Acv Canadian Securities Autorités canadiennes
Administrators en valeurs mobiliéres

CSA Notice and Request for Comment

Reducing Regulatory Burden for Investment Fund Issuers — Phase 2, Stage 1

September 12, 2019
Introduction
The Canadian Securities Administrators (the CSA or we) are publishing for a 90-day comment period
e proposed amendments to
0 National Instrument 14-101 Definitions (NI 14-101),
0 National Instrument 41-101 General Prospectus Requirements (NI 41-101),
o National Instrument 81-101 Mutual Fund Prospectus Disclosure (NI 81-101),
o0 National Instrument 81-102 Investment Funds (NI 81-102),
o National Instrument 81-106 Investment Fund Continuous Disclosure (NI 81-106), and
o0 National Instrument 81-107 Independent Review Committee for Investment Funds (NI 81-107),
e proposed consequential amendments to
o National Instrument 13-101 System for Electronic Document Analysis and Retrieval (SEDAR), and
o0 Multilateral Instrument 13-102 System Fees for SEDAR and NRD
(collectively, the Proposed Amendments), and
e proposed changes to
o National Policy 11-202 Process for Prospectus Reviews in Multiple Jurisdictions,
0 Companion Policy 41-101CP to National Instrument 41-101 General Prospectus Requirements,
0 Companion Policy 81-101CP to National Instrument 81-101 Mutual Fund Prospectus Disclosure,
o0 Companion Policy 81-102CP to National Instrument 81-102 Investment Funds,

o0 Companion Policy 81-106CP to National Instrument 81-106 Investment Fund Continuous Disclosure
(81-106CP), and

0 Commentary in National Instrument 81-107 Independent Review Committee for Investment Funds
(collectively, the Proposed Changes).
The Proposed Amendments and Proposed Changes are part of the first stage of Phase 2 of the CSA'’s efforts to reduce
regulatory burden for investment fund issuers. On May 24, 2018, CSA Staff published CSA Staff Notice 81-329

Reducing Regulatory Burden for Investment Fund Issuers, which provided an overview of the CSA’s work to date and
indicated that the Proposed Amendments and Proposed Changes were forthcoming.



The text of the Proposed Amendments and Proposed Changes is contained in Appendix B and will also be available
on the websites of CSA jurisdictions, including

www.bcsc.bc.ca,
www.albertasecurities.com,
www.fcaa.gov.sk.ca,
www.mbsecurities.ca,
WWW.0SC.gov.on.ca,
www.lautorite.qc.ca,
www.fcnb.ca, and
https://nssc.novascotia.ca.

Substance and Purpose

The Proposed Amendments and Proposed Changes represent the first stage of the CSA’s initiative to reduce the
regulatory burden for investment fund issuers. Specifically, the objectives of the Proposed Amendments are to

¢ remove redundant information in selected disclosure documents,
e use web-based technology to provide certain information about investment funds,
e codify exemptive relief that is routinely granted, and

 minimize the filing of documents that may contain duplicative information, such as Personal Information Forms
(PIFs).

Background

The CSA have identified reviewing regulatory burden for reporting issuers as a key priority for the 2016-2019 period.*
The focus of the CSA's review is to identify areas that would benefit from a reduction of any undue regulatory burden
and to streamline those requirements without negatively impacting investor protection or efficiency of the capital
markets.

Efforts aimed at identifying opportunities for the reduction of regulatory burden on investment fund issuers began in
March 2017.2 The efforts are being carried out in two phases.

Phase 1

In Phase 1, CSA Staff conducted a comprehensive review of the current investment fund disclosure regime, evaluated
disclosure elements borrowed from the non-investment fund reporting issuer regime, gathered information on relevant
regulatory reforms conducted by other regulators internationally, and received feedback from stakeholders. Based on
these efforts, CSA Staff identified potential areas of focus for development of proposals aimed at reducing regulatory
burden for investment fund issuers while maintaining investor protection and efficiency of the capital markets.

Phase 2

In Phase 2, CSA Staff decided to prioritize, investigate and develop proposals regarding the areas of focus identified
in Phase 1. Prioritization was based on whether the proposed changes could be implemented in the near term and at
limited cost to stakeholders, without compromising investor protection or efficiency of the markets. The scope was later
broadened to consider the burden associated with not only disclosure requirements but some operational matters as
well. Phase 2 will be carried out in several stages.

As part of the first stage of Phase 2, CSA Staff are now publishing for comment the Proposed Amendments and
Proposed Changes.

! https://Iwww.securities-administrators.ca/uploadedFiles/General/pdfs/CSA_Business_Plan_2016-2019.pdf

2The CSA is pursuing a separate project to reduce burden for non-investment fund reporting issuers and issued CSA Staff Notice 51-
353 Update on CSA Consultation Paper 51-404 Considerations for Reducing Regulatory Burden for Non-Investment Fund Reporting
Issuers on March 27, 2018.



Summary of Proposed Amendments and Proposed Changes

CSA Staff have organized the Proposed Amendments and Proposed Changes into eight separate workstreams. A
summary of each workstream is set out below.

Workstream One: Consolidate the Simplified Prospectus and the Annual Information Form

The CSA propose to repeal the requirement for a mutual fund in continuous distribution to file an annual information
form (AIF). In lieu of an AIF, the CSA proposes to consolidate Form 81-101F2 — Contents of Annual Information Form
(Form 81-101F2) and Form 81-101F1 Contents of Simplified Prospectus (Form 81-101F1).

Currently, a simplified prospectus (SP) and an AIF must each be filed with regulators annually by conventional mutual
funds in continuous distribution. The CSA propose a revised Form 81-101F1 which consolidates the requirements of
Form 81-101F2 by removing overlapping disclosure between the two forms,® repealing requirements that are not
meaningful to investors and are difficult to produce,* and repealing requirements for disclosure that are available in
other regulatory documents.® Repealing the AIF filing requirement and adding unique requirements from Form 81-
101F2 into Form 81-101F1 eliminates the requirement to file two separate disclosure documents (the SP and the AIF)
and replaces it with a requirement to file one (the SP) instead.

Originally, the SP was the disclosure document delivered to mutual fund investors, and consolidation of some of the
disclosure requirements from Form 81-101F2 may not have been desirable. However, given that the fund facts
document (the Fund Facts) is now delivered to mutual fund investors instead of the SP, consolidating certain AlIF
disclosure requirements into the SP will reduce regulatory burden for investment fund managers without impacting the
Fund Facts disclosure provided to mutual fund investors.

Investment Funds Not in Continuous Distribution

The CSA propose to require an investment fund that has not obtained a receipt for a prospectus during the last 12
months preceding its financial year-end to file a document prepared in accordance with Form 81-101F1 or Form 41-
101F2 Information Required in an Investment Fund Prospectus (Form 41-101F2) to meet its obligation to file an AIF
under section 9.2 of NI 81-106. We also propose to exempt such investment funds from several sections of Form 81-
101F1 and Form 41-101F2 while requiring that all references to “prospectus” be replaced with “annual information
form”.

Workstream Two: Investment Fund Designated Website

Given the widespread use of Internet-based technology in communications, we propose to add Part 16.1 to NI 81-106
to require reporting investment funds to designate a qualifying website on which the investment fund intends to post
regulatory disclosure. Under the proposed section 16.1.2 of NI 81-106, a qualifying website will have to meet two
requirements, namely that (i) it is publicly accessible, and (ii) it is established and maintained either by the investment
fund, or by its investment fund manager, an affiliate or an associate of its investment fund manager, or another
investment fund that is a part of its investment fund family® (a Related Person).

3 For example: Item 4(3) of Form 81-101F2 has not been carried over into the proposed Form 81-101F1 on the basis that the
requirement duplicates the existing Form 81-101F1, Part B, Item 6(2); Items 8(1) and 8(2) of Form 81-101F2 have not been carried
over on the basis that the requirements are similar to those set out in the existing Form 81-101F1, Part A, Item 6(1); and Item 8(4) of
Form 81-101F2 has not been carried over on the basis that the requirement is similar to those set out in the existing Form 81-101F1,
Part A, ltem 6(4).

4 Subsections (3)-(6) of Item 11.1(Principal Holders of Securities) of Form 81-101F2 have not been carried over into the proposed
Form 81-101F1. The CSA are of the view that the information required by these subsections may not be of sufficient benefit to justify
the significant time and cost associated with producing it.

