
MANAGEMENT DISCUSSION OF FUND PERFORMANCE

Investment Objectives and Strategies

The principal investment objective of BMO Nesbitt Burns U.S. 
Stock Selection Fund is to achieve long-term capital growth 
consistent with the preservation of capital by investing 
primarily in equity securities of large U.S. companies that have 
long-term growth potential or that pay or are expected to pay 
above-average dividends.

The Fund seeks to achieve its investment objective by 
investing primarily in common shares of U.S. companies 
that are selected by Harris Investment Management, Inc. The 
Fund is oriented primarily towards investments in large U.S. 
companies primarily with market capitalizations in excess of 
U.S. $1.5 billion. 

A majority of the Fund’s assets will be invested in a diversified 
portfolio of shares of U.S. companies that, on a sectoral basis, 
will tend to reflect the sector weightings of the major industry 
sectors of the companies comprising the S&P 500 Index.  

Risk

No changes affecting the overall level of risk of investing in 
the Fund were made in the one-year period ended December 
31, 2009. The risks of this Fund remain as discussed in the 
Simplified Prospectus.

Results of Operations

The Fund’s Class A units returned 6.9% ($C), net of expenses, 
whereas the S&P 500 returned 9.1% ($C) for the one year period 
ended December 31, 2009.

Both sector allocation and stock selection added to the 
overall performance. The Fund had particularly strong issue 
selection in Materials and Health Care, while the selection 
in Consumer Discretionary and Consumer Staples detracted 
from results. Holdings that contributed to positive results (on 
a weighted contribution basis) were Western Digital – 3.1%, a 
hard drive manufacturer; Freeport-McMoRan Copper & Gold 
– 2.3%, an exploration, mining and production company; and 
International Business Machines (IBM) – 1.8% a multinational 
computer, technology and consulting company. Issues that 
detracted from results were Procter & Gamble (-0.8%), a global 
manufacturer and seller of consumer goods; Exxon Mobil 
(-0.7%), a global energy producer and distributor; and MetLife 
(-0.7%), the largest life insurer in the U.S.

As the period began, economic data clearly showed a broad 
and intensified deterioration as the year old financial crisis 
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continued to impact the broader economy. While businesses 
looked to conserve cash and weather the economic storm, 
many announced layoffs and lowered earnings forecasts. 
The impact from declining manufacturers output, falling 
consumer confidence, rising unemployment and inaccessible 
credit markets for many businesses and consumers led to 
meaningfully lower spending. In response, the U.S. Federal 
Reserve lowered key interest rates to their lowest level in five 
years. The markets continued to be negatively influenced 
by weak economic indicators such as a contraction in 
manufacturing, few signs of a recovery in the housing market 
and rising unemployment. By the end of the first quarter, the 
market began to rally on some unexpected positive news 
regarding manufacturing sector strength and better-than-
expected earnings forecasts from financial institutions.  

Throughout the remaining three quarters of the year, the 
global markets staged an impressive recovery as economic 
conditions began to improve. The financial market’s sizable 
recovery from first quarter lows was in large part due to 
substantial governmental fiscal and monetary intervention.  
The government efforts stabilized the markets at a crucial 
junction and in the near-term partially offset weaker end-
user demand. Impressive gains were primarily generated by 
rebounding, low-price issues that had been driven down by 
fundamental concerns.  

Importantly, the Fund is starting to see early signs that the 
significant junk rally (low quality issues outperformance of 
high quality issues) has begun to abate as the market slowly 
returns to rewarding issues with improving fundamentals.  
Still weighing on consumer confidence however, continues to 
be high unemployment and the U.S. soft housing markets.  

For information on the Fund’s longer-term performance and composition, 
please refer to the Past Performance section and Summary of Investment 
Portfolio section of this report.

