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CANADIAN SECURITIESADMINISTRATORS
STAFF NOTICE 41-301 and 51-302*

The Year 2000 Challenge
Disclosure I ssues

Purpose

The purpose of this Notice is to set out the views of the staff of each of the Canadian Securities
Adminidrators ("saff") with respect to matters that a reporting issuer would be expected to consider in
ng the nature and extent of its disclosure obligations concerning the implications of the ™Y ear 2000
issug’. The Notice does not address any specific financial statement disclosures that may be required to
comply with generally accepted accounting principles in the particular circumstances of an individud
reporting issuer.

Background

The"Year 2000 issue" isagenera term used to refer to certain business implications of the arrival of the
new millennium. In smple terms, these implications arise largely because it has been normd practice for
computer hardware and software to use only two digits rather than four to record the year in date fields.
On January 1, 2000, when the year is designated as "00", many computer systems could either fall
completely or create erroneous data as a result of misinterpretation of the year. In some cases, date
sengtive sysemsmay begintofail prior to January 1, 2000. Theresultsof failluresmay rangefromreatively
minor processing inaccuracies to catastrophic system mafunctions. Failures may affect not only hardware
and software used to process everyday bus nessinformation but a so the embedded computersthat control
plant machinery, robotics, office equipment, eevators and building climate and security systems.

OnNovember 21, 1997, the Canadian Securities Adminigtrators ("CSA") published anctice entitled, The
Year 2000 Challenge (CSA Notice 31-301). This Notice included astatement on'Y ear 2000 computer
problems issued by the Technical Committee of the Internationa Organization of Securities Commissons.
The CSA expressed concern that many securities market participants may not be addressing adequately
the risks associated with the Y ear 2000. They noted that, because of the interconnection of the securities
markets, it is essentid that al market participants identify and address the issues to ensure they are Year
2000 compliant. Inthisregard, the CSA focused itscommentson thetechnol ogicdl, businessand regul atory
problems faced by financid markets and financid intermediaries.

Many of the types of problems faced by financid markets and financid intermediaries can be expected to
arisein virtudly al entities snce most use computer technology in some aspect of ther business. It is
essentid that these entitiesidentify and addressthe problemsin an organized and timely manner if potentialy

1 This Notice deals with two subject matters (prospectus and continuous disclosure requirements).
Accordingly, since the new numbering system categorizes instruments by subject matter, we have assigned two
numbersto the Notice in order to assist parties who rely on the numbering categories for locating relevant
requirements. The first number, 41-301, categorizes the Notice under the 41 category which appliesto Distribution
Requirements (Prospectus Contents— Non-Financial Matters). The second number, 51-302, categorizes the Notice
under the 51 category which applies to Ongoing Requirements for I ssuers and Insiders (Disclosure — General)
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sgnificant adverse consegquences are to be avoided. Despite the importance of theissue and its pervasive
nature, a recent Statistics Canada survey of 2,000 Canadian companies indicates that less than haf of al
Canadian firms have taken action to prepare for computer problems when the calendar hits January 1,
2000. Staff are therefore reminding reporting issuersto congder their disclosure obligationsrelating to the
implications of the Y ear 2000 issue. These obligations arise in the context of both continuous disclosure
and offerings of securities by way of prospectus.

Continuous Disclosure Obligations

Reporting issuers that are required to provide Management's Discussion & Anadysis ("MD&A") as a
upplement to their financid statements are required to disclose in the MD&A information on risks and
uncertainties facing the issuer. These disclosures, which should emphasize risks and uncertainties likely to
be factors within the next two financid years, are required to the extent they are necessary for an
understanding of the issuer'sfinancia condition, changesin financiad condition and results of operations. In
addition, reporting issuers are required to discuss and andyze in ther MD&A risks, events and
uncertainties that would cause reported financid information not necessarily to be indicative of future
operating results or future financia condition.

Staff believe the Y ear 2000 issue gives rise to uncertainties thet are potentialy sgnificant for virtualy dl
reporting issuers. Further, in some circumstances, the uncertainties may be considered to cause reported
financid information not to be indicaive of future operating results or of future financid condition.
Accordingly, dl reporting issuersshould assesscarefully the nature and extent of informeation about the'Y ear
2000 issue that needs to be disclosed to meet the requirements of securities legidation.