5 The CSA notes two items in this regard. Form 81-101F1, Part A, Item 8.2 (lllustrations of Different Purchase Options) has not been
carried forward on the basis that Form 81-101F3, Part II, Item 1.2 (lllustrations of Different Sales Charge Options) provides similar
information in a more easily accessible location. Item 9.2 (Dealer Compensation from Management Fees) of the existing Part A of
Form 81-101F1 has also not been carried over into the proposed Form 81-101F1. The CSA are of the view that disclosure of this
nature is made available to investors by, for example, section 14.17 (Report on charges and other compensation) of National
Instrument 31-103 Registration Requirements, Exemptions and Ongoing Registrant Obligations. The CSA has not identified similar
requirements in Form 41-101F2 Information Required in an Investment Fund Prospectus that would also need to be deleted to ensure
that Form 41-101F2 and the proposed SP remain comparable.

5 In accordance with subsection 1.3(3) of NI 81-106, the term “investment fund family” used in NI 81-106 has the same meaning
ascribed to the term “mutual fund family” defined in section 1.1 of NI 81-105 Mutual Fund Sales Practices, except that the reference
in this definition to “mutual fund” must be read as a reference to “investment fund”. Therefore, “investment fund family” means two or
more investment funds that have (a) the same manager, or (b) managers that are affiliates of each other.



The purpose of this proposed requirement is to improve the accessibility of disclosure for investors while taking into
account the current way investment funds or Related Persons generally structure their websites. We are of the view
that this requirement will create possibilities for regulatory disclosure that is currently found in printed documents to be
moved to the designated qualifying website, which can potentially reduce burden and costs for investment fund
managers and investment funds.

While the proposed requirement will create a new obligation on investment funds, it aims to provide reporting investment
funds flexibility in meeting the obligation. Consequently, the Proposed Amendments will allow a reporting investment
fund to post its regulatory disclosure on either its website or the website of a Related Person. In the latter case, the
CSA will expect that the website identifies and differentiates between the documents and information that are specific
to various investment funds.

The CSA is of the view that such a requirement would not unduly impose an additional regulatory burden on investment
funds and their investment fund managers since it would formalize a commercial practice adopted by most investment
funds and their investment fund managers. Indeed, most investment funds now post regulatory disclosure and other
information (e.g. fund profiles) on a website that is established by the investment fund, or a Related Person, since it
allows them to better reach and inform current and potential investors. Consequently, we expect that the incremental
costs of this new requirement for reporting investment funds and their investment fund managers would be minimal.

Several provisions within the regulatory framework applicable to investment funds already provide that certain
regulatory disclosure’” must be posted to the website of the investment fund, investment fund family or investment fund
manager, if one exists. In addition, several investment funds are currently sending their securityholders hyperlinks that
lead them to specific documents posted on their website or the website of a Related Person. Despite these provisions
to facilitate electronic delivery of documents, there is no regulatory requirement to mandate that an investment fund
establish and maintain a website for the purpose of posting regulatory disclosure.

Concurrent with the requirement to designate an investment fund website, we propose certain consequential
amendments to provisions in NI 41-101, NI 81-101, NI 81-106 and NI 81-107 to reflect the proposed requirement. Since
several national instruments would include requirements for investment funds to post regulatory disclosure on a
designated website, we propose to introduce a definition of “designated website” of an investment fund in NI 14-101
for clarity.

We also propose to add Part 11 in 81-106CP to provide guidance to investment funds and their investment fund
managers on how a designated website should be maintained.® Among other things, we clarify that supervision of the
website and its content should be taken into account in the existing compliance systems of the investment fund and its
investment fund manager. We note that the establishment and maintenance of a compliance system by investment
fund managers is required under section 11.1 of National Instrument 31-103 Registration Requirements, Exemptions
and Ongoing Registrant Obligations (NI 31-103).

Workstream Three: Codify Exemptive Relief Granted in Respect of Notice-and-Access Applications

The CSA propose to introduce, in sections 12.2.1 to 12.2.6 of NI 81-106, a notice-and-access system for the solicitation
of proxies under subsection 12.2(2) of NI 81-106 and section 2.7 of National Instrument 54-101 Communication with
Beneficial Owners of Securities of a Reporting Issuer (NI 54-101). This follows earlier CSA implementation of a notice-
and-access system for non-investment fund reporting issuers.

In 2012, the CSA adopted amendments for non-investment fund reporting issuers to improve the investor voting
communication process by which proxies and voting instructions are solicited.® These amendments came into force in
2013.1° The introduction of a notice-and-access system was one of the most significant features of the amendments.
Notice-and-access permits delivery of proxy-related materials by sending a notice providing registered holders or
beneficial owners, as the case may be, with summary information about the proxy-related materials and instructions on
how to access them. The 2013 amendments applied to both management and non-management solicitations.'?

" For example, the following regulatory disclosure must be posted to a website if the investment fund has one: prospectuses, Fund
Facts and ETF Facts documents, quarterly portfolio disclosure, annual financial statements, interim financial reports, annual and
interim management reports of fund performance and reports of the independent review committee.

8 This guidance is consistent with the guidance currently provided under section 4.6 of 81-106CP and section 6.11 of National Policy
51-201 Disclosure Standards.

9 http://www.0sc.gov.on.ca/en/SecuritiesLaw_csa_20121129 54-101_amendments.htm

10 https://www.osc.gov.on.ca/en/SecuritiesLaw_ni_20130214_54-101_nma-amendments.htm

11 See section 2.7.7 of NI 54-101 and CSA Notice of Amendments to National Instrument 54-101 Communication with Beneficial
Owners of Securities of a Reporting Issuer and Companion Policy 54-101CP Communication with Beneficial Owners of Securities of
a Reporting Issuer and Amendments to National Instrument 51-102 Continuous Disclosure Obligations and Companion Policy 51-



Following comments received that recommended enabling the use of notice-and-access by investment funds, the CSA
determined that it would consider the issue at a later date.*?

In 2016, the CSA began granting exemptive relief from the requirement in paragraph 12.2(2)(a) of NI 81-106 to deliver
a completed Form 51-102F5 Information Circular (Information Circular) to permit use of notice-and-access for
solicitation of proxies by or on behalf of management of an investment fund.® This exemptive relief was drafted with
reference to the notice-and-access system set out for non-investment fund reporting issuers in sections 9.1.1 t0 9.1.4
of National Instrument 51-102 Continuous Disclosure Obligations (NI 51-102) and sections 2.7.1 to 2.7.8 of NI 54-101,
with adaptations for investment funds. In this way, the exemptive relief placed investment funds with relief in a similar
position as non-investment fund reporting issuers, with respect to proxy-related materials.

The CSA now propose to codify this frequently-granted exemptive relief and extend its availability to non-management
solicitation of proxies, consistent with the notice-and-access system set out for non-investment fund reporting issuers.
The Proposed Amendments and Proposed Changes are consistent with the conditions of recently granted notice-and-
access exemptive relief and the notice-and-access provisions in NI 51-102 and NI 54-101. The Proposed Amendments
do not change the requirement to prepare an Information Circular.

Workstream Four: Minimize Filings of Personal Information Forms

The CSA propose to eliminate the PIF requirements for specified individuals in NI 41-101%* and NI 81-101% for
investment fund issuers. Specified individuals are individual registrants and permitted individuals who have already
submitted a Form 33-109F4 Registration of Individuals and Review of Permitted Individuals (Form F4).16 This would
eliminate the need for similar information to be provided to securities regulators in both a PIF and a Form F4 to achieve
regulatory oversight of such individuals.

The Proposed Amendments would not affect investor protection as information provided to the regulators, either upon
application for registration or as an ongoing matter, is required to be kept up-to-date. In particular, securities regulators
must receive notification of certain changes, generally within 10 to 30 days of a change under National Instrument 33-
109 Registration Information (NI 33-109).

Workstream Five: Codify Exemptive Relief Granted in Respect of Conflicts Applications

The CSA are proposing amendments to NI 81-102 and NI 81-107 to codify frequently granted exemptive relief in respect
of conflict of interest prohibitions contained under securities legislation, NI 81-102 and NI 31-103.

