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to the shareholders:

In 1985, the net asset value per share of your Fund, including
dividends paid, increased 28.6%. 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 $82.3 million, up from
$65.0 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 12.5%, compared to 14.3% 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 tothe 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 outperformed the Canadian market once again
in 1985. As in 1984, the U.S. market outperformed the Cana-
dian market, as did the Japanese market after adjustment 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

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 — $32,099,894;
1984 — $29,387,070):

Canadian common stocks
Foreign common stocks ..

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

Short-term notes, at cost
which approximates market
yallle s e e

Accrued investment income
Accounts receivable:
Securities sold ......ocivan
Sharesiissued s

Refundable income taxes
{noteid) eniin vag e

LIABILITIES:

Accounts payable:
Shares redeemed ..........
Divldends! .ci.enmaaanni.

Income taxes payable
(noteid) ...ivisveannn v

Call options, at market
(premium received
1985 — $43,312; 1984 — nil)

NET ASSETS REPRESENTING
SHAREHOLDERS' EQUITY
(notes2and 3) .............

NET ASSET VALUE PER
SEHARE: .. et aiemmmn s

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

(See accompanying notes)

1985 1984
$28,049,866 $21,185,888
48,154,706 38,270,295
76,204,572 59,456,183
12,309 193,716
5,971,514 4,511,455
341,919 348,452
— 464,850
— 51,798
20,268 54,543
82,650,582 65,080,997
22,810 18,324
96,104 90,681

55,976 —

70,729 —
245,619 109,005
$82,304,963 $64,971,992
$13.50 $10.72




statements of earnings

for the years ended December 31, 1985 and 1984

1985 1984
INVESTMENT INCOME:
Dividends
— Canadian ............. § 865487 $ 916,149
— Other ...........oo.l. 1,200,150 1,304,754
Inferest . 554,744 456,308
2,620,381 2,677,211
EXPENSE:
Management fee (note 5) ... 1,254,429 1,049,317
Earnings before provision for
income taxes .............. 1,365,952 1,627,894
Provision for income taxes
(NOtEd) onrvavanncaninmy 325,500 318,475
NET EARNINGS FOR
THE YEAR :sunwiwimavssuian $1.040,452 $1,309.419
NET EARNINGS PER SHARE —
Based on average number
of shares outstanding
during the'year ....ooeoes 17.8¢ 21.3¢

(See accompanying notes)



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

NET ASSETS, BEGINNING OF
NEARS oz v asmnamanesaits

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
SOOUIIHEST i

DEDUCTIONS FROM NET
ASSETS:
Dividends —
out of net earnings
(nete d) s v
out of capital gains
(note 5) wurenes vin s
Payments on redemption of
mutual fund shares (note 3)
Unrealized depreciation of
investments (note 2) ......

INCREASE (DECREASE) IN
NET ASSETS ..............

NET ASSETS, END OF
2 R e

NET ASSET VALUE PER
SHARE (note 5):

Beginning of year ..........
Endiof year: .. aannmsin. s

*NET GAIN ON SALES
OF SECURITIES:

Proceeds from sales of
securities (a) .............

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

Securities at cost,
end of yearn oo

Cost of securities sold ......

Net gain on sales of
securities ..........c.....

1985

1984

$64,971,992 $65,438,582

1,040,452 1,309,419
8,514,774 3,854,791
14,008,148 ==
3,173,568 1,617,375
26,736,942 6,781,585
855,668 907,961
825,000 —
7,723,303 6,089,173
— 251,041
9,403,971 7,248,175
17,332,971 (466,590)
$82,304,963 $64,971,992
$10.72 $10.41
$13.50 $10.72
$ 7,578,559 §$ 2,931,192
29,387,070 25,627,756
7,117,815 5,073,131
36,504,885 30,700,887
32,099,894 29,387,070
4,404,991 1,313,817
$ 3,173,568 § 1,617,375

(a) Excluding short-term debt instruments redeemed
during the year of $20,593,711 (1984 — $19,376,699)

(See accompanying notes)



statement of investments and

other net assets
December 31, 1985

COMMON STOCKS — 92.59%

BANKS — 8.70%
The Bank of NOVA SCOUA™ .« .covivivaemiemmassmesaiems sama v
The Royal Bank of Canada ..........cc.cvieeremernivnnirennnennns

