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AMENDMENT TO
COMPANION POLICY 81-102CP
MUTUAL FUNDS

AMENDMENTS
Amendments

@ Companion Policy 81-102CPisamended by the addition of thefollowing
as paragraph 5 of subsection 2.13(2):

"B. @ The mutud fund has becomelegdly entitled to dispose of
the collaterd held by it under a securities loan or
repurchase agreement and to apply proceeds of
redizationto satisfy the obligations of the counterparty of
the mutud fund under the transaction, and

(b) Suffident time has passed after the event described in
paragraph () to enable the mutua fund to sl the
collatera in a manner that maintains an orderly market
and that permitsthe preservation of the best valuefor the
mutud fund.”

2 Companion Policy 81-102CP is amended by the deletion of subsection
2.16(2), the substitution of subsection (2) below as the new subsection
2.16(2) and the addition of subsection (3) below as subsection 2.16(3):

"(2) Because of the broad ambit of the lead-in language to the
definition, it isimpossble to lis every insrument, agreement or
security that might be caught by thet lead-in language but thet is
not consdered to be aderivativein any norma commercid sense
of that teem. The Canadian securities regulatory authorities
condder conventiond floating rate debt instruments, securities of
amutud fund or commodity pool, non-redeemable securities of
an investment fund, American depogitary receipts and ingta ment
recel pts generdly to bewithin this category, and generaly will not
treat thoseinstruments as pecified derivativesin administering the
[ nstrument.

3 However, the Canadian securities regulatory authorities note that
these genera exclusions may not be gpplicable in cases in which
amutud fund investsin one of the vehiclesdescribed in subsection
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2 with the result that the mutua fund obtains or increases
exposure to a particular underlying interest in excess of
the limit set out in section 2.1 of the Instrument. In such
crcumgtances, the Canadian securities regulatory
authorities are likely to condder tha insrument a
specified derivative under the Instrument.

Companion Policy 81-102CPisamended by the addition of thefollowing
as section 3.2, and the consequent renumbering of existing sections 3.2,
3.3, 3.4 and 3.5 as sections 3.3, 3.4, 3.5 and 3.6, respectively:

"3.2

@

@)

Index Mutual Funds

An "index mutud fund" is defined in section 1.1 of the Instrument
as a mutud fund tha has adopted fundamentd investment
objectives that require it to

@ hold the securities that are included in a permitted index
or permitted indices of the mutud fund in subgtantialy the
same proportion as those securities are reflected in that
permitted index or permitted indices; or

(b) inves in amanner that causesthe mutua fund to replicate
the performance of that permitted index or those
permitted indices.

This definition incdludes only mutua fundswhose entire portfoliois
invested in accordance with one or more permitted indices. The
CSA recognizesthat there may be mutud fundsthat invest part of
their portfolio in accordance with a permitted index or indices,
with a remaining part of the portfolio being actively managed.
Those mutud funds cannot avall themsdves of therdlief provided
by subsection 2.1(5) of the Instrument, which providesrelief from
the "10 percent rule€' contained in subsection 2.1(1) of the
Instrument, because they are not "index mutua funds'. The CSA
acknowledge that there may be circumstances in which the
principles behind the relief contained in subsection 2.1(5) of the
Ingrument is dso gpplicable to "partidly-indexed’ mutud funds.
Therefore, the CSA will consider gpplicationsfrom thosetypes of
mutud fundsfor relief andogous to that provided by subsection
2.1(5) of the Instrument.
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3 It is noted that the manager of an index mutud fund may meke a
decisonto base dl or some of the investments of the mutual fund
on adifferent permitted index than a permitted index previoudy
used. This decison might be made for investment reasons or
because that index no longer satisfies the definition of "permitted
index" in the Ingrument. It is noted thet this decison by the
manager will be consdered by the Canadian securities regulatory
authorities generdly to conditute a change of fundamenta
investment objectives, thereby requiring securityholder approva
under paragraph 5.1(c) of the Instrument. In addition, this
decison would aso condtitute a Sgnificant change for the mutua
fund, thereby requiring an amendment to thesmplified prospectus
of the mutud fund and theissuing of apressrelease under section
5.10 of the Ingtrument.”.