In 2000, the CSA adopted NI 81-102, which included certain conflict of interest prohibition exemptions in respect of
which exemptive relief had been previously provided. In 2006, the CSA adopted NI 81-107, which included further
conflict of interest prohibition exemptions of the same nature. NI 81-107 was adopted with a view to

e continuing to monitor what other exemptions may be appropriate based on applications received, and

o further reviewing the appropriateness of more exemptions applying to different types of transactions involving
investment funds and related entities.

The CSA now propose to codify eight types of exemptions, subject to conditions, that will permit
a) fund-on-fund investments by investment funds that are not reporting issuers,
b) investment funds that are reporting issuers to purchase non-approved rating debt under a related underwriting,

c) in specie subscriptions and redemptions involving related managed accounts and mutual funds,

102CP Continuous Disclosure Obligations (November 29, 2012) at page 10712 which notes that the notice-and-access provisions in
NI 51-102 contain an equivalent concept.

12 hitps:/iwww.osc.gov.on.ca/en/SecuritiesLaw_csa_20121129 54-101_amendments.htm

13 In the Matter of Desjardins Investments Inc., Fiera Capital Corporation, 1A Clarington Investments Inc., National Bank Investments
Inc., September 8, 2016.

14 Subparagraph 9.1(1)(b)(ii) of NI 41-101.

15 Subparagraphs 2.3(1)(b)(ii) and 2.3(2)(b)(iv) of NI 81-101.

16 part 4 (Changes to Registered Individual and Permitted Individual Information) of NI 33-109, prescribe requirements to update the
information in the Form F4 by filing a Form 33-109F5 Change of Registration Information.



d) inter-fund trades of portfolio securities between related reporting investment funds, investment funds that are
not reporting issuers and managed accounts at last sale price,

e) investment funds that are not reporting issuers to invest in securities of a related issuer over an exchange,

f)  reporting investment funds and investment funds that are not reporting issuers to invest in debt securities of
a related issuer in the secondary market,

g) reporting investment funds and investment funds that are not reporting issuers to invest in long-term debt
securities of a related issuer in primary market distributions, and

h) reporting investment funds, investment funds that are not reporting issuers and managed accounts to trade
debt securities with a related dealer.

Investment fund managers have generally been able to demonstrate that the above transactions are beneficial to
investors despite evidencing a potential conflict of interest. The exemptions are codified based on conditions the CSA
have incorporated into numerous discretionary exemptive relief decisions. The conditions are designed to mitigate the
investor protection concerns and potential risks associated with these transactions, largely by promoting transparency,
objective pricing, and, in some cases, oversight by an independent review committee (IRC).

The Proposed Amendments aim at codifying exemptions to the “investment fund conflict of interest restrictions” defined
in NI 81-102 and the “inter-fund self-dealing investment prohibitions” defined in NI 81-107. Those restrictions and
prohibitions include certain restrictions for registered advisers set out in subsection 13.5(2) of NI 31-103.%” We also
propose to extend the scope of the “investment fund conflict of interest restrictions” defined in NI 81-102 to include the
restrictions for dealer managed investment funds set out in subsection 4.1(2) of NI 81-102.18

a) Fund-on-Fund Investments by Investment Funds that are not Reporting Issuers

We propose to add section 2.5.1 to NI 81-102 to provide an exemption to permit investment funds that are not reporting
issuers to invest in other related investment funds.

Section 2.5 of NI 81-102 currently permits investment funds that are reporting issuers to invest in other investment
funds that are reporting issuers. Subsection 2.5(7) of NI 81-102 provides an exemption from the investment fund conflict
of interest investment restrictions and reporting requirements listed in Appendix D and Appendix E to NI 81-102 in
cases where the underlying fund may be a related fund. Most commonly this occurs when the top fund, or a group of
related top funds, are substantial securityholders in the underlying fund. Top funds that are reporting issuers must
comply with the fund-on-fund regime prescribed under section 2.5 as a condition of relying on the exemption set out in
subsection 2.5(7).

The CSA have frequently granted exemptive relief from the investment fund conflict of interest investment restrictions
and reporting requirements to facilitate investment funds that are not reporting issuers investing in related investment
funds. The benefits of permitting these transactions are the same as those recognized by the CSA in the existing fund-
on-fund regime for publicly offered funds which include more efficient and cost-effective portfolio diversification. The
exemptions have typically been granted by analogy to the prescribed fund-on-fund regime in section 2.5 of NI 81-102
with additional conditions, as necessary, to address that the funds are not reporting issuers subject to NI 81-102.

To implement this exemption in NI 81-102, we propose all of the following:

17 Subsection 13.5(2) of NI 31-103 prohibits a registered adviser from knowingly causing an investment portfolio managed by it,
including an investment fund for which it acts as an adviser, to do any of the following: (a) purchase a security of an issuer in which a
responsible person or an associate of a responsible person is a partner, officer or director unless (i) this fact is disclosed to the client,
and (ii) the written consent of the client to the purchase is obtained before the purchase; (b) purchase or sell a security from or to the
investment portfolio of any of the following: (i) a responsible person; (ii) an associate of a responsible person; (iii) an investment fund
for which a responsible person acts as an adviser.

18 Subsection 4.1(2) of NI 81-102 prohibits a dealer managed investment fund from knowingly making an investment in a class of
securities of an issuer of which a partner, director, officer or employee of the dealer manager of the investment fund, or a partner,
director, officer or employee of an affiliate or associate of the dealer manager, is a partner, director or officer, unless the partner,
director, officer or employee (a) does not participate in the formulation of investment decisions made on behalf of the dealer managed
investment fund; (b) does not have access before implementation to information concerning investment decisions made on behalf of
the dealer managed investment fund; and (c) does not influence, other than through research, statistical and other reports generally
available to clients, the investment decisions made on behalf of the dealer managed investment fund.



e to add subsection 1.2(2.1) to NI 81-102 so that the new exemption in section 2.5.1 will apply to investment
funds that are not reporting issuers;

e to add section 2.5.1 to NI 81-102 to provide a new exemption from the investment fund conflict of interest
investment restrictions and reporting requirements. Subject to several conditions to be met, the new exemption
would permit top funds that are not reporting issuers to invest in all of the following:

0 investment funds that are reporting issuers;
0 investment funds that are not reporting issuers.

b) Investment Funds that are Reporting Issuers to Purchase Non-Approved Rating Debt Under a Related
Underwriting

Subsection 4.1(4) of NI 81-102 provides a statutory exemption to subsection 4.1(1) of NI 81-102 for dealer managed
investment funds?® to invest in certain offerings that are underwritten by the fund's dealer manager if certain conditions
are met. We propose to amend subsection 4.1(4) to permit a dealer managed investment fund to invest in offerings of
debt securities of reporting issuers that do not have an approved rating, if the offerings are underwritten by the fund’s
dealer manager. We also propose to expand the scope of subsection 4.1(4) to permit a dealer managed fund to invest
in other offerings of reporting issuers underwritten by the fund’s dealer manager that are made under an exemption
from the prospectus requirement.

The CSA have frequently granted exemptive relief from the prohibition in subsection 4.1(1) to permit dealer managed
investment funds to participate in offerings of debt securities that do not have a designhated rating, as required under
paragraph 4.1(4)(b) of NI 81-102. This exemptive relief has been granted by analogy to the existing exemptions under
subsection 4.1(4) for debt securities. The exemptive relief recognizes that there tends to be a limited supply of debt
securities such that a dealer managed investment fund may be unduly restricted in the pursuit of its investment
objectives where it has a dealer manager that is an underwriter in this market. One of the conditions for this exemptive
relief is that there be independent oversight provided by the fund’s IRC as provided in paragraph 4.1(4)(a) of NI 81-
102.

The CSA have also granted exemptive relief from the prohibition in subsection 4.1(4) to permit dealer managed funds
to participate in offerings of other securities by reporting issuers where the distribution proceeds under an exemption
from the prospectus requirement. The exemptive relief recognizes that there is still adequate transparency so long as
the issuer is a reporting issuer.

To implement these exemptions in NI 81-102, we propose all of the following:

e toamend subsection 4.1(4) of NI 81-102 so that the provision applies to investments in securities of a reporting
issuer;

e toremove the designated rating requirement in paragraph 4.1(4)(b) of NI 81-102;

e to add a qualifier in paragraph 4.1(4)(b.1) of NI 81-102 to permit offerings to be made under an exemption
from the prospectus requirement in addition to prospectus qualified offerings;

e to add a pricing condition in paragraph 4.1(4)(c.1) of NI 81-102 for purchases of debt securities that do not
trade on an exchange and which are made during the 60-day period following the distribution.