Recent Developments   

History shows that the recent performance trend of low-quality 
issues outperforming is not sustainable. Lower quality issues 
typically have weaker fundamentals. In the coming months, 
fourth quarter earnings quality will be an important signal 
for the markets. The unprecedented amounts of government 
stimulus, both monetary and fiscal, have clearly benefited 
the markets. Of concern is how the markets will react to the 
timing and the form of a reduction of government stimulus. A 
sustainable recovery in economic growth needs to be driven by 
end-user demand, not inventory destocking and cost-cutting.  
Key to end-user demand will be an improvement in the number 
of people employed and growth in wages. Consumers are 
expected to remain cautious as they seek to repair their personal 

balance sheets by deleveraging (increase their savings rate)
and raising personal savings rates. Although historically steep 
downturns have been followed by strong recoveries, consensus 
expectations are calling for a more moderate recovery due to 
the broad financial impact of this recession. Household and 
national debts levels will make it challenging to return to the 
stronger growth patterns witnessed in past recoveries. 

Change in the Composition of the Fund’s Independent  
Review Committee
On April 29, 2009, Charles W. White was appointed a Judge of 
the Court of Appeal of the Supreme Court of Newfoundland 
and Labrador and, as a result was required to resign from his 
position as Chair of the Fund’s Independent Review Committee 
(IRC). On May 28, 2009, the Fund’s IRC appointed Louise 
Vaillancourt-Châtillon to act as Chair.

The current members of the Fund’s IRC are Allen B. Clarke, 
Kenneth W. McArthur, John K. McBride, R. Jamie Plant and 
Louise Vaillancourt-Châtillon (Chair). Additional information 
regarding the Fund’s IRC is available in the Fund’s most recent 
annual information form.

Transition to International Financial Reporting Standards
Canadian publicly accountable enterprises, which include 
mutual funds, will be required to prepare their financial 
statements in accordance with International Financial 
Reporting Standards (“IFRS”), as issued by the International 
Accounting Standards Board, for financial years beginning on 
or after January 1, 2011. Effective January 1, 2011, the Fund will 
adopt IFRS as the basis for preparing its financial statements. 
The Fund will issue its financial results for the annual period 
ending December 31, 2011 prepared in accordance with IFRS, 
which will include comparative data on an IFRS basis, and an 
opening statement of net assets as at January 1, 2010.

In order to meet the requirement to transition to IFRS, the 
Manager established a committee for the development and 
implementation of a transition plan and to provide oversight 
of the transition to IFRS. The transition plan is comprised of 
three phases: IFRS diagnostic assessment; implementation 
and education; and completion of all integration changes.

The Manager has not currently identified any changes that will 
impact net asset value per unit as a result of the changeover 
to IFRS. However, this present determination is subject to 
change resulting from the issuance of new standards or new 
interpretations of existing standards.

Adoption of New Accounting Policies

Emerging Issues Committee – 173 (“EIC-173”)
For the year ended December 31, 2009, the Fund adopted 
EIC-173, “Credit Risk and the Fair Value of Financial Assets 
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and Financial Liabilities”. EIC-173 clarifies that credit risk 
and counter party risk should be considered in determining 
the fair value of financial instruments. The adoption of this 
new standard did not have a significant impact on the Fund’s 
financial statements.

Financial Instruments Disclosure and Presentation
On January 1, 2008, the Fund adopted Canadian Institute of 
Chartered Accountants Handbook (“CICA”) Section 3862, 
“Financial Instruments – Disclosures” and Section 3863, 
“Financial Instruments – Presentation”. These standards 
replaced Section 3861, “Financial Instruments – Disclosure 
and Presentation” and increase the emphasis on the disclosure 
of risks associated with financial instruments and how those 
risks are managed. The adoption of the standards did not 
impact the daily price of the Fund’s securities for subscription 
and redemption purposes, nor for the calculation of net assets. 

The Accounting Standards Board of the CICA recently 
issued an amendment to CICA Handbook Section 3862, 
“Financial Instruments – Disclosures”. The Fund adopted 
this amendment for the fiscal 2009 financial statements in line 
with the requirement of the standard. The amendments to the 
existing standard require classification of the Fund’s financial 
instruments into three levels based on the inputs used to value 
the financial instruments. Level 1 securities are based on 
quoted prices in active markets for identical securities. Level 
2 securities are based on significant observable market inputs, 
such as quoted prices from similar securities and quoted prices 
in inactive markets. Level 3 securities are based on significant 
unobservable inputs that reflect the Fund’s determination of 
assumptions that market participants might reasonably use in 
valuing the securities. The valuation levels are not necessarily 
an indication of the risk or liquidity associated with the 
underlying investment. For example, Canadian government 
bonds are generally high-quality and liquid; however, they may 
be reflected as Level 2 because the inputs used to determine fair 
value may not always be quoted prices in an active market.