COMMUNICATIONS — 2.60%

Thomson NewsBagers Limiag. o i aran s e bt s

ELECTRICAL AN LECTRONICS — 7.76%

B I P e e N G P S
*SehlumbBerger L. . ..c.s oo simiasmsm e s s e

FOOD, BEVERAGES AND TOBACCO — 2.51%

*R..)..Reynolds INAUSIHBS, INC.. i evammmmmmmmn s s wiea

HOLDING COMPANIES — 2.51%

JANNOCK LIMARGT. - oo v iirmmmnis s s s S e

INDUSTRIAL PRODUCTS — 8.45%

Indal Limited ..........ccviivvinnins
Noma Industries Limited "A"

LEISURE — 15.77%

"Eastman Kodak COmMPany . .......coooiriiiaeiiiinainannennnns
*Fuji Photo Film Co., Ltd.
*Hilton Hotels Corporation

*Meredith COrpOration ..............ooovoeoosoiiiin
METALS AND MINING — 4.54%
AlcanAlaminiuny LIme™  vosvs s v samemmsasmancs o g

rf-;alconbndge Limited
L L T e e S
OFFICE SYSTEMS AND EQUIPMENT — 6.17
“International Business Machines Corporatlon" .................
Moaore Corporahon an:ted“ ..................................
OIL AND GAS — 4.06%
Shell Canada lelted A L T
"Texas Oil & GBS COrP. vttt it ieiieeas
PAPER AND FOFIEST RODUCTS — 1.52%
*Champion International Corporahon ............................
TRANSPORTATION — 6.50
*PACCARINC. .vvvvvvvnvinnennnns,
*Union Pacific Corporatlon A i
FUSAIT GroUD, INC. o ov e ee e iie e et et tarneeanernnsrnnn
MISCELLANEOUS — 21.50%

Canadian Corporate Management Company Limited “Y" .........
*Gibson Greetings, INC. .......ooiiiiiii i s
*Interco Incorporated ...............
"Eli Lilly and Company .............
*Merck & Co_, Inc. ..........coiuvnnn
*Pioneer Hi-Bred International, Inc.

Westburne International Industries Ltd. ....................

TOTAL COMMON STOCGKS . ooy auiamasiiasymes

TOTAL INVESTMENT PORTFOLIO — 92.59% . ...................
Short-term notes — T:28% socvuouiseiemins s ssessgs
Other assets less liabilities and

unearned option premiums — 0.15% ..
TOTAL NET ASSETS — 100.00%

“Foreign Securities
**Outstanding call options written

Alcan: Aluminium Limited :.ccowsaidniiieaaniaiiaiaiairssesie
The Bank of Nova Scotia .........cooveiiiiiiiiiiiiiiiiines
International Business Machines Corporation
Moore Corparation | LIMEed: .. vuemse siwssammamemnme s smnmmss -
Shell Canada Limited .........ccoiiiiiniineisssnon o ssimis s sms

A statement of Portfolio Transactions for the year ended December 31, 1985 is available

(See accampanying notes)



sification
0,000 of

Number ot Average Quoter

shares cost
285,930 $ 1443264 $ 4,074,503 $ 495
89,155 1,445,555 3,086,992 375
90,000 214,996 2,137,500 260
900,000 310,865 4,849,187 589
30,000 436,963 1,536,877 187
47,015 1,570,920 2,063,290 251
100,000 1,198,113 2,062,500 251
170,000 1,544,000 3,208,750 390
200,000 960,442 3,750,000 455
30,000 1,422,738 2,119,106 258
247,500 175,796 3,470,907 422
30,000 379.614 2,722,317 331
49,400 478,267 4,664,132 566
52,988 1,442,692 2,139,391 260
47,363 946,560 970,942 118
40,000 785,391 625,000 76
12,000 1,802,753 2,601,675 316
88,108 1,185,725 2,478,038 301
35,000 394,110 805,000 98
120,000 2,490,837 2,538,731 308
36,000 1,296,485 1,252,581 152
22,000 745,424 1,438,614 175
20,000 248,594 1,507,153 183
50,000 1,648,387 2,404,102 292
60,000 541,684 1,590,000 193
100,000 2,691,608 2,692,594 327
25,000 580,225 2,478,410 301
20,000 1,518,058 3,119,213 379
14,000 964,039 2,682,803 326
76,000 706,072 4,013,014 488
65,000 529,717 1,121,250 136
32,099,894 76,204,572 9.259
32,099,894 76,204,572 9,259
5,971,514 5,971,514 726
156,294 128,877 15
$38,227,702 $82,304,963 $10,000
Shares subject Premium Market value
to call Date/Price received of option
10,000 May/$40 $10,100 $23,000
25,000 March/$15 14,250 10,000
1,000 January/$140 5,502 23,254
10,000 May/$30 10,100 11,500
3,500 May/$25 3,360 2,975

$43,312 $70,729

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



auditors’ report

To the Shareholders of
Eaton Bay Growth Fund Ltd.:

We have examined the statements of financial position of Eaton Bay
Growth Fund Ltd. as at December 31, 1985 and 1984, the statement 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 examinations
were made in accordance with generally accepted auditing standards,
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 results
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
generally accepted accounting principles applied on a consistent
basis.