C) In Specie Subscriptions and Redemptions Involving Related Managed Accounts and Mutual Funds

We propose to add subsections 9.4(7) and (8) to NI 81-102 to provide the necessary exemptions to facilitate the in
specie payment of the issue price of the securities of a mutual fund, including a mutual fund that is not a reporting
issuer, by a related mutual fund or managed account under paragraph 9.4(2)(b) of NI 81-102.2° We also propose to
add subsections 10.4(6) and (7) to provide the necessary exemptions to facilitate the in specie payment of redemption

% In accordance with section 1.1 of NI 81-102, a “dealer managed investment fund” means an investment the portfolio adviser of
which is a dealer manager.

20 paragraph 9.4(2)(b) of NI 81-102 provides, among other things, that the payment of the issue price of the securities of a mutual
fund may be made to the mutual fund by making good delivery of securities (“in specie payment”) if certain conditions are met.



proceeds by mutual funds, including mutual funds that are not reporting issuers, to related mutual funds and managed
accounts under paragraph 10.4(3)(b) of NI 81-102.%*

The CSA have frequently granted exemptive relief to facilitate in specie subscriptions and redemptions between related
mutual funds and managed accounts. These transactions have been interpreted to be prohibited trades in portfolio
securities under the investment portfolio conflict of interest restrictions set out at paragraph 13.5(2)(b) of NI 31-103.
The main benefit of permitting these transactions is to minimize brokerage and trading costs between related mutual
funds and managed accounts. The exemptive relief has generally been granted by analogy to the in specie subscription
and redemption provisions already contained in sections 9.4 and 10.4 of NI 81-102 with additional conditions designed
to mitigate the risks associated with conducting these transactions between related investment funds and managed
accounts.

To implement these exemptions in NI 81-102, we propose all of the following:

e to amend section 1.2 of NI 81-102 so that the new exemptions will also apply in connection with in specie
subscriptions to mutual funds that are not reporting issuers and the payment of redemption proceeds in specie
by investment funds that are not reporting issuers including subscriptions by, or payments to, related managed
accounts;

e to add subsection 9.4(7) to NI 81-102 to provide a new exemption from the investment fund conflict of interest
investment restrictions. The new exemption would permit mutual funds, including mutual funds that are not
reporting issuers, to subscribe in specie to related mutual funds, including mutual funds that are not reporting
issuers, if certain conditions are met;

e to add subsection 9.4(8) to NI 81-102 to provide a new exemption from the investment fund conflict of interest
investment restrictions. The new exemption would permit managed accounts to subscribe in specie to related
mutual funds, including mutual funds that are not reporting issuers, if certain conditions are met;

e toadd subsection 10.4(6) to NI 81-102 to provide a new exemption from the investment fund conflict of interest
investment restrictions. The new exemption would permit mutual funds, including mutual funds that are not
reporting issuers, to pay redemption proceeds in specie to related mutual funds, including mutual funds that
are not reporting issuers, if certain conditions are met;

e toadd subsection 10.4(7) to NI 81-102 to provide a new exemption from the investment fund conflict of interest
investment restrictions. The new exemption would permit mutual funds, including mutual funds that are not
reporting issuers, to pay redemption proceeds in specie to related managed accounts, if certain conditions are
met.

d) Inter-Fund Trades of Portfolio Securities between Related Reporting Investment Funds, Investment
Funds that are not Reporting Issuers and Managed Accounts at Last Sale Price

We propose to amend the conditions to the exemption from the inter-fund self-dealing investment prohibitions in
subsection 6.1(2) of NI 81-107 so that it will apply to inter-fund trades involving related investment funds that are not
reporting issuers, and managed accounts. The exemption would continue to apply to trades between related investment
funds that are reporting issuers. We will also amend the conditions in section 6.1 of NI 81-107 so that all inter-fund
trades of exchange-traded securities may occur at last sale price.

The CSA have frequently granted exemptive relief to expand the existing codified exemption and permit inter-fund
trades between related investment funds, including funds that are not reporting issuers, and managed accounts. These
transactions have been interpreted to be prohibited trades for registered advisers in investment portfolios under
paragraph 13.5(2)(b) of NI 31-103. The main benefit of permitting these transactions is to minimize brokerage and
trading costs on behalf of the related funds and managed accounts. The exemptive relief has generally been granted
by analogy to the inter-fund self-dealing investment prohibitions already contained in subsection 6.1(2) of NI 81-107.

The CSA have also frequently granted exemptive relief to permit inter-fund trades of exchange-traded securities to
occur at last sale price as defined under the Universal Market Integrity Rules (UMIR) published by the Investment
Industry Regulatory Organization of Canada (IIROC) in lieu of closing sale price, as currently required under section
6.1 of NI 81-107. The main benefit of permitting the use of last sale price is to obtain a more accurate price that is closer
to the market price at the time the trade decision is made.

21 paragraph 10.4(3)(b) of NI 81-102 provides, among other things, that an investment fund must pay the redemption proceeds for a
redeemed security by making good delivery to the securityholders of portfolio assets if certain conditions are met.



To implement the expansion of the inter-fund trading exemption in NI 81-107, we propose all of the following:

e to amend subsection 1.1(1) of NI 81-107 so that the inter-fund trade exemption will apply in connection with
trades involving investment funds that are not reporting issuers and managed accounts;

e to amend the definition of current market price under paragraph 6.1(1)(a) of NI 81-107 to include last sale
price;

e to add a definition of managed account under paragraph 6.1(1)(c) of NI 81-107;

e to amend subsection 6.1(2) of NI 81-107 so that the conditions include trades involving investment funds that
are not reporting issuers and managed accounts;

e to amend subsection 6.1(3) of NI 81-107 so that the exemptions from National Instrument 21-101 Marketplace
Operation, and Part 6 and Part 8 of National Instrument 23-101 Trading Rules apply in connection with trades
involving investment funds that are not reporting issuers and managed accounts;

e to amend subsection 6.1(4) of NI 81-107 so that the exemption from the inter-fund self-dealing investment
prohibitions does not apply in connection with trades involving investment funds that are not reporting issuers
and managed accounts.

e) Investment Funds that are Not Reporting Issuers to Invest in Securities of a Related Issuer Over an
Exchange

We propose to amend the exemption contained in section 6.2 of NI 81-107 that permits reporting investment funds to
invest in securities of related issuers if certain conditions are met, so that it will also apply to investments made by
investment funds that are not reporting issuers. The exemption would continue to apply to investment funds that are
reporting issuers.

The CSA have frequently granted exemptive relief from investment fund conflict of interest investment restrictions to
permit fund families that include investment funds that are not reporting issuers to invest in securities of related issuers
on similar conditions, including IRC oversight and that the purchase is made over an exchange. The benefit of permitting
these transactions is the same as for investment funds that are reporting issuers. In some instances, an investment
fund’s related issuer may be a good investment for the investment fund based on its investment objectives.

To implement expansion of the exemption in section 6.2 of NI 81-107 to include investments by investment funds that
are not reporting issuers, we propose all of the following:

e toamend subsection 1.1(1) of NI 81-107 so that the related issuer purchase exemption will apply in connection
with trades involving investment funds that are not reporting issuers;

e to amend subsection 6.2(1) of NI 81-107 so that it includes investment funds that are not reporting issuers in
addition to investment funds that are reporting issuers;

e to amend subsection 6.2(2) of NI 81-107 so that the exemption from the investment conflict of interest
investment restrictions applies in connection with investments made by investment funds that are not reporting
issuers.

f) Reporting Investment Funds and Investment Funds that are not Reporting Issuers to Invest in Debt
Securities of a Related Issuer in the Secondary Market

We propose to create a new exemption by adding section 6.3 to NI 81-107 in order to permit investment funds to invest
in non-exchange traded debt securities of a related issuer in the secondary market if certain conditions are met.

The CSA have frequently granted exemptive relief from the conflict of interest investment restrictions, particularly in
connection with funds managed by an affiliate of a financial institution, to permit these investments. Because the debt
securities are not traded on an exchange, the investment fund cannot benefit from the exemption provided in section
6.2 of NI 81-107. Several exemptive relief decisions have been granted in cases where one investment fund manager
purchases the business of another.