Related Party Transactions 

BMO Nesbitt Burns Inc., an indirect, wholly-owned  
subsidiary of Bank of Montreal is the Manager, and principal 
distributor of the Fund. From time to time, BMO Nesbitt 
Burns Inc. may, on behalf of the Fund enter into transactions 
or arrangements with or involving other members of Bank 
of Montreal Group of Companies, or certain other persons or 
companies that are related or connected (a Related Party).

Portfolio Manager
BMO Nesbitt Burns Inc., as Manager of the Fund, has hired 
Harris Investment Management, Inc. (HIM), a Related Party, to 

provide investment advice and make investment decisions for 
the Fund’s investment portfolio. HIM receives an investment 
advisory fee based on assets under management that is paid 
quarterly. HIM is paid by BMO Nesbitt Burns Inc. and not by 
the Fund.

Distribution Services
BMO Nesbitt Burns Inc. sells units of the Fund through its 
sales representatives. The Manager pays trailer fees to these 
sales representatives based on the amount of assets held in 
the investor’s account and additionally, in some cases, on the 
amount of the initial purchase. There may be other fees and 
expenses payable in respect to the operation of the investor’s 
account with BMO Nesbitt Burns Inc. that could affect the 
investment in units of the Fund, if the investor receives 
special services, such as switch fees and registered plan fees. 
The amount of these fees should be discussed with your sales 
representative at the time of purchase or switch and when your 
account or registered tax plan is established.

Unitholder Services
The Fund is provided with certain facilities and services by 
Related Parties. Unitholder services, such as fund accounting, 
record keeping and purchase/redemption order processing, 
are provided by Bank of Montreal Ireland p.l.c. and JHIC, in 
its capacity as the Fund’s Registrar. Fees associated with these 
services are paid by the Manager and charged to the Fund. The 
fees charged to the Fund during the period were as follows:

	 December 31, 2009	 December 31, 2008
 
Unitholder Servicing Fees	 $28,918	 $17,207
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Financial Highlights

The following tables show selected key financial information about 
the Fund and are intended to help you understand the Fund’s 
financial performance for the periods indicated.

The Fund’s Net Assets per Unit1

CLASS A		  2009	 2008	 2007	 2006	 2005
		  ($)	 ($)	 ($)	 ($)	 ($)

Net Assets, beginning of year		   5.48 	  6.84 	  7.372 	 6.53 	 6.47 

Increase (decrease)  
  from operations:					   
  Total revenue		  0.06 	  0.11 	  0.11 	 0.10 	 0.09 
  Total expenses3		  (0.12) 	 (0.13) 	 (0.16) 	 (0.14) 	 (0.14) 
  Realized gains (losses) 
    for the period		  (0.10) 	 (0.35) 	 (0.17) 	 (0.11) 	 (0.09) 
  Unrealized gains (losses) 
    for the period		  0.51 	 (1.00) 	 (0.20) 	 0.90 	 0.23 

Total increase (decrease) 
  from operations4		  0.35 	 (1.37) 	 (0.42) 	 0.75 	 0.09 
Distributions:					   
  From income 
    (excluding dividends)		   – 	  – 	  – 	  – 	  – 
  From dividends		   – 	  – 	  – 	  – 	  – 
  From capital gains		   – 	  – 	  – 	  – 	  – 
  Return of capital		   – 	  – 	  – 	  – 	  – 

Total annual distributions5		   – 	  – 	  – 	  – 	  – 
Net Assets, end of period		  $5.87 	 $5.48 	 $6.84 	 $7.37 	 $6.53  

FINANCIAL HIGHLIGHTS

Management Fees

As Manager of the Fund, BMO Nesbitt Burns Inc. is  
responsible for the day-to-day management of the business and 
operations of the Fund. It monitors and evaluates the Fund’s 
performance, pays for the investment advice provided by the 
Fund’s Portfolio Manager and provides certain administrative 
services required by the Fund. As compensation for its services, 
BMO Nesbitt Burns Inc. is entitled to receive a management 
fee payable monthly, calculated based on the daily net asset 
value of each class of the Fund at the maximum annual rate set 
out in the below table.

