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ARTICLE

Canadian Securities Regulators Permit Retail Liquid Alt Funds and Ease (Some)
Investment Restrictions for All Public Funds

On January 3 ,  2019 ,  am endm ents to  Na t i ona l  Instrum en t 81 -102  Investmen t Funds (NI  81 -102) and  i ts com pan i on  po l i cy,  as we l l  as re l a ted  na t i ona l
i nstrum en ts,  wi l l  com e i n to  fo rce .  T hese  am endm ents wi l l  pe rm i t  "a l te rna t i ve  m utua l  funds"  (co l l oqu i a l l y re fe rred  to  as l i qu i d  a l t  funds) to  be  o ffe red  to
re ta i l  i nvesto rs i n  Canada  i n  a  si m i l a r m anner as conven t i ona l  re ta i l  m u tua l  funds.  T hese  am endm ents p rovi de  fund  m anagers wi th  new opportun i t i es
and  cha l l enges i n  o ffe ri ng  re ta i l  i nvesto rs access to  a l te rna t i ve  st ra teg i es.  Overa l l ,  the  am endm ents a re  a  b rea th  o f  f resh  a i r i n  a  regu l a to ry
envi ronm ent tha t  has becom e i ncreasi ng l y restri ct i ve .

T he  am endm ents b ri ng  pub l i cl y o ffe red  m utua l  funds,  a l te rna t i ve  m utua l  funds,  non-redeem ab l e  i nvestm en t funds (cl osed-end  funds) and  exchange-
t raded  funds (ET Fs),  i n  the i r va ri ous fo rm s,  under the  sam e regu l a to ry reg i m e , and  l oosen  ce rta i n  i nvestm en t restri ct i ons and  p ract i ces tha t  app l y to  the
vari ous fo rm s o f  i nvestm en t funds.  A l so  no tab l e  i s the  fact  tha t  a l l  pub l i c mutua l  funds (i ncl ud i ng  a l te rna t i ve  m utua l  funds,  bu t  no t  ET Fs) wi l l  be  o ffe red
under the  si m p l i f i ed  p rospectus,  A IF and  fund  facts reg i m e  estab l i shed  by Na t i ona l  Instrum en t 81 -101  Mutua l  Fund  Prospectus Di scl osu re  (NI  81 -101).
Cl osed-end  funds and  ET Fs wi l l  con t i nue  to  use  the  " l ong -fo rm "  p rospectus reg i m e .

L i qu i d  a l t  funds crea ted  under the  January 2019  am endm ents wi l l  rep resen t  a  hyb ri d  be tween  conven t i ona l  m u tua l  funds and  p ri va te l y o ffe red  hedge
funds.  Un t i l  now, l i qu i d  a l ts cou l d  on l y be  l aunched  as “com m od i ty poo l s” under the  i ncreasi ng l y ou tda ted  (and  cum bersom e) Na t i ona l  Instrum en t 81 -
104  Commod i ty Poo l s (NI  81 -104) o r pu rsuan t  to  d i scre t i ona ry exem pt i ons f rom  the  requ i rem en ts o f  NI  81 -102 ,  wh i ch  have  been  g ran ted  on l y spa ri ng l y
wi th i n  the  past  yea r to  a  hand fu l  o f  app l i can ts.  Essen t i a l l y,  the  Canad i an  Securi t i es Adm i n i st ra to rs (the  CSA) have  renam ed "com m od i ty poo l s"  as
"a l te rna t i ve  m utua l  funds"  and  have  upda ted ,  to  a  l i m i ted  exten t ,  the  reg i m e  tha t  p revi ousl y app l i ed  to  com m od i ty poo l s under NI  81 -104 .

NI 81 -104  wi l l  be  l a rge l y wi thd rawn, wi th  i ts p rovi si ons m oved  to  NI  81 -102 ,  o r the  o the r app l i cab l e  81 -se ri es na t i ona l  i nstrum en ts.  NI  81 -104 ,  however,
wi l l  rem a i n  wi th  the  so l e  pu rpose  o f  con t i nu i ng  to  regu l a te  the  p ro f i ci ency standards fo r m u tua l  fund  dea l e rs and  the i r rep resen ta t i ves who  wi sh  to
recom m end a l te rna t i ve  m utua l  funds to  the i r cl i en ts.  T here  has been  no  change  m ade  to  those  p ro f i ci ency standards,  pend i ng  fu rthe r revi ew o f
p ro f i ci ency standards m ore  genera l l y by the  CSA.