In granting the exemptive relief, the CSA have generally accepted the submission that there tends to be a relative lack
of supply of debt securities in the market and an investment fund may be unduly restricted in the pursuit of its fixed-



income investment objectives if it cannot purchase debt securities of a related issuer. The exemptive relief has been
granted based on conditions that include IRC oversight, including for funds that are not reporting issuers, and objective
pricing and transparency.

To implement this new exemption in NI 81-107, we propose all of the following:

e to amend subsection 1.1(1) of NI 81-107 so that the exemption will apply in connection with investments
by investment funds that are not reporting issuers;

e to add section 6.3 to NI 81-107, which would set out the conditions of the exemption from the investment
fund conflict of interest investment restrictions;

e to amend Appendix D of NI 81-102 to refer to subsection 4.1(2) of NI 81-102 in the list of investment fund
conflict of interest investment restrictions.

g) Reporting Investment Funds and Investment Funds that are not Reporting Issuers to Invest in Long-
Term Debt Securities of a Related Issuer in Primary Market Distributions

We propose to add section 6.4 to NI 81-107 to provide an exemption from the investment fund conflict of interest
investment restrictions which would permit investment funds to purchase non-exchange traded long-term debt
securities of a related issuer under a primary distribution by that issuer.

The CSA have frequently granted exemptive relief, particularly in connection with funds managed by an affiliate of a
financial institution, to permit these investments. Similar to the new exemption in section 6.3 of NI 81-107, the CSA
have generally accepted the submission that there tends to be a relative lack of supply of debt securities in the market
and a related fund may be unduly restricted in the pursuit of its fixed-income investment objectives if it cannot purchase
debt securities of its related issuer. The exemptive relief has been granted based on conditions that include IRC
oversight, including for funds that are not reporting issuers, and objective pricing and transparency. There are also
additional conditions to mitigate the potential risk of the related issuer attempting to use the funds as a captive finance
company.

To implement this exemption in NI 81-107, we propose all of the following:

e to amend subsection 1.1(1) of NI 81-107 so that the exemption would apply in connection with investments
by investment funds that are not reporting issuers;

e toadd section 6.4 to NI 81-107 which would set out the conditions of the exemption and provide the necessary
exemption from the investment fund conflict of interest investment restrictions;

e to amend Appendix D of NI 81-102 to refer to subsection 4.1(2) of NI 81-102 in the list of investment fund
conflict of interest investment restrictions.

h) Reporting investment funds, investment funds that are not reporting issuers and managed accounts to
trade debt securities with a related dealer

We propose to add section 6.5 to NI 81-107 to provide the necessary exemptions to the inter-fund self-dealing
investment prohibitions and the self-dealing restrictions set out in section 4.2 of NI 81-102 to permit investment funds
and managed accounts to trade debt securities with a related dealer.

The CSA have frequently granted exemptive relief, particularly in connection with funds managed by an affiliate of a
financial institution, to permit these trades. This exemptive relief pre-dates the coming into force of NI 81-107, in some
cases, and should be re-issued. There has also been further exemptive relief granted, particularly when one fund
manager purchases the business of another.

In granting those exemptions, the CSA have generally accepted the submission that there tends to be a relative lack
of supply of debt securities in the market and a related fund may be unduly restricted in the pursuit of its fixed-income
investment objectives if it cannot purchase debt securities from its related dealer. The exemptive relief has been granted
based on conditions, among others, that include IRC oversight, including for funds that are not reporting issuers, and
objective pricing and transparency. In addition, trades between managed accounts and a related dealer must be
authorized by the client in its investment management agreement.
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To implement this exemption in NI 81-107, we propose all of the following:

e to amend subsection 1.1(1) of NI 81-107 so that the exemption will apply in connection with investments by
investment funds that are not reporting issuers;

e to add section 6.5 to NI 81-107 which would set out the conditions of the exemption and provide the necessary
exemption from the inter-fund self-dealing investment prohibitions;

e to amend Appendix B of NI 81-107 so that it includes necessary references to section 4.2 of NI 81-102.

Workstream Six: Broaden Pre-Approval Criteria for Investment Fund Mergers

The CSA propose to introduce amendments to NI 81-102 to broaden the pre-approval criteria for investment fund
mergers contained in section 5.6 of NI 81-102. The Proposed Amendments codify a type of regulatory approval that is
frequently granted when a proposed merger does not satisfy all of the pre-approval criteria in section 5.6 of NI 81-102.
More specifically, the Proposed Amendments will apply to an investment fund merger that does not qualify under either
of the following provisions:

e subparagraph 5.6(1)(a)(ii) of NI 81-102 because a reasonable person may not consider the continuing fund
to have substantially similar fundamental investment objectives, valuation procedures and fee structure;

e paragraph 5.6(1)(b) of NI 81-102 because the transaction is not a qualifying exchange or tax-deferred
transaction.

Since implementation of the merger approval requirement under paragraph 5.5(1)(b) of NI 81-102, the CSA have
approved numerous investment fund mergers that do not comply with the above-mentioned pre-approval criteria in
section 5.6 because investment fund managers have generally been able to demonstrate that the proposed mergers
are beneficial to investors despite not meeting the pre-approval criteria.

The existing pre-approval criteria in section 5.6 of NI 81-102 will be broadened based on conditions and representations
found in past discretionary merger approval decisions. In particular, when granting discretionary merger approval, the
CSA requires clear disclosure in an Information Circular that explains to investors why a proposed merger remains in
securityholders’ best interests despite the proposed merger not meeting the pre-approval criteria. We are proposing to
include these explanations as required disclosure elements for pre-approval under the Proposed Amendments.

We propose to amend the pre-approval criteria in subparagraph 5.6(1)(a)(ii) and paragraph 5.6(1)(b) so long as the
fund manager obtains securityholder approval and provides prescribed disclosure in an Information Circular. The
proposed merger must also comply with all other pre-approval criteria under section 5.6, as applicable.

More specifically, the CSA propose to amend subsection 5.6(1) of NI 81-102 to add a disclosure alternative

e where a reasonable person would not consider the terminating investment fund to have substantially similar
fundamental investment objectives, valuation procedures and fee structure as the continuing investment fund
in the proposed merger, and

o that applies if the proposed merger is neither a “qualifying exchange” under section 132.2 of the ITA nor a tax-
deferred transaction under subsection 85(1), 85.1(1), 86(1) or 87(1) of the ITA.

In the former case, the Information Circular must disclose the differences and explain the investment fund manager’s
view that the transaction is in the best interests of securityholders despite the differences. In the latter case, the
Information Circular must disclose why the proposed merger is structured as it is and explain the investment fund
manager’s view that the transaction is in the best interests of securityholders despite the tax treatment of the proposed
merger.

Workstream Seven: Repeal Requlatory Approval Reqguirements for Change of Manager, Change of Control of
a Manager, and Change of Custodian that Occurs in Connection with a Change of Manager

The CSA propose to repeal the regulatory approval requirements in section 5.5 for a change of manager, a change of
control of a manager, or a change of custodian that occurs in connection with a change of manager. Since the
implementation of these requirements, the CSA has granted regulatory approvals to numerous changes of managers
and changes of control of managers. The purpose of these requirements is to provide the CSA with an opportunity to
assess the integrity and proficiency of a proposed new person in a change of manager, change of control of a manager
and change of custodian with a change of manager, as well as to ensure that adequate disclosure is given to
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securityholders regarding such a change. This is generally satisfied by conducting background checks on the officers
and directors of the proposed new person and where there is a change of manager, by reviewing the Information
Circular prepared in connection with the requisite securityholder vote.

Since the CSA’s adoption of these requirements, NI 31-103 has implemented registration requirements for investment
fund managers. The registration process provides an opportunity for the CSA to assess that new investment fund
managers have sufficient integrity, proficiency and solvency to adequately carry out their functions. The registration
processes include all of the following:

e background checks, including obtaining information on any criminal offences, civil actions alleging fraud, theft,
deceit, misrepresentation or similar misconduct, financial information on prior bankruptcies, and other
detrimental information from other securities regulatory proceedings or investigations;

e an examination of the individuals’ relevant securities industry experience, including employment history.
Once registered, firms and individuals must report changes in the information they provided at the time of registration
by filing Form 33-109F5 Change of Registration Information within required timeframes. This allows the CSA to continue
assessing suitability for investment fund manager registration.