4 Companion Palicy 81-102CPisamended by the addition of thefollowing
as section 3.7:

"3.7  SecuritiesLending, Repurchase and Rever se Repurchase
Transactions

@ Section 2.12, 2.13 and 2.14 of the Instrument each
contains a number of conditions that must be satisfied in
order that a mutua fund may enter into a securities
lending, repurchase or reverse repurchase transaction in
compliance with the Instrument. It is expected that, in
addition to satisfying these conditions, the manager on
behdf of the mutud fund, in co-ordination with an agent,
will ensure that the documentation evidencing these types
of transactions contains customary provisions to protect
the mutua fund and to document thetransaction properly.
Among other things, these provisons would normaly
include

@ a definition of an "event of default” under the
agreement, which would includefallureto ddiver
cash or securities, or to promptly pay to the
mutud fund amounts equd to dividends and
interest paid, and distributions made, on loaned
or sold securities, as required by the agreement;
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(b) provisons giving non-defaulting parties rights of
termination, rights to sdll the collaterd, rights to
purchaseidentica securitiesto replacetheloaned
securities and legd rights of set-off in connection
withtheir obligationsif an event of default occurs,
and

(© provisons that ded with, if an event of default
occurs, how the value of collatera or securities
held by the non-defaulting party that isin excess
of the amount owed by the defaulting party will
be treated.

Section 2.12, 2.13 and 2.14 of the Instrument each
imposes arequirement that amutua fund that has entered
intoasecuritieslending, repurchaseor reverserepurchase
transaction hold cash or securities of at least 102 percent
of the market value of the securities or cash held by the
mutual fund's counterparty under the transaction. It is
noted that the 102 percent requirement is a minimum
requirement, and that it may be appropriate for the
manager of amutud fund, or the agent acting on behdf of
the mutua fund, to negotiate the holding of a greater
amount of cash or securities if necessary to protect the
interests of the mutud fund in a particular transaction,
having regard to thelevd of risk for the mutua fund in the
transaction. In addition, if the recognized best practices
for a particular type of transaction in a particular market
cdls for a higher levedl of collaterdization than 102
percent, it isexpected that, absent special circumstances,
the manager or the agent would ensure that its
arrangements reflect the relevant best practices for that
transaction.

Paragraph 3 of subsection 2.12(1) of the Instrument
refers to securities lending transactions in terms of
securities that are "loaned” by amutua fund in exchange
for collatera. Some securities lending transactions are
documented so that title to the "loaned” securities is
transferred from the "lender” to the "borrower”. The
Canadiansecuritiesregulatory authoritiesdo not consider



(4)

Q)

-5-

this fact as sufficient to disqualify those transactions as
securities loan transactions within the meaning of the
Ingrument, s0 long as the transaction is in fact
subgtantively a loan.  References throughout the
Ingrument to "loaned” securities, and Smilar references,
should be read to include securities "transferred” under a
securities lending transaction.

Paragraph 6 of subsection 2.12(1) permits the use of
irrevocable letters of credit as collaterd in securities
lending transactions. The Canadian securities regulatory
authorities believe that, a a minimum, the prudent use of
letters of credit will involve the following arrangements:

@ the mutua fund should be dlowed to draw down
any amount of the letter of credit at any time by
presenting its sght draft and certifying that the
borrower isin default of its obligations under the
securities lending agreement, and the amount
capable of being drawn down would represent
the current market value of the outstanding
loaned securities or the amount required to cure
any other borrower default; and

(b) the letter of credit should be structured so that the
lender may draw down, on the date immediately
preceding its expiration date, an amount equa to
the current market vaue of dl outstanding loaned
securities on that date.