In  add i t i on  to  m aki ng  a  num ber o f  techn i ca l  tweaks,  the  CSA m ade  som e no tab l e  changes f rom  the  p roposed  am endm ents f i rst  pub l i shed  fo r com m ent
i n  Sep tem ber 20161 :

T he  te rm  "a l te rna t i ve  m utua l  fund"  (ra the r than  "a l te rna t i ve  fund" ) i s used  to  re i n fo rce  the  fact  tha t  these  funds m ust  have  a  redem pt i on  fea tu re
consi sten t  wi th  o the r m u tua l  funds.

Exi st i ng  non-redeem ab l e  i nvestm en t funds wi l l  be  exem pted  f rom  the  new i nvestm en t restri ct i ons app l i cab l e  to  them  p rovi ded  they rem a i n  ou t  o f
d i st ri bu t i on  (tha t  i s,  un l ess they f i l e  a  new p rospectus to  qua l i fy a  new o ffe ri ng  o f  secu ri t i es).

Governm ent securi t i es a re  excl uded  f rom  the  10  pe r cen t  si ng l e  i ssuer concen tra t i on  l i m i t  on  short  sa l es by an  a l te rna t i ve  m utua l  fund  o r a  non-
redeem ab l e  i nvestm en t fund .

T he  10  pe r cen t  o f  NAV deri va t i ve  coun te rpa rty th resho l d  wi l l  no t  app l y fo r cl ea red  de ri va t i ves o r fo r ove r-the -coun te r de ri va t i ves i f  the  coun te rpa rty
has a  desi gna ted  ra t i ng .

T he  aggrega te  no t i ona l  am oun t o f  speci f i ed  de ri va t i ve  posi t i ons tha t  a re  hedg i ng  t ransact i ons wi l l  no t  be  requ i red  to  be  i ncl uded  i n  ca l cu l a t i ng
aggrega te  l eve rage  o f  a l te rna t i ve  m utua l  funds fo r the  pu rposes o f  the  300  pe r cen t  l eve rage  cap .

T he  l i m i t  on  asse ts tha t  m ay be  deposi ted  wi th  a  si ng l e  bo rrowi ng  agen t  (tha t  i s no t  the  fund ’s custod i an ) as securi ty i n  connect i on  wi th  a  short  sa l e
i s i ncreased  to  25  pe r cen t  fo r a l te rna t i ve  m utua l  funds and  non-redeem ab l e  i nvestm en t funds.

Changes in Fund Investment Restric t ions

Al te rna t i ve  m utua l  funds wi l l  be  sub j ect  to  som ewhat re l axed  i nvestm en t restri ct i ons.  T he  am endm ents a l so  e ffect  som e we l com e changes to  the
i nvestm en t restri ct i ons app l i cab l e  to  o the r m u tua l  funds,  and  som e l ess we l com e changes fo r non-redeem ab l e  i nvestm en t funds.  P l ease  access
BLG’s Investmen t Restri ct i ons fo r Pub l i c Investmen t Funds –  At  a  Gl ance ! fo r m ore  i n fo rm at i on .

Hi gh l i gh ts o f  the  new i nvestm en t restri ct i ons i ncl ude :