A change of manager will continue to be subject to securityholder approval and the requirement to prepare an
Information Circular. In order to help investment funds meet their disclosure obligations, we have also added certain
disclosure requirements that will apply to the Information Circular when there is a change of manager.

To implement the foregoing changes in NI 81-102, we propose all of the following:

e to amend subsection 5.4(2) of NI 81-102 to clarify that certain disclosure regarding a change of investment
fund manager must be made in an Information Circular;

e torepeal paragraph 5.5(1)(a) of NI 81-102 with respect to a change of manager;
e torepeal paragraph 5.5(1)(a.1) of NI 81-102 with respect to a change of control of a manager;

e to repeal paragraph 5.5(1)(c) of NI 81-102 with respect to a change of custodian that occurs in connection
with a change of manager;

e to repeal paragraph 5.7(1)(a) of NI 81-102 with respect to the requirement to file an application for a change
of manager and a change of control of a manager.

As noted in Appendix A, Schedule 1, the CSA are seeking comments on whether additional measures are necessary
to ensure investor protection in the event of a change of manager or a change of control of a manager, and whether
securityholders are currently receiving adequate disclosure in these circumstances. We are also seeking comments on
whether the CSA should streamline the approval process for a change of manager and a change of control of a manager
instead of repealing paragraphs 5.5(1)(a) and 5.5(1)(a.1).

Workstream Eight: Codify Exemptive Relief Granted in Respect of Fund Facts Delivery Applications

a) Managed Accounts and Permitted Clients

The CSA propose to introduce an exemption from the fund facts delivery requirement?? for conventional mutual fund
purchases made in managed accounts or by permitted clients that are not individuals. The Fund Facts is a summary
disclosure document that provides key information about a mutual fund to investors in a simple, accessible and
comparable format, before investors make their investment decision.

In the final amendments published on December 11, 2014 to implement pre-sale delivery of Fund Facts (the POS
Amendments), the CSA provided an exemption from the pre-sale delivery requirements for purchases of mutual fund
securities made in managed accounts or by permitted clients that are not individuals in section 3.2.04 of NI 81-101.
For these purchases, the Fund Facts are required to be delivered or sent to the purchaser within two days of buying
the mutual fund.

22 Section 3.2.01 of National Instrument 81-101 Mutual Fund Prospectus Disclosure.
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Subsequent to the publication of the POS Amendments, the CSA received feedback from portfolio managers that post-
sale delivery of the Fund Facts is not necessary for purchases made in managed accounts or by permitted clients, and
that an exception from the Fund Facts delivery requirement should be provided. The CSA agree with this feedback
and propose to amend section 3.2.04 of NI 81-101 to introduce an exemption from the fund facts delivery requirement
for purchases of mutual fund securities made in managed accounts or by permitted clients that are not individuals.

b) Portfolio Rebalancing Plans

The CSA propose to codify exemptive relief from the Fund Facts delivery requirement for subsequent purchases of
conventional mutual fund securities under model portfolio products and portfolio rebalancing services.

In finalizing the POS Amendments, the CSA did consider stakeholder comments that asked for an exemption for model
portfolio products from the pre-sale delivery requirement on terms similar to the exemption from the Fund Facts delivery
requirement for pre-authorized purchase plans set out in section 3.2.03 of NI 81-101 (the PAC Exception). At the
time, the CSA determined that exemptive relief should only be granted to model portfolio products with rebalancing
features on a case-by-case basis and indicated its position in the summary of comments published with the POS
Amendments.

Since the publication of the POS Amendments, exemptive relief has been routinely granted from the Fund Facts
delivery requirement for subsequent purchases made pursuant to rebalancing in the context of model portfolio products
and portfolio rebalancing services. Generally, model portfolio products are offered by investment fund managers and
each model portfolio is comprised of a number of mutual funds with target asset allocation levels for each fund in the
portfolio. On rebalancing dates, each fund in the portfolio is rebalanced back to the target asset allocation level.
Generally, portfolio rebalancing services are offered by dealers for a portfolio of mutual funds selected by an investor
with target asset allocation levels for each fund in the portfolio. On rebalancing dates, each fund in the portfolio is
rebalanced back to the target asset allocation level.

Each subsequent purchase of mutual fund securities in model portfolio products and portfolio rebalancing services
triggers the Fund Facts delivery requirement.

An investor with a model portfolio product or portfolio rebalancing service makes an investment decision at the outset
and subsequent purchases do not reflect new investment decisions. This is similar to subsequent purchases made
under a pre-authorized purchase plan, which is a contract or other arrangement, where an investor purchases mutual
fund securities, by payment of a specified amount, on a regularly scheduled basis, and which can be terminated at any
time. However, model portfolios and portfolio rebalancing services cannot rely on the PAC Exception as these products/
services do not meet the “pre-authorized purchase plan” definition.

The CSA propose to amend section 3.2.03 of NI 81-101 to codify exemptive relief from the Fund Facts delivery
requirement for subsequent purchases made in model portfolio products and portfolio rebalancing services. The
Proposed Amendments and Proposed Changes expand the current PAC Exception to add “portfolio rebalancing plans”,
which are defined to include both model portfolio products and portfolio rebalancing services.

c) Automatic Switch Programs

The CSA propose to codify exemptive relief from the Fund Facts delivery requirement for purchases of conventional
mutual fund securities made under automatic switch programs, which are offered by investment fund managers.
Generally, investors in automatic switch programs purchase a class or series of securities of a mutual fund, and on
predetermined dates, automatic switches are made to a different class or series of the same fund based on the balance
in the investor’s account or group of accounts meeting the minimum investment amount of the other class or series.

Mutual funds in an automatic switch program offer two or more series with the only differences between the classes or
series being progressively lower management fees and progressively higher minimum investment thresholds.
Automatic switch programs benefit investors because they automatically switch investors into another class or series
of securities of the same mutual fund as soon as they meet the minimum investment threshold.

The investor’s investment amount may change based on purchases, redemptions and changes in market value. Each
automatic switch entails a redemption of a class or series of mutual fund securities, immediately followed by a purchase
of another class or series of securities of the same mutual fund. Each purchase made pursuant to an automatic switch
triggers the Fund Facts delivery requirement. However, because the switches are automatic in nature, it is often very
difficult or impractical for an investment fund manager to deliver the Fund Facts prior to an automatic switch.
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The CSA have routinely granted exemptive relief from the Fund Facts delivery requirement for purchases made under
an automatic switch program. In many instances, exemptive relief has also been granted from the form requirements
of Form 81-101F3 Contents of Fund Facts Document (Form 81-101F3), which allows mutual funds in an automatic
switch program to file a single consolidated Fund Facts for all the classes or series of securities of the fund that are in
the automatic switch program.

The CSA propose to introduce amendments to NI 81-101 to codify exemptive relief from all of the
following:

e the Fund Facts delivery requirement for purchases made under automatic switch programs, which are offered
by investment fund managers;

e the form requirements in Form 81-101F3 to allow a single consolidated Fund Facts to be filed for all the classes
or series of securities of a mutual fund offered in an automatic switch program.

The Proposed Amendments reflect the conditions of recently granted exemptive relief for automatic switch programs,
including notices to investors and modified form requirements for a single, consolidated Fund Facts. The exemption
would apply to purchases of a class or series of securities of a mutual fund as a result of the purchaser meeting the
minimum investment amount of a class or series of securities of the mutual fund due to additional purchases,
redemptions or positive market movement. The exemption would not apply to purchases of a class or series of securities
of a mutual fund as a result of the purchaser no longer meeting the minimum investment amount of a class or series of
securities of the mutual fund due to negative market movement. The new exemption will be introduced in section 3.2.05
of NI 81-101 while the provisions for electronic delivery of the Fund Facts will be moved to section 3.2.06 of NI 81-101.

d) Proposed Amendments to Conform Form 81-101F3 Contents of Fund Facts Document with Form 41-101F4
Information Required in an ETF Facts Document

The CSA propose amendments to Form 81-101F3 to conform with certain disclosure requirements in Form 41-101F4
Information Required in an ETF Facts Document. The Proposed Amendments set out the disclosure requirements for a
newly established mutual fund, a mutual fund that has not yet completed a calendar year and a mutual fund that has not
yet completed 12 consecutive months under the sub-headings “Top 10 investments”, “Investment mix”, and “How has the
fund performed?” in the Fund Facts, as applicable.

