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DECI SI ON

This matter was referred to the Conm ssion at the request of the
Deputy Director, Corporate Finance. It concerns an identical
anendnent to the prospectus and Annual Information Form filed by
each of AGF Canadian Equity Fund Limted, A G F. Canadian Bond Fund
and AG-F Mney Mrket Account. The anendnment involved inserting
provisions to make allowance for wuse of an "asset allocation
service". That service would provide for investors in the above
menti oned funds authorizing their dealer(s) to invest in and
subsequently transfer and retransfer investnents anong the three
f unds. The service would reallocate the anobunt 1nvested in
accordance wth recommendations generated by a conputer asset
all ocation nodel developed by PaineWbber Incorporated, a US.
i nvest nent deal er.

This service is in use in all provinces except Saskatchewan and
Mani t oba. It remained unavailable here pending this hearing to
determ ne whether its use would be in the public interest as a
result of concerns raised by the Deputy Director.

The attributes of the asset allocation service are:

1 Automatic switching in the amobunt of assets allocated to the
' three funds would take place when a ten (10% percent
currul ati ve nove had been indicated by the nodel

2 The assets transferred between funds would be subject to a
' negoti abl e transfer fee payable to the dealer, but there would
be a cap on such transfer fees so that in any one year no nore
than two (2% percent of the value of the assets allocated to

the service could be charged,

3 The dealer would be advised inmmediately after any shift of
' assets was indicated, and unless he or his client indicated
that they wi shed to discontinue the service, the allocations
would be made to the funds at the end of the next day
followng the recomended change. This would happen
automatically if the dealer was away and sone would consider

t hat an advant age.

It was further represented that the PaineWbber asset allocation
nodel was in the public domain as any information involving its
recommendat i ons was made to all Cients, of Pai neWebber
| ncor porated. AGF Managenent Limted, as the pronoter, manager and
distributer of the funds is a custoner of PaineWebber | ncorporated,
but has no ot her connection w th Pai neWebber Inc. other than a non-
exclusive license for use of the nodel and has no direction over
t he reconmmendati ons nmade in the operation of the nodel.

Pai neWebber devel oped the tactical asset allocation nodel eighteen
years ago and it is "designed to allocate resources anong three
cl asses of financial assets: stocks, bonds, and cash
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equi val ent s/ noney market instruments by conparing the expected rate
of return of representative instrunents in each asset class. The
current relationships are then conpared with what has been the
normal relationships in the past". The percentage in any asset
class can range from zero to one hundred percent and if the
expected rate of return from each segnment of the market was in
bal ance, the weighting for each class would be thirty-three and a
third (33 1/3% percent. The input to the nodel for the fixed
incone sector is based on the yield on ten-year U S. Treasury
securities. For equities it is based on data generated from a
survey of a large sanple of institutional investors based on their
forecast of earnings, dividends and growh rates, leading to an
expected rate of return on stocks and the price of the equity
mar ket based on Standard and Poor's 500 Conposite Stock Price
| ndex. The noney market/cash weighting is based on the return on
t he coupon equivalent yield on new three-nonth U S. Treasury Bills.

The question referred to the Conmission for determnation is
whether or not it is in the public interest that the use of such
a service should be permtted in Saskatchewan, and if so, what
conditions, if any, should be attached to the use of such a service
i n Saskat chewan.

The Comm ssion, after considering the use of the asset allocation
service as described, determined it was not contrary to the public
i nterest. The Commi ssion could understand the reluctance of the
Deputy Director to approve the filing of the anmendnent to the
prospectus and Annual Information Form based on the information
before himat the tine. It was necessary to consider sone of the
apparent significant differences between the Canadi an and Anerican
economes in regard to rates of interest and the nature of the
conpani es conprising the Standard and Poor's Index conpared wth
that of a Canadi an i ndex such as the TSE 300.

The Comm ssion reached its conclusion based on a consideration of
two main factors. It was pointed out that to decide the relative
wei ghting of assets within a portfolio, so as to be simlar to the
three generic types of investnents formng part of the earnings

estimates in the PaineWebber nodel, it was the relationship of the
simlarity of novement that was inportant rather than the
particular quantitative neasure. As a result, if there was a

significant degree of simlarity in novenent in the simlar sectors
bet ween Canada and the United States, the reliance on one nodel
would be generally applicable to a simlar market in Canada.
Information presented at the hearing by M. WIIliam Caneron, Vice-
President of AGF Managenent Limted, specifically responsible for
the Asset Allocation Service, indicated a strong correlation
bet ween Canada and U. S. markets.