Restri ct i ons on  I l l i qu i d  Asse ts –  T he  pe rm i t ted  l eve l  o f  i nvestm en t by a l te rna t i ve  m utua l  funds i n  i l l i qu i d  asse ts wi l l  be  the  sam e as fo r conven t i ona l
m utua l  funds –  be i ng  10  pe r cen t  o f  NAV a t  the  t i m e  o f  pu rchase ,  wi th  a  ha rd  cap  o f  15  pe r cen t  o f  NAV. Non-redeem ab l e  i nvestm en t funds wi l l  have  a
l i m i t  o f  20  pe r cen t  o f  NAV a t  the  t i m e  o f  pu rchase ,  wi th  a  ha rd  cap  o f  25  pe r cen t  o f  NAV. Desp i te  i ndustry l obbyi ng  to  re l ax these  l i m i ts,  the  CSA have
i m posed  the  l ower l i m i t  on  a l te rna t i ve  m utua l  funds,  re f l ect i ng  the  CSA’s focus on  l i qu i d i ty m anagem ent fo r re ta i l  funds,  wh i ch  i s i nd i ca t i ve  o f  the
b roader i n te rna t i ona l  regu l a to ry focus i n  th i s a rea .

Perm i t ted  Borrowi ng –  A l te rna t i ve  m utua l  funds and  non-redeem ab l e  i nvestm en t funds wi l l  be  pe rm i t ted  to  bo rrow up  to  50  pe r cen t  o f  the  fund ’s NAV,
sub j ect  to  cond i t i ons,  i ncl ud i ng :

Lenders m ust  be  en t i t i es tha t  wou l d  qua l i fy as a  qua l i f i ed  custod i an  under NI  81 -102  (i .e . ,  banks and  t rust  com pan i es i n  Canada ,  and  ce rta i n
a ff i l i a tes).

T he  fund ’s i ndependen t  revi ew com m i t tee  (IRC) m ust  approve  any bo rrowi ng  where  the  l ender i s an  a ff i l i a te  o f  the  fund ’s i nvestm en t fund  m anager.

Any bo rrowi ng  ag reem ents en te red  i n to  m ust  be  i n  acco rdance  wi th  no rm a l  i ndustry p ract i ce  and  m ust  be  on  standard  com m erci a l  te rm s.

Conven t i ona l  m u tua l  funds wi l l  con t i nue  to  be  restri cted  to  a  m axi m um  borrowi ng  l i m i t  o f  5  pe r cen t  o f  the i r ne t  asse t  va l ue  and  fo r l i m i ted  pu rposes
on l y.

Perm i t ted  Short -Se l l i ng  –  A l te rna t i ve  m utua l  funds and  non-redeem ab l e  i nvestm en t funds wi l l  be  pe rm i t ted  to  engage  i n  sho rt -sa l es o f  secu ri t i es up  to
a  l i m i t  o f  50  pe r cen t  o f  NAV, wi th  the  m axi m um  am oun t o f  secu ri t i es o f  a  si ng l e  i ssuer (m easured  by aggrega te  m arke t  va l ue ) tha t  m ay be  so l d  short
be i ng  l i m i ted  to  10  pe r cen t  o f  NAV. A l te rna t i ve  m utua l  funds and  non-redeem ab l e  i nvestm en t funds wi l l  a l so  be  exem pt f rom  the  requ i rem en t to  ho l d
cash  cover,  and  f rom  the  p roh i b i t i on  on  the  use  o f  sho rt -sa l e  p roceeds to  pu rchase  securi t i es o the r than  securi t i es tha t  qua l i fy as cash  cover.
Conven t i ona l  m u tua l  funds wi l l  rem a i n  sub j ect  to  the  p re -exi st i ng  l i m i ts on  short -sa l es.

ttps://blg.com/en/News-And-Publications/Pages/Investment-Restrictions-for-Public-Investment-Funds.asp


No m ore  than  25  pe r cen t  o f  the  asse ts o f  an  a l te rna t i ve  m utua l  fund  o r non-redeem ab l e  i nvestm en t fund  (as a  pe rcen tage  o f  NAV) m ay be  deposi ted  as
securi ty i n  connect i on  wi th  sho rt  sa l e  t ransact i ons wi th  any one  bo rrowi ng  agen t  tha t  i s no t  the  fund ’s custod i an .  Conven t i ona l  m u tua l  funds wi l l  rem a i n
sub j ect  to  a  10  pe r cen t  l i m i t .

Aggrega te  Borrowi ng  and  Short -Se l l i ng  L i m i t –  A l te rna t i ve  m utua l  funds and  non-redeem