Paragraph 9 of subsection 2.12(1) and paragraph 8 of
subsection 2.13(1) of the Instrument each provides that
the agreement under which a mutua fund enters into a
securities lending or repurchase transaction include a
provison requiring the mutua fund's counterparty to
promptly pay to the mutua fund, among other things,
digtributions made on the securities loaned or sold in the
transaction. Inthiscontext, theterm"distributions’ should
be read broadly to includedl paymentsor distributions of
any type made on the underlying securities, including,
without limitation, distributions of property, stock
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dividends, securities received as the result of plits, all
rights to purchase additiona securities and full or partia
redemption proceeds. This extended meaning conforms
to the meaning given the term "digtributions’ in severd
standard forms of securities|oan agreementswidely used
in the securities lending and repurchase markets.

Section 2.12, 2.13 and 2.14 of the Instrument make
reference to the "ddivery” and "holding" of securities or
collatera by the mutud fund. The Canadian securities
regulatory authorities note that thesetermswill includethe
ddivery or holding by an agent for a mutud fund. In
addition, the Canadian securities regulatory authorities
recognize that under ordinary market practice, agents
pool collatera for securities lending/repurchase dlients;
this pooling of itsef is not consdered a violation of the
[ nstrument.

Section2.12, 2.13 and 2.14 of the Instrument requirethat
the securities involved in a securities lending, repurchase
or reverse repurchase transaction be marked to market
daily and adjusted asrequired dally. It isrecognized that
market practice often involves an agent marking to
market a portfolio at the end of a business day, and
effecting the necessary adjustments to a portfolio on the
next businessday. Solong aseach action occurson each
business day, as required by the Instrument, this market
practiceis not a breach of the Instrument.

As noted in subsection (7), the Instrument requires the

dally marking to market of the securities involved in a
securities lending, repurchase or reverse repurchase
transaction. The vauation principlesused inthismarking

to market may bethose generdly used by the agent acting

for the mutud fund, even if those principles deviate from

the principles that are used by the mutud fund in valuing

itsportfolio assetsfor the purposesof caculating net asset

value.

Paragraph 6 of subsection 2.13(1) of the Instrument
imposes a requirement concerning the ddivery of sdes
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proceeds to the mutua fund equal to 102 per cent of the
market vaue of the securities sold in the transaction. Itis
noted that accrued interest on the sold securities should
be induded inthe cdculation of the market vaue of those
securities.

Section 2.15 of the Instrument imposes the obligation on
amanager of amutud fund to gppoint an agent or agents
to administer its securities lending and repurchase
transactions, and makes optiond the ability of amanager
to gppoint an agent or agents to administer its reverse
repurchase transactions. A manager that gppoints more
than one agent to carry out these functions may alocate
respongbility asit consdersbest. For instance, it may be
appropriate that one agent be responsible for domestic
transactions, with one or more agentsresponsiblefor off-
shore transactions. Managers should ensure that the
various requirements of sections 2.15 and 2.16 of the
Instrument are satisfied for dl agents.

It is noted that the responsibilities of an agent appointed
under section 2.15 of the Instrument include all aspects of
acting on behdf of a mutuad fund in connection with
securities lending, repurchase or reverse repurchase
agreements. This includes acting in connection with the
reinvestment of collatera or securities held during thelife
of atransaction.

Subsection 2.15(3) of the Instrument requires that an
agent gppointed by a mutuad fund to adminigter its
securities lending, repurchase or reverse repurchase
transactions shdl be a custodian or sub-cugtodian of the
mutud fund. It is noted that the provisons of Part 6 of
the Insrument generdly apply to the agent in connection
with itsactivities reating to securities lending, repurchase
or reverse repurchase transactions. The agent must have
been appointed as custodian or sub-custodian in
accordance with section 6.1, and must satisfy the other
requirements of Part 6 in carrying out its responsibilities.
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Subsection 2.15(5) of the Instrument provides that the
manager of a mutud fund shdl not authorize an agent to
enter into securities lending, repurchase o, if applicable,
reverse repurchase transactions on behaf of the mutua
fund unless there is a written agreement between the
agent, the manager and the mutud fund that dedls with
certain prescribed matters. Subsection (5) requires that
the manager and the mutua fund, in the agreement,
provide ingtructions to the agent on the parametersto be
followed in entering into the type of transaction to which
the agreement pertains. The parameterswould normaly
include