	 As a percentage
	 of Management Fees

	 General
	 Annual		  Administration
	 Management	 Dealer	 Investment
	 Fee Rate*	 Compensation	 Advice and Profit
	 %	 %	 %

Class A Units	 2.00	 66.67	 33.33 
Class F Units	 1.00	 –	 100.00

*  �Because the Manager pays lower or no distribution, service or trailing fees on Class F 
units, Class F units have a lower management fee than Class A.
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1)  �This information is derived from the Fund’s audited financial statements. The net assets 
per unit presented in the financial statements differs from the net asset value per unit 
calculated for Fund pricing purposes. An explanation of these differences can be found in 
the notes to the Fund’s financial statements. 

2)  �The provisions of Section 3855 have been applied retroactively without restatement of 
prior periods. Accordingly the opening Net Assets for the period ended December 31, 2007 
has been adjusted.

3)  �Prior to 2007, commissions and other Fund transaction costs were not included in expenses 
as they were included in realized and unrealized gains/(losses).

4)  �Net assets and distributions are based on the actual number of units outstanding at 
the relevant time. The increase/decrease from operations is based on the weighted 
average number of units outstanding over the financial period. 

5)  �Distributions were paid in cash or reinvested in additional units of the Fund, or both, 
where applicable.

CLASS F		  2009	 2008 	 2007	 2006	 2005
		  ($)	 ($)	 ($)	 ($)	 ($)

Net Assets, beginning of year		   4.94 	  4.98 	  – 	  – 	  – 

Increase (decrease) 
  from operations:					   
  Total revenue		   0.05 	  0.02 	  – 	  – 	  – 
  Total expenses		  (0.06) 	  (0.01)	  – 	  – 	  – 
  Realized gains (losses) 
    for the period		  (0.02) 	  (0.14)	  – 	  – 	  – 
  Unrealized gains (losses) 
    for the period		  0.80 	  0.09 	  – 	  – 	  – 

Total increase (decrease) 
  from operations4		  0.77 	  (0.04)	  – 	  – 	  – 
Distributions:					   
  From income 
    (excluding dividends)		   – 	  – 	  – 	  – 	  – 
  From dividends		  0.02 	  – 	  – 	  – 	  – 
  From capital gains		   – 	  – 	  – 	  – 	  – 
  Return of capital		   – 	  – 	  – 	  – 	  – 

Total annual distributions5		  0.02 	  – 	  – 	  – 	  – 
Net Assets, end of period		  $5.41 	 $4.94 	  – 	  – 	  – 

1)	� This information is provided as at December 31 of the period shown.
2)	� Management expense ratio is based on total expenses (excluding commissions and 

other portfolio transaction costs) for the stated period and is expressed as an annualized 
percentage of daily average net asset value during the period. In the period a Fund is 
established, the management expense ratio is annualized from the date of inception to 
December 31.

	� Nesbitt Burns absorbed certain expenses or waived certain fees otherwise payable by a 
class. In doing so, Nesbitt Burns attempts to maintain the overall MER of the Fund at a 
relatively consistent level. Nesbitt Burns may discontinue the absorption or waiver at any 
time.

3)	� The Fund’s portfolio turnover rate indicates how actively the Fund’s Portfolio Adviser 
manages its portfolio investments. A portfolio turnover rate of 100% is equivalent to 
the Fund buying and selling all of the securities in its portfolio once in the course of the 
year. The higher a Fund’s portfolio turnover rate in a year, the greater the trading costs 
payable by the Fund in the year, and the greater the chance of an investor receiving 
taxable capital gains in the year. There is not necessarily a relationship between a 
high turnover rate and the performance of a Fund. The rate is calculated based on the 
lesser of purchases or sales of investments divided by the average market value of the 
portfolio investments, excluding short-term investments.  