In making this assessment, staff expect that senior management and the Board of Directors of areporting
issuer would consder matters such as the following:

the scope of activities undertaken to date to evauate the extent of potential problems by identifying
operating and information systems and equipment used by the reporting issuer that may require remedia
action,

the scope of activities undertaken to date to assess the reporting issuer's vulnerability to the state of
readiness for the Y ear 2000 of third parties, including suppliers, customers, lenders and borrowers,

the scope of the reporting issuer's action plan defining the steps necessary to minimizeits exposure
to risk as a result of the Year 2000 issue, including identification of those systems that will be
replaced and those systems that will be modified;

the availability of sufficient appropriate resources, both internd and external, to carry out the

necessary remedia actions within a time frame that alows for completion and testing prior to
January 1, 2000;

the progress made in relation to each phase of the reporting issuer's action plan, including whether
activities are proceeding on schedule and the status of testing of remedid actions taken;

the extent of risks and uncertainties that may prevent successful completion of any aspect of the
reporting issuer's action plan, including anassessment of the potential consequences of faillureand
whether contingency plans exist to provide for this eventudity.
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In gaff's view, narrative disclosure explaining the risks and uncertainties arising from the Y ear 2000 issue
and how those risks and uncertainties are being managed should include, a a minimum:

adiscussion of the reporting issuer's vulnerability to the Year 2000 issue, taking into account its
dependence on information technology, the complexity of its sysems and the extent of its
interaction with third parties,

a description of the reporting issuer's evauation of its Stuation and the plans made to ded with
critical sygems within the remaining time available;

a discusson of the gatus of implementation of the reporting issuer's remediation plans and the
expected timing of completion, including testing and implementation; and

informationabout associated cogts, both incurred to date and expected to beincurred in thefuture,
including a description of the accounting trestment afforded such cogts.

Steff believe reporting issuers that are not required to provide MD&A should consider providing
information about the Year 2000 issue as part of other information that accompanies annual financia
Satements.

The nature of the Y ear 2000 issue and the short time framewithin which it must be addressed are such that
daff beieve reporting issuers should consider updating annua MD&A disclosure in subsequent interim
financid reports. This will contribute to ensuring that participants in capital markets are made aware of
sgnificant information on amore timely basis than would otherwise be the case.

Prospectus Offerings

Reporting issuers that make an offering of securities by way of prospectus are required under securities
legidation to provide full, true and plain disclosure of dl materid facts relating to the securities issued or
proposed to be digributed. A "materid fact” is a fact that Sgnificantly affects, or would reasonably be
expected to have a significant effect on, the market price or value of the securitiesissued or proposed to
be distributed.

Staff believe the Y ear 2000 issueis potentidly sgnificant to virtualy dl reporting issuers contemplating the
issuanceof securitiesby way of prospectus. Accordingly, reporting issuersshould givecareful consideration
to the Y ear 2000 issue when ng the nature and extent of information that needs to be disclosed in
aprogpectusto meet the requirements of securitieslegidation. Staff expect that, in making this assessment,
a reporting issuer would consider matters such as those discussed above under " Continuous Disclosure
Obligetions'.

For further information, please contact:

Ken Parker
Alberta Securities Commission
(403) 297-3251
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CalaMarie Hait
British Columbia Securities Commission
(604) 899-6726

Chrigtine Le Breux

Commission des valeurs mobilieres du Québec

(514) 873-5009 ext. 172

|an Mclntosh
Saskatchewan Securities Commission
(306) 787-5867

Dave Cheop
Manitoba Securities Commission
(204) 945-2561

BarbaraHendrickson
Ontario Securities Commission
(416) 593-8084

Bill Sattery
Nova Scotia Securities Commission
(902) 424-7768

Donne W. Smith Junior
New Brunswick Securities Commission
(506) 658-3060

Ruth Demone
Regidtrar of Securities
Prince Edward Idand
(902) 368-4550

Anthony Patey
Securities Divison
Department of Justice
Newfoundland

(709) 729-4701

M. Richard Roberts
Registrar of Securities
Y ukon Territory
(403) 873-7490

Gary MacDougdl
Registrar of Securities
Northwest Territories
(403) 873-7490

Dated: January 30, 1998
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