS. WOTHERSPOON ....... Uxbridge, Ont.
officers
ALLAN L. BEATTIE ...coinimmines Chairman of the Board
WILLIAM R. LIVINGSTON .......cooiiinninn.. President
RETER'W-WOOD:! cusswmesnmuins soevuss Vice-Chairman
Executive Vice-President
KENNETH L. BEAUGRAND ................ and Secretary
KEITHJ. MUNRO ... ..o Treasurer
JENNIFER I. LEDERMAN ............ Assistant-Secretary

CECILR HUNTER .......ccvvirvunnnn. Investment Adviser



business office
595 Bay Street
Toronto, Ontario M5G 2C6

manager and distributor
Eaton Bay Funds Management Limited
Toronto, Ontario

transfer agent and registrar
Eaton Trust Company

custodian
A Canadian Chartered Bank
Toronto, Ontario

auditors
Clarkson Gordon
Toronto, Ontario



The Advantages of an
Investment Fund

Diversification of
Risk

Your capital has a greater degree of
security through a wide participation
in various equity markets.

Liquidity You can buy or sell shares daily. The
net asset value is reported every day
in major newspapers.

Ownership You own a share of the fund’s

equities instead of lending your
capital to a financial institution for it
to use at a fixed rate.

Capital Growth
Potential

You have the potential to achieve
greater returns through ownership of
equities.

Protection Against
Inflation

You can retain the value of your
capital when the value of your
shares increases at a faster rate
than inflation.

Full-time
Professional
Management

Your fund is actively managed by
investment professionals who have
in the aggregate many years of
experience in the equity markets.

Tax Advantages

You can achieve higher after-tax
returns because of the tax exemption
applicable to capital gains.

Withdrawal Options

You can have a systematic
withdrawal plan which can provide
income and can reduce your
investment’s exposure to tax.

Shareholder

Your record-keeping is simplified.
Accounting
Transfer You can easily modify your invest-
Provisions ment objectives by transferring

between other funds in the Eaton Bay
group of funds at a nominal fee.

For full details, see your fund'’s
Simplified Prospectus.

The Eaton Bay group of funds includes:

Eaton Bay Dividend Fund Ltd.
Eaton Bay Growth Fund Ltd.
Eaton Bay Income Fund

Eaton Bay International Fund Ltd.
Eaton Bay Money Market Fund
Eaton Bay Viking Fund Limited



EATON BAY
COMMONWEALTH FUND
A PART OF THE EATON

FINANCIAL FAMILY

In today's ever changing economy, it is im-
portant for individuals to maximize the use of all
their resources in order to ensure that they meet
their financial responsibilities to their family
today and their own financial security in later
years. One way of accomplishing that maximiza-
tion is the development of a Financial Program
which clearly defines objectives and outlines
steps to be followed to reach these objectives.

At Eaton Financial the wide range of products
and services offered provides basic insurance
protection, savings, investment, and annuity
programs, each of which is a necessary part of
your total financial plan, and all available from a
single source. In addition, Eaton Financial
Representatives are trained to provide sound
advice when developing a total program specifi-
cally designed to meet your personal goals, by

(a) assessing your current needs using data
supplied by you;

(b) providing direction to help you establish
your current needs and long range objec-
tives; and

(c) making recommendations that will enable
you to achieve your overall goals.

Financial Planning ... the key for your security
TODAY and IN THE FUTURE. Eaton Financial
can help you start. Contact an Eaton Financial
Representative at an Eaton Financial Centre
location near you to discuss your personal
financial program.

EATON FINANCIAL SERVICES
Your financial department store.



fund highlights

® |ow initial investment. $25
minimum instalments if investing
under PreAuthorized Cheque
Plan. $300 investment required in
first twelve months.

Voluntary investments. No long
term contract.

Convenient payment system.
Automatic monthly transfers
from your bank account.

Inter-fund transfer privilege.

A balanced portfolio invested
internationally.

Service at any Eaton Financial

Centre.

For further information, please contact
your nearest Eaton Financial Centre.

/ THE INVESTMENT FUNDS INSTITUTE OF CANADA
MEMBER