4)	� The trading expense ratio represents the total commissions and other portfolio transaction 
costs expressed as an annualized percentage of daily average net asset value during the 
period. 

5)	� This information is derived from the Fund’s audited financial statements. The net assets 
per unit presented in the financial statements differs from the net asset value per unit 
calculated for portfolio pricing purposes. An explanation of these differences can be found 
in the notes to the financial statements. 

Ratios and Supplemental Data

CLASS A		              
	 2009	 2008	 2007	 2006	 2005
Total net asset value (000’s)1	 $5,638 	 $6,452 	 $9,743 	 $11,662 	 $15,164 

Number of units outstanding1	  960,825 	  1,176,142 	  1,421,949 	  1,582,043 	  2,321,528 

Management expense ratio2	 2.10%	 2.00%	 2.12%	 2.12%	 2.12%

Management expense ratio before  

  waivers or management absorptions2	 2.10%	 2.00%	 2.12%	 2.12%	 2.12%

Portfolio turnover rate3	 54.60%	 35.57%	 49.73%	 48.00%	 39.39%

Trading expense ratio4	 0.12%	  0.06 	  0.09 	  0.09 	  0.08 

Net asset value per unit5	 $5.87 	 $5.49 	 $6.85 	 $7.37 	 $6.53  

CLASS F		              
	 2009	 2008	 2007	 2006	 2005
Total net asset value (000’s)1	 $19,402 	 $6 	  – 	  – 	  – 

Number of units outstanding1	  3,585,506 	  1,205 	  – 	  – 	  – 

Management expense ratio2	 1.04%	 0.95%	  – 	  – 	  – 

Management expense ratio before  

  waivers or management absorptions2	 1.04%	 0.95%	  – 	  – 	  – 

Portfolio turnover rate3	 54.60%	 35.57%	  – 	  – 	  – 

Trading expense ratio4	 0.13%	 0.05%	  – 	  – 	  – 

Net asset value per unit5	 $5.41 	 $4.95 	  – 	  – 	  – 
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PAST PERFORMANCE 

General

The Fund’s performance information assumes that all 
distributions made by the Fund in the periods shown were 
used to purchase additional units of the Fund and is based on 
the net asset value of the Fund.

The performance information does not take into account 
sales, redemption, distribution or other optional charges that, 
if applicable, would have reduced returns or performance.  
Please remember, how the Fund has performed in the past 
does not indicate how it will perform in the future.

If a Fund offers more than one class, the class returns may differ 
for a number of reasons, including if the class was not issued 
and outstanding for the entire reporting period and because of 
the different levels of management fees payable by each class.

Year-by-Year Returns 

The following bar charts show the performance for each class 
of the Fund for each of the financial years shown. The charts 
show in percentage terms how much an investment made on 
the first day of each financial year would have increased or 
decreased by the last day of the financial year.

20.00%

10.00%

0.00%

-10.00%

-20.00%

-30.00%

20.00%

10.00%

0.00%

-10.00%

-20.00%

-30.00%

(1.00%)

20082

0.60%
4.80% 2.21%

6.93%

0.93%

12.86%

(7.06%)

(19.85%)
(16.20%)

(28.35%)

20001 2003 2004 2005 2006

2001 2002 2008

2009

2007

CLASS A

CLASS F

1 �For the period beginning February 17, 2000 to December 31, 2000.

2 �For the period beginning October 31, 2008 to December 31, 2008.

9.48%

2009



BMO Nesbitt Burns Group of Funds

annual management report of fund performance –  BMO NESBITT BURNS U.S. Stock Selection Fund

Annual Compound Returns  	

This chart compares the historical annual compound returns 
of the Fund with the S&P 500 Index (C$), which reflects 
changes in the performance of the 500 U.S. based publicly 
traded companies in the index, including all dividends and 
interest payments received.

	 BMO Nesbitt Burns	 S&P	  
	 U.S. Stock	 500 
	 Selection Fund1	 IndexClass A
Since Inception2	 (5.12%)	 (3.44%)
One Year	 6.93%	 9.08%
Three Years	 (7.30%)	 (8.81%)
Five Years	 (1.93%)	 (2.16%)

Class F
Since Inception3 	 7.15%	 3.04%
One Year	 9.48%	 9.08%

1	� The Fund’s return is after the deduction of expenses, while the benchmark does not 
include any cost of investing.