Additional Amendments

The CSA propose consequential amendments to certain instruments for reasons not directly related to efforts to reduce
regulatory burden for investment funds.

Transition/ Coming into Force

Subject to the nature of comments we receive, as well as any applicable regulatory requirements, we are proposing
that if approved, the Proposed Amendments and Proposed Changes would come into force approximately 3 months
after the final publication date.

Adoption Procedures

We expect the Proposed Amendments and Proposed Changes to be incorporated as part of rules in each of British
Columbia, Alberta, Manitoba, Ontario, Nova Scotia, Prince Edward Island, New Brunswick, Newfoundland and
Labrador, Northwest Territories, Yukon and Nunavut, and incorporated as part of commission regulations in
Saskatchewan and regulations in Québec. The Proposed Amendments and Proposed Changes involving changes to
companion policies are expected to be adopted as part of policies in each of the CSA jurisdictions.

Alternatives Considered to the Proposed Amendments and Proposed Changes

An alternative to the Proposed Amendments and Proposed Changes would be not to implement any changes to the
regulatory regime governing investment fund issuers and instead maintain the status quo.

Not proceeding with the Proposed Amendments and Proposed Changes would be a missed opportunity to reduce
regulatory burden for investment fund reporting issuers in a way that maintains investor protection and market
efficiency. Reducing regulatory burden through the Proposed Amendments and Proposed Changes would have the
benefits of reducing associated costs to investment fund managers and investment funds and where applicable,
providing investors with more focused disclosure to review.
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Anticipated Costs and Benefits of the Proposed Amendments and Proposed Changes

The CSA are of the view that the Proposed Amendments and the Proposed Changes strike the right balance between
protecting investors and fostering fair and efficient capital markets. The Proposed Amendments and Proposed Changes
would provide streamlined disclosure for investors and generate cost savings for investment fund managers and
investment funds.

Anticipated Benefits

Workstream One: Consolidate the Simplified Prospectus and the Annual Information Form

For investment funds in continuous distribution, the anticipated benefits include a reduction in the amount of disclosure
required to be prepared and filed by investment fund managers. This should reduce costs and cost savings may be
passed on to securityholders of conventional mutual funds. The consolidation of certain AIF disclosure into an SP would
lead to more streamlined disclosure for investors. In addition to the Fund Facts, investors and dealers will only need to
consult the SP instead of both the SP and the AlF.

Workstream Two: Investment Fund Designated Website

This proposed requirement may lay the foundation for migrating information that is currently included in the prospectus
and other regulatory documents, to the investment fund’s designated website. The anticipated benefits include: (i)
easier and more streamlined access to investment fund regulatory disclosure and information for investors, and (ii)
potential cost savings for investment fund managers and investment funds in the printing and delivery of various
documents if the disclosure is instead permitted to be posted on the designated website.

Workstream Three: Codify Exemptive Relief Granted in Respect of Notice-and-Access Applications

The anticipated benefits of codifying use of a notice-and-access system for investment funds include cost savings in
the printing and delivery of meeting materials sent to securityholders for persons or companies soliciting proxies.
Additional benefits include more focused disclosure for investors to review, while still providing a way for investors to
access additional information if required. We will continue to monitor any CSA policy initiatives impacting the notice-
and-access model for non-investment fund reporting issuers made as part of the CSA’s efforts to enhance electronic
delivery of documents for non-investment fund reporting issuers.?3

Workstream Four: Minimize Filings of Personal Information Forms

The anticipated benefits of this Proposed Amendment include cost savings from not having to prepare and submit a
PIF with an investment fund prospectus filing for registrants and permitted individuals who have already submitted a
Form F4.

Workstream Five: Codify Exemptive Relief Granted in Respect of Conflicts Applications

The anticipated benefits of codifying exemptions for these conflict of interest transactions, which have frequently been
granted in the past, include cost savings from not having to prepare and file exemptive relief applications. Furthermore,
codification of these exemptions will centralize the different exemptions with respect to investment fund conflict of
interest matters in NI 81-102 and NI 81-107.

Workstream Six: Broaden Pre-Approval Criteria for Investment Fund Mergers

The anticipated benefits of broadening the investment fund merger pre-approval criteria include cost savings from not
having to prepare and file regulatory approval applications under paragraph 5.5(1)(b) of NI 81-102.

Workstream Seven: Repeal Requlatory Approval Requirements for Change of Manager, Change of Control of
a Manager, and Change of Custodian that Occurs in Connection with a Change of Manager

The anticipated benefits of repealing the requirements relating to a change of manager, a change of control of a
manager and a change of custodian related to a change of manager, include cost savings from not having to prepare
and file regulatory approval applications under paragraphs 5.7(1)(a), 5.7(1)(b) and 5.7(1)(c) of NI 81-102.

2 CSA Consultation Paper 51-404 Considerations for Reducing Regulatory Burden for Non-Investment Fund Reporting Issuers
published April 6, 2017.
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Workstream Eight: Codify Exemptive Relief Granted in Respect of Fund Facts Delivery Applications

The anticipated benefits of introducing an exemption from the fund facts delivery requirement for mutual fund purchases
made in managed accounts or by permitted clients that are not individuals, include cost savings in the printing and
delivery of Fund Facts.

The anticipated benefits of codifying exemptive relief from the Fund Facts delivery requirement by expanding the PAC
Exception for subsequent purchases under model portfolio products and portfolio rebalancing services include cost
savings in the printing and delivery of Fund Facts.

Other anticipated benefits include enhanced disclosure to investors with a single consolidated Fund Facts for all the
classes or series of securities of the mutual fund in the automatic switch program, and cost savings in the printing and
delivery of Fund Facts for investors in an automatic switch program.

Anticipated Costs

Overall, the CSA are of the view that the Proposed Amendments and Proposed Changes would not create substantial
costs for investment funds, investment fund managers or securityholders.

Regarding the Proposed Amendments for Workstream One: Consolidate the Simplified Prospectus and the Annual
Information Form, while investment fund managers and investment funds may incur some upfront costs in modifying
SPs based on the revised Form 81-101F1, these initial costs will be outweighed by the cost savings in the long term
from not having to prepare and file an AIF. Where investment funds are currently not in continuous distribution and
have already filed an AlF, costs may be incurred in revising their AlIF to meet the proposed disclosure requirements.

Overall, we think the anticipated benefits of the Proposed Amendments and Proposed Changes outweigh their
anticipated costs. We seek feedback on whether you agree or disagree with our view on the cost burden of the
Proposed Amendments and Proposed Changes. Specific quantitative data in support of your views in this context would
be particularly helpful.

Next Steps: Later Stages of Phase 2

Further proposals to reduce regulatory burden for investment fund issuers that require additional analysis will be
developed in the medium to long term and will be published for comment as part of subsequent stages of Phase 2.
Areas that will receive consideration for the development of further proposals will include all of the following:

e continuous disclosure obligations;

securityholder meetings and information circular requirements;

prescribed notices and reporting requirements;

e  prospectus regime provisions;

¢ methods used to communicate with investors.
Local Matters
Appendix C is being published in any local jurisdiction that is making related changes to local securities laws, including
local notices or other policy instruments in that jurisdiction. It also includes any additional information that is relevant to
that jurisdiction only.

Unpublished Materials

In developing the Proposed Amendments and Proposed Changes, we have not relied on any significant unpublished
study, report or other written materials.

Request for Comments and Feedback
We welcome your comments on the Proposed Amendments and Proposed Changes. While we welcome comments

on any aspect of this publication, we also invite responses to the specific questions in Appendix A, Schedule 1 to this
Notice.
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We cannot keep submissions confidential because securities legislation in certain provinces requires publication of a
summary of the written comments received during the comment period. All comments will be posted on the websites
of each of the Ontario Securities Commission at www.osc.gov.on.ca, the Alberta Securities Commission at
www.albertasecurities.com and the Autorité des marches financiers at www.lautorite.qc.ca. Therefore, you should not
include personal information directly in comments to be published. It is important you state on whose behalf you are
making the submissions.

Deadline for Comments

Please submit your comments in writing on or before December 11, 2019. If you are not sending your comments by
email, please send a USB flash drive containing the submissions.

Please note that some CSA jurisdictions may also host roundtables to discuss the Proposed Amendments and
Proposed Changes. We encourage interested stakeholders to participate.