@ detalls on the types of transactions that may be
entered into by the mutua fund;

(b) types of portfolio assets of the mutua fund to be
used in the transaction;

(© gpecification of maximum transaction Sze, or
aggregate amount of assets that may be
committed to transactions a any onetime,;

(d) specification of permitted counterparties,

(e any specific requirements regarding
collaerdization, induding minimum requirements
as to amount and diversification of
collaerdization, and details on the nature of the
collatera that may be accepted by the mutua
fund;

® directions and an outline of respongbilitiesfor the
reinvesment of cash collaterd received by the
mutud fund under the program to ensure that
proper levels of liquidity are maintained at dl
times, and

()} duties and obligations on the agent to take action
to obtain payment by aborrower of any amounts
owed by the borrower.
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The definition of "cash cover” contained in section 1.1 of
the Instrument requires that the portfolio assets used for
cash cover not be "dlocated for specific purposes'.
Securities loaned by amutud fund in a securities lending
transaction have been dlocated for specific purposesand
therefore cannot be used as cash cover by the mutual
fund for its specified derivatives obligations.

A mutud fund sometimes needsto vote securitiesheld by
it in order to protect its interests in connection with
corporate transactions or developments relating to the
issuers of the securities. The manager and the portfolio
adviser of amutud fund, or the agent of the mutua fund
adminigtering asecuritieslending program on behdf of the
mutua fund, should monitor corporate developments
relating to securitiesthat areloaned by the mutua fund in
securities lending transactions, and take al necessary
stepsto ensure that the mutua fund can exercisearight to
vote the securitieswhen necessary. Thismay bedone by
way of aterminaion of a securities lending transaction
and recall of loaned securities, asdescribed in paragraph
11 of subsection 2.12(1) of the Instrument.

As part of the prudent management of asecurities
lending, repurchase or reverse repurchase program,
managers of mutua funds, together with their agents,
should ensure that transfers of securities in connection
with those programsare effected in asecure manner over
an organized market or settlement system. For foreign
Securities, this may entall ensuring that securities are
cleared through central depositories. Mutud funds and
their agents should pay close atention to settlement
arangements when entering into securities lending,
repurchase and reverse repurchase transactions.”.
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Companion Policy 81-102CPisamended by the addition of thefollowing
as section 5.2:

"5.2 Securities Lending, Repurchase and Reverse Repurchase
Transactions

@

@)

3

As described in section 5.1, section 4.4 of the Instrument is
designed to ensure that the manager of a mutud fund is
respongible for any loss that arises out of the failure of it, and of
any person or company retained by it or the mutual fund to
discharge any of the manager'sresponghilitiesto the mutua fund,
to satisfy the standard of care referred to in that section.

The retention by a manager of an agent under section 2.15 of the
Ingrument to administer the mutua fund's securities lending,
repurchaseor reverserepurchasetransactionsdoesnot relievethe
manager from ultimaterespongbility for theadministration of those
transactions in accordance with the Insrument and in conformity
with the standard of care imposed onthe manager by statute and
required to be imposed onthe agent in the relevant agreement by
subsection 2.15(6) of the Instrument.

Because the agent isrequired to be a custodian or sub-custodian
of themutud fund, itsactivities, ascustodian or sub-custodian, are
not within the responsibility of the manager of the mutua fund, as
provided for in subsection 4.4(5) of theInstrument. However, the
activities of the agent, in itsrole as adminigtering the mutua funds
securitieslending, repurchase or reverse repurchase transactions,
are within the ultimate respongbility of the manager, as provided
for in subsection 4.4(6) of the Instrument.”