2	� The inception date for Class A is February 17, 2000.
3	� The inception date for Class F is October 31, 2008.

A commentary on the market and/or information regarding the  
relative performance of the Fund as compared to its benchmark can be 
found under the Results of Operations section of this report.

SUMMARY OF INVESTMENT PORTFOLIO
As at December 31, 2009

Portfolio Allocation	 % of Net Asset Value 

Information Technology 	  21.0 

Financials	  13.2 

Health Care	  12.3 

Energy	  11.1 

Consumer Staples 	  9.7 

Industrials	  8.9 

Consumer Discretionary 	  7.9 

Materials	  5.0 

Telecommunication Services 	  4.5 

Utilities	  3.5 

Cash/Receivables/Payables	  2.9  

Top 25 Holdings	 % of Net Asset Value

Oracle Corporation	  3.6 

Western Digital Corporation	  3.6 

Arch Capital Group Limited	  3.2 

Ingram Micro Inc.	  3.2 

Hewlett-Packard Company	  2.9 

Cash/Receivables/Payables	  2.9 

Medco Health Solutions, Inc.	  2.8 

United Technologies Corporation	  2.7 

Exxon Mobil Corporation	  2.7 

Centerpoint Energy Inc.	  2.6 

Centurytel Inc.	  2.6 

International Business Machines Corporation	  2.5 

Coca Cola Enterprises	  2.4 

Amgen Inc.	  2.4 

McDonald’s Corporation	  2.3 

Western Union Company	  2.3 

WellPoint, Inc.	  2.2 

Noble Corporation	  2.2 

Goldman Sachs Group, Inc.	  2.2 

JPMorgan Chase & Co.	  2.1 

American Financial Group Inc.	  2.1 

Wal-Mart Stores Inc.	  1.9 

Crown Holdings Inc.	  1.9 

AT&T Inc.	  1.9 

Microsoft Corporation	  1.9 

Top holdings as a percentage of total net asset value	 63.1

Total Net Asset Value	 $25.0 million

	
The summary of investment portfolio may change due to the Fund’s ongoing portfolio 
transactions. Updates are available quarterly.
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This document may contain forward-looking statements relating to anticipated future events, results, circumstances, performance or expectations that are not historical 
facts but instead represent our beliefs regarding future events. By their nature, forward-looking statements require us to make assumptions and are subject to inherent 
risks and uncertainties. There is significant risk that predictions and other forward-looking statements will not prove to be accurate. We caution readers of this document 
not to place undue reliance on our forward-looking statements as a number of factors could cause actual future results, conditions, actions or events to differ materially 
from the targets, expectations, estimates or intentions expressed in the forward-looking statements. Actual results may differ materially from management expectations 
as projected in such forward-looking statements for a variety of reasons, including but not limited to market and general economic conditions, interest rates, regulatory 
and statutory developments, the effects of competition in the geographic and business areas in which the Fund may invest and the risks detailed from time to time in BMO 
Nesbitt Burns Group of Funds’ simplified prospectus. We caution that the foregoing list of factors is not exhaustive and that when relying on forward-looking statements 
to make decisions with respect to investing in the Fund, investors and others should carefully consider these factors, as well as other uncertainties and potential events, 
and the inherent uncertainty of forward-looking statements. Due to the potential impact of these factors, BMO Nesbitt Burns Inc. does not undertake, and specifically 
disclaims, any intention or obligation to update or revise any forward-looking statements, whether as a result of new information, future events or otherwise, unless 
required by applicable law.

BMO Nesbitt Burns Inc.
1 First Canadian Place, 54th Floor, P.O. Box 150
Toronto, Ontario  M5X 1H3
www.bmonesbittburns.com 
contact.centre@bmonb.com
1-800-361-1392

® “BMO (M-bar roundel symbol)” is a registered trade-mark of Bank of Montreal, used under licence. 
® “Nesbitt Burns” is a registered trade-mark of BMO Nesbitt Burns Corporation Limited, used under licence. Member Canadian Investor Protection Fund.