Where to Send Your Comments
Address your submission to all of the CSA as follows:

British Columbia Securities Commission

Alberta Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumers Services Commission, New Brunswick
Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island
Nova Scotia Securities Commission

Securities Commission of Newfoundland and Labrador

Registrar of Securities, Northwest Territories

Registrar of Securities, Yukon Territory

Superintendent of Securities, Nunavut

Please send your comments only to the addresses below. Your comments will be forwarded to the other CSA members.

The Secretary

Ontario Securities Commission
20 Queen Street West

22nd Floor

Toronto, Ontario M5H 3S8

Fax: 416-593-2318

Email: comments@osc.gov.on.ca

Me Philippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour Cominar

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1

Fax: (514) 864-8381

E-mail: consultation-en-cours@Iautorite.qc.ca
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Questions
Please refer your questions to any of the following CSA staff:

Dimitri Bollegala

Legal Counsel

Investment Funds and Structured Products
Ontario Securities Commission

Phone: 416-263-3781

E-mail: dbollegala@osc.gov.on.ca

Gabriel Chénard

Senior Policy Analyst

Investment Funds

Autorité des marchés financiers

Phone: 514 395-0337, ext. 4482
E-mail: gabriel.chenard@lautorite.qc.ca

Chad Conrad

Legal Counsel

Corporate Finance

Alberta Securities Commission
Phone: 403-297-4295

E-mail: chad.conrad@asc.ca

Frederick Gerra

Senior Legal Counsel

Investment Funds and Structured Products
Ontario Securities Commission

Phone: 416-204-4956

E-mail: fgerra@osc.gov.on.ca

Donna Gouthro

Senior Securities Analyst

Nova Scotia Securities Commission
Phone: 902-424-7077

E-mail: donna.gouthro@novascotia.ca

Heather Kuchuran

Acting Deputy Director

Corporate Finance, Securities Division

Financial and Consumer Affairs Authority of Saskatchewan
Phone: 306-787-1009

E-mail: heather.kuchuran@gov.sk.ca

Irene Lee

Senior Legal Counsel

Investment Funds and Structured Products
Ontario Securities Commission

Phone: 416-593-3668

E-mail: ilee@osc.gov.on.ca

Ella-Jane Loomis

Senior Legal Counsel, Securities

Financial and Consumer Services Commission, New Brunswick
Phone: 506-453-6591

E-mail: ella-jane.loomis@fcnb.ca
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Jean-Francois Nadeau

Senior Policy Analyst
Investment Funds

Autorité des marchés financiers
Phone: 514 395-0337, ext. 4458

E-mail: jean-francois.nadeau@|autorite.qc.ca

Stephen Paglia

Manager

Investment Funds and Structured Products
Ontario Securities Commission

Phone: 416-593-2393

E-mail: spaglia@osc.gov.on.ca

Melissa Schofield

Senior Legal Counsel

Investment Funds and Structured Products
Ontario Securities Commission

Phone: 416-595-8777

E-mail: mschofield@osc.gov.on.ca

Susan Thomas

Senior Legal Counsel

Investment Funds and Structured Products
Ontario Securities Commission

Phone: 416-593-8076

E-mail: sthomas@osc.gov.on.ca

Patrick Weeks

Analyst

Corporate Finance

Manitoba Securities Commission
Phone: 204-945-3326

E-mail: patrick.weeks@gov.mb.ca

Doug Welsh

Senior Legal Counsel

Investment Funds and Structured Products
Ontario Securities Commission

Phone: 416-593-8068

E-mail: dwelsh@osc.gov.on.ca

Michael Wong

Securities Analyst

Corporate Finance

British Columbia Securities Commission
Phone: 604-899-6852

E-mail: mpwong@bcsc.bc.ca
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Contents of Appendices

The text of the Proposed Amendments and Proposed Changes is contained in Appendix B to this Notice and is available

on the websites of members of the CSA:

Schedule 1

Appendix A - General

Specific Questions for Comment Relating to the Proposed Amendments and
Proposed Changes

Appendix B — Proposed Amendments and Proposed Changes

Workstream One: Consolidate the Simplified Prospectus and the Annual Information Form

Schedule 1-A

Schedule 1-B

Schedule 1-C

Schedule 1-D

Schedule 1-E

Schedule 1-F

Schedule 1-G

Schedule 1-H

Schedule 1-1

Proposed Amendments to National Instrument 81-101 Mutual Fund Prospectus
Disclosure

Proposed Changes to Companion Policy 81-101CP to National Instrument 81-
101 Mutual Fund Prospectus Disclosure

Proposed Amendments to National Instrument 81-102 Investment Funds

Proposed Changes to Companion Policy 81-102CP to National Instrument 81-
102 Investment Funds

Proposed Amendments to National Instrument 81-106 Investment Fund
Continuous Disclosure

Proposed Changes to Companion Policy 81-106CP to National Instrument 81-
106 Investment Fund Continuous Disclosure

Proposed Changes to National Policy 11-202 Process for Prospectus
Reviews in Multiple Jurisdictions

Proposed Amendments to National Instrument 13-101 System for Electronic
Document Analysis and Retrieval (SEDAR)

Proposed Amendments to Multilateral Instrument 13-102 System Fees for SEDAR
and NRD

Workstream Two: Investment Fund Designated Website

Schedule 2-A

Schedule 2-B

Schedule 2-C

Schedule 2-D

Schedule 2-E

Schedule 2-F

Schedule 2-G

Proposed Amendments to National Instrument 14-101 Definitions

Proposed Amendments to National Instrument 41-101 General Prospectus
Requirements

Proposed Changes to Companion Policy 41-101CP to National Instrument 41-
101 General Prospectus Requirements

Proposed Amendments to National Instrument 81-101 Mutual Fund Prospectus
Disclosure

Proposed Changes to Companion Policy 81-101CP to National Instrument 81-
101 Mutual Fund Prospectus Disclosure

Proposed Amendments to National Instrument 81-102 Investment Funds

Proposed Amendments to National Instrument 81-106 Investment Fund
Continuous Disclosure
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Schedule 2-H - Proposed Changes to Companion Policy 81-106CP to National Instrument 81-
106 Investment Fund Continuous Disclosure

Schedule 2-1 - Proposed Amendments to National Instrument 81-107 Independent Review
Committee for Investment Funds

Schedule 2-J - Proposed Changes to Commentary in National Instrument 81-107 Independent
Review Committee for Investment Funds

Workstream Three: Codify Exemptive Relief Granted in Respect of Notice-and-Access Applications

Schedule 3-A - Proposed Amendments to National Instrument 81-106 Investment Fund
Continuous Disclosure

Schedule 3-B - Proposed Changes to Companion Policy 81-106CP to National Instrument 81-
106 Investment Fund Continuous Disclosure

Workstream Four: Minimize Filings of Personal Information Forms

Schedule 4-A - Proposed Amendments to National Instrument 41-101 General Prospectus
Requirements

Schedule 4-B - Proposed Amendments to National Instrument 81-101 Mutual Fund Prospectus
Disclosure

Workstream Five: Codify Exemptive Relief Granted in Respect of Conflicts Applications

Schedule 5-A - Proposed Amendments to National Instrument 81-102 Investment Funds

Schedule 5-B - Proposed Changes to Companion Policy 81-102CP to National Instrument 81-
102 Investment Funds

Schedule 5-C - Proposed Amendments to National Instrument 81-107 Independent Review
Committee for Investment Funds

Schedule 5-D - Proposed Changes to Commentary in National Instrument 81-107 Independent
Review Committee for Investment Funds

Workstream Six: Broaden Pre-Approval Criteria for Investment Fund Mergers

Schedule 6 - Proposed Amendments to National Instrument 81-102 Investment Funds

Workstream Seven: Repeal Requlatory Approval Reqguirements for Change of Manager, Change of Control of
a Manager, and Change of Custodian that Occurs in Connection with a Change of Manager

Schedule 7 - Proposed Amendments to National Instrument 81-102 Investment Funds

Workstream Eight: Codify Exemptive Relief Granted in Respect of Fund Facts Delivery Applications

Schedule 8 - Proposed Amendments to National Instrument 81-101 Mutual Fund Prospectus
Disclosure

Additional Amendments

Schedule 9 - Proposed Amendments to National Instrument 41-101 General Prospectus
Requirements

Appendix C — Local Matters
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