Companion Policy 81-102CPisamended by the addition of thefollowing
as subsections 13.2(5),(6), (7) and (8):

"(5) Subsections 15.8(2) and (3) of the Instrument require
disclosure of standard performance dataof amutua fund,
in some circumstances, from "the inception of the mutud
fund’. It is noted that paragraph 15.6(d) generally
prohibitsdisclosure of performance datafor aperiod that
is before the time when the mutua fund offered its
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securitiesunder asmplified prospectusor before an asset
dlocation service commenced operation.  Also,
Instruction (1) to Item 5 of Part B of Form 81-101F1
Contents of Smplified Prospectus requires disclosure of
the date on which amutua fund's securities first became
avaladle to the public as the date on which the mutud
fud "darted’. Therefore, condstent with these
provisons, the words "inception of the mutua fund” in
subsections 15.8(2) and (3) should be read as referring
to the beginning of the digtribution of the securities of the
mutud fund under a smplified prospectus of the mutua
fund, and not from any previous time in which the mutua
fund may have existed but did not offer its securities
under asmplified prospectus.

Paragraph 15.6(a) of the Instrument contans a
prohibition againg the inclusion of performance data for
amutua fund that has been distributing securitiesfor less
than 12 consecutive months. The creation of anew class
or series of security of an exigting mutua fund does not
conditute the creetion of anew mutud fund and therefore
does not subject the mutua fund to the restrictions of
paragraph 15.6(a) unless the new class or series is
referable to anew portfolio of assets.

Section 15.14 of the Instrument containstherulesrelating
to sdes communications for multi-class mutuad funds.
Those rules are gpplicable to amutud fund that has more
than one class of securitiesthat are referable to the same
portfolio of assets. Section 15.14 does not dedl directly
with asset dlocation services. It is possible that asset
dlocation services could offer multiple "classes’; the
Canadiansecuritiesregulatory authoritiesrecommendthat
any sdes communications for those services generaly
respect the principles of section 15.14 in order to ensure
that those sales communications not be mideading.

The Canadian securitiesregulatory authoritiesbelievethat
the use of hypothetica or pro forma performance data
for new classes of securities of amulti-class mutud fund
would generdly be mideading.”.
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Companion Policy 81-102CPisamended by the deletion of section 14.1
and the subgtitution of the following:

"14.1 Calculation of Management Expense Ratio

@

)

3

(4)

Part 16 of the Instrument sets out the method to be used by a
mutud fund in caculating its management expense ratio. The
requirements contained in Part 16 are applicable in dl
circumstances in which a mutua fund calculates and discloses a
management expense réio.

Subsection 16.1(1) requires a mutud fund to use its "total
expenses’ beforeincometaxesfor thereevant period asthebasis
for the cdculaion of management expense ratio. Tota expenses
before income taxes will include interest charges and taxes of
virtudly al types, including sales taxes, GST and capitdl taxes,
payable by the mutua fund. Income taxes, of course, would not
beincluded inacaculation of tota expensesbeforeincometaxes.
In addition, Canadian GAAP would permit a mutua fund to
deduct withholding taxes from the income to which they gpply;
therefore, withholding taxes would not be included as part of

"total expenses'.

Brokerage charges are not considered to be part of tota
expenses asthey areincluded in the cost of purchasing, or netted
out of the proceeds from sdlling, portfolio assets.

Subsection 16.1(4) of the Instrument makesreferenceto amutud
fund indicating, when providing management expense rdio
information to a service provider that will arrange for public
dissemination of the management expense ratio, whether
management feeswerewaived or paid directly by investorsduring
the relevant period. It is expected that the service providers will
indude thisinformation in any disclosure of management expense
ratio to the public in a manner that is clear and easly
understandable by investors. Service providers may use symbols
to inform the public of the different dements of a management
expenserdio. If symbols are used, they should be accompanied
by an explanatory legend.
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) Mutua funds are reminded to ensure that any management
expense raio provided to a service provider for public
disssmination should be only the management expense rdio
caculated as required by the Instrument.”.