He cane to this conclusion as a result of tests carried out by
Burns Fry in regard to equities by conparing the TSE 300 to the
St andard and Poor's 500 and Ri chardson Greenshields in regard to
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the interest rate markets. The cl oseness or degree of change of
the one equity index to the other, based on novenents over 20 years
is 93.1% In the case of long-term interest rates it was 97.2%

in the case of short-terminterest rates it was 72.5% M. Caneron
was certain that a statistician would term this a significant

degree of correlation. Such degree of <correlation would be
reliable to a significant degree for other than for a short-term
investor (a matter which is adaptable to disclosure). Wil e he

admtted that such a long-term relationship could change, the
investor is aware of the design of the nodel being based on
retrospective considerations and with that disclosed the investor
can decide if it is reasonable to rely on it.

The other significant consideration is that when an individual
obtains advice fromhis dealer on how to allocate his assets anong
different types of investnents, he does not often receive a
detail ed explanation of the nmethods used to reach a determ nation
for that recommendati on other than the general experience of the

person giving the advice. The adviser may refer to an exam nation
of assorted types and classifications of information which, while
referred to, is not done so in any systematic way. Likew se, when
any individual buys shares in a balanced mutual fund, the

prospectus or the annual information formw Il give only a genera
description of investnent ains but will not necessarily state what
information in particular will be relied upon. Many funds are

purchased retrospectively by investors, based on the track record
of the fund, or they select a fund that operates on the basis of a
fixed allocation anong the three categories of investnents. The
Comm ssion accepts the argunent of the nmanager of the funds that
there is enough information avail able about the conposition of the
Pai neWebber nodel and its 18 year track record on which a dealer
could determne and advise a client that the reliance on asset
al l ocation based on such a nodel to the funds in question was a
reasonabl e nove for that client to make.

The Comm ssion felt that the only alternative to its decision would
be to begin extending a never-ending web of control over the
reasons for recommendi ng particular investnents and there would be
no nore certainty that the Conm ssion would be able to cone up with
better standards upon which to make an investnent decision than
t hose which were already being mde. W nust avoid attenpting to
regul ate the nethodol ogy used. W do not feel it necessary to
blaze a trail on regulation of nethods of investnent decision
maki ng. The funds in offering such a service and the adviser in
advising as to its use to his client and the client in signing an
application agreeing to the automatic transfers of assets wthin
the paranmeters set by the service should all be aware of the
criteria used to make such application. From the Conm ssion's
point of view, di scl osure coupled with a Jlack of patent
unr easonabl eness nust be sufficient as the Comm ssion and its staff
are not responsible for the success of the investnent or its
failure.



However, having decided that the asset allocation service outlined
may be offered in Saskatchewan, that does not nean that the
Comm ssion staff should not be concerned about the degree of

di sclosure of the attributes of the service. In this regard it
woul d be appropriate for the staff to consider the adequacy of
disclosure in the usual manner of i ndi vi dual review and

consideration in conjunction with the other Securities Comm ssions
consideration of the sane issue. This would include any general
recoommendation of the nutual fund comittee of the Canadian
Securities Adm nistrators which the Conm ssion will have approved.

There are sone matters that the Conm ssion would expect the staff
to ensure were contained in any disclosure. The purchaser shoul d
have access to information that would show that "the service" was
based upon reconmmendations for the United States market and depends
upon the usual relationship between the Canada- USA narket which is
not always exactly the sanme and that investnents nade on a short-
term basis and in the noney market fund in particular on a short-
term basis mght not be wise. Fees wll be disclosed for purchase,

redenption, and transfer when indicated by the nodel. The annua

managenent fees are clained by the manager to be nore favourable
to the client conpared with balanced funds on average. Thei r
theory is that the investor is buying individual equity, long-term
fixed income and noney market funds, all of which have differing
managenent rates, so on average they would be lower than the
standard bal anced fund. Consi deration should be also given to
pointing out that none of the three funds in question constitute
a 100% investnent at all tines in the type of investnents that are
characteristic of the fund. There is also the possibility of |ag
between the investnent of the funds from the time of issuance of
t he Pai neWebber nodel which could lead to mnor variances between
the stated rate of performance based on a conpl ete adherence to the
publication dates of any nodel recommendations. There should al so
be a caution as to the advisability of a person using such a
service who is dependent on constant incone from his investnent
funds.

In the future, other nmatters may warrant consideration for
publication as part of prospectus disclosure in what the industry
and regul ators accept as being essential for full, true and plain
di scl osure. Future undeterm ned changes may make the reliance upon
such a nodel or systens unreasonable. There may have to be a
subsequent determ nation of whether their use in fact continues to
be in the public interest as a result of such changes. One nust
renmenber that it is an investnent vehicle that is designed for
i nvestors who for one reason or another do not w sh to undertake
to engage in a detailed or ongoing review of their investnents.



In light of our present know edge, however, there appears to be no
reason why such an asset allocation service cannot be used within
Saskat chewan, subject to adequate disclosure preferably agreed to
on a national basis.

DATED at the City of Regina, in the Province of Saskatchewan, this
28t h day of My, 1991.
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Marcel de la Gorgendiere, Q.C.

Chairman
Saskatchewan Securities Commission