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.

(f) 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 option is exercised,
the premium is included as part of the proceeds on disposition
of the underlying security. If the option expires, the premium is
taken into income.

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

1985 — 6,097,856 mutual fund shares
1984 — 6,062,495 mutual fund shares



The net unrealized appreciation (depreciation) of investments
and call options is:

1985 1984
Balance, beginning of year ...... $30,069,113  $30,320,154
Unrealized appreciation
(depreciation) of investments
during theyear ............... 14,008,148 (251,041)
Balance, end of year ............ $44,077,261 $30,069,113

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

1985 1984
Number Number
of shares Amount of shares Amount
Subscrip-
tions .... 679,298 $8,514,774 377,191 $3,854,791
Redemp-
tions .... 643,937 7,723,303 603,752 6,089,173
INCOME TAXES

Eaton Bay Growth Fund Ltd. qualifies as a mutual fund corporation
for income tax purposes. The provision for income taxes in the
statement of earnings includes taxes on interest income and
dividends from foreign corporations. Federal income taxes of 25%
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.

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 $1,084,816 if it had been in effect for
the full year. As a result the total fee chargedto 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
Nelasset  Dividendspershare Tom  comoration
__value per share gy of Outof  fees charged asa%
Beginning End net capital to the of average
of year of year  earnings gains corporation net assets
1981 $ 852 $ 7.94 13.7¢ 49.7¢ § 832,745 1.4565%
1982 7.94 8.87 17.7 4.7 798,142 1.6219
1983 8.87 1041 138 297 990,293  1.5839
1984 10.41 10.72 15.2 nil 1,049,317  1.6927

1985 1072 1350 143 13.8 1,254,429  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 to another.

BROKERAGE FEES

During the year, the corporation paid brokerage commissions

amounting to $32,613 (1984 — $32,885) with respect to security

transactions.

DIRECTORS AND OFFICERS

During 1985 the corporation had twelve directors (1984 — fourteen)

gnd steven officers (1984 — six). Three of the officers also served as
irectors.



ALLAN L. BEATTIE ... ... Toronto, Ont.
CHARLES W. BRAZIER ................ Vancouver, B.C.
EDMONDJ:- COURTOIS 5 sunsvivmvsaniies: Montreal, Que.
J: Ve RAYMOND EYR: 2 s asp ssnvpvsaies Montreal, Que.
GEORGE:R: EATON: . vus vun van susnsimasscs Toronto, Ont.
JOHN G BATON cvvaris s s s samssnismaias Toronto, Ont.

The Honorable

DOUGLAS D. EVERETT ......coivinvnn. Winnipeg, Man.
MURRAY J.HOWE .................cooone Toronto, Ont.
DAVIDKINNEAR :acvassvan v s vemiisaims Toronto, Ont.
WILLIAM R. LIVINGSTON ................. Toronto, Ont.
RETERW! WOOB ... summnmmmsmbosmnos Toronto, Ont.
GORDON D. deS. WOTHERSPOON ....... Uxbridge, Ont.
officers
ALLAN L.BEATTIE: caesun i Chairman of the Board
WILLIAM R. LIVINGSTON ...........coiiinnn. President
PETERW: WOOBD .ncvvascuns ooy s avieassas Vice-Chairman
Executive Vice-President
KENNETH L. BEAUGRAND ................ and Secretary
KEITHJ. MUNRO ... ... ... Treasurer
JENNIFER |. LEDERMAN ............ Assistant-Secretary

CECIL:B: HUNTER' wonvmsomasaeimasase 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 Your capital has a greater degree of
Risk 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 You have the potential to achieve
Potential greater returns through ownership of
equities.

Protection Against  You can retain the value of your

Inflation capital when the value of your
shares increases at a faster rate
than inflation.

Full-time Your fund is actively managed by
Professional investment professionals who have
Management 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 Commonwealth Fund Ltd.
Eaton Bay Dividend Fund Ltd.

Eaton Bay Income Fund

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



EATON BAY
GROWTH 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

e Low 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.

Invested primarily in international
growth securities.

Service at any Eaton Financial
Centre.

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

e
/ THE INVESTMENT FUNDS INSTITUTE OF CANADA
MEMBER