Part 14 of Companion Policy 82-102CP is amended by

@ the change of the title of the part to "Financia Disclosure
Méatters';

(b) the addition of the following as section 14.2:

"14.2 Financial Statement Requirements in Securities
Lending, Repurchase and Reverse Repurchase
Transactions - Mutud funds are required to follow
Canadian GAAP in preparing financid datements, as
supplemented as gpplicable by the requirements of other
gpplicable securities legidation. The Canadian securities
regulatory authorities wish to provide their views on the
appropriate application of Canadian GAAP in
circumstances where mutua funds enter into securities
lending, repurchase and reverse repurchase transactions.
Sections 14.3, 14.4 and 14.5 reflect the views of the
Canadian securities regulatory authorities asto the steps
those mutua funds should take in order to ensure that
ther financid satements comply with Canedian GAAP.";

(© the addition of the following as section 14.3:

"14.3 Financial Statement Requirements Concerning
Securities Lending Transactions

@ A mutud fund, in the satement of investment
portfolio included in the annud and interim
financid satements of the mutud fund, or in the
notes to that statement, should

@ disclose the aggregate dollar vaue of
securities that were lent in the securities
lending transactions of the mutud fund
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that remain outstanding as a the date of
the statement; and

(b) disclose the type and aggregate amount
of collaterd recaeived by the mutua fund
under securities lending transactions of
the mutua fund that remain outstanding
as a the date of the statement.

A baance sheet of a mutud fund that has
received cash collaera in a securities lending
transactionthat remainsoutstanding asof thedate
of the balance sheet should fairly present

@ the cash collatera received by it as an
asst; and

(b) the obligation to repay the cash collaterd
asaliability.

The asset and liability referred to in subsection
(2) should be shown as separate line itemsin the
bal ance shest.

An income statement of a mutua fund should
farly present income from securities lending
transactions as revenue and not as deductions

from expensss”;

(d) the addition of the following as section 14.4:

"14.4 Financial Statement Requirements Concerning
Repur chase Transactions

@

A mutud fund, in the satement of investment
portfolio included in the annua and interim
financid gatements of the mutua fund, or in the
notes to that datement, should, for each
repurchase transaction of the mutual fund that
remans outstanding as a the date of the
satement, disclosethe date of thetransaction, the



@)

3

(4)

-15-

expirationdate of thetransaction, the name of the
counterparty of the mutua fund, the nature and
market vaue of the securities sold by the mutud
fund, theamount of cash received, therepurchase
price to be paid by the mutua fund and the
market vaue of the sold securities as at the date
of the statement.

A baance sheet of amutua fund that has entered
into a repurchase transaction that remans
outstanding as of the date of the balance sheet
should fairly present the obligation of the mutua
fund to repay the collaterd as aliability.

The ligbility referred to in subsection (2) should
be shown as a separate line item in the baance
sheet.

An income statement of a mutua fund should
farly present income from the use of the cash
received on repurchase transactions as revenue
and not to offset expensesincurred in connection
with the repurchase transaction.”; and

(e the addition of the following as section 14.5:

"14.5 Financial Statement Requirements Concerning
Rever se Repurchase Transactions

@

A mutud fund, in the statement of investment
portfolio included in the annuad and interim
financid satements of the mutua fund, or in the
notes to that statement, should for each reverse
repurchase transaction of the mutual fund that
remans outstanding as a the date of the
statement, disclosethedate of thetransaction, the
expirationdate of thetransaction, the name of the
counterparty of the mutua fund, the totd dollar
amount paid by the mutud fund, the nature and
vadue or principd amount of the securities
received by the mutud fund and the market value
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of the purchased securities as at the date of the
Satement.

2 A baance sheet of amutua fund that has entered
into areverserepurchasetransaction that remains
outstanding as of the date of the balance sheet
should fairly present the reverse repurchase
agreement relating to the transaction as an asset
at market value,

3 The asset referred to in subsection (2) should be
shown as a separate line item in the baance
shest.

(4)  Anincome statement of a mutua fund should

farly present income from reverse repurchase
transactions as revenue and not as deductions

from expenses”.

PART 3 EFFECTIVE DATE

31 Effective Date - This Amendment comesinto force on May 2, 2001.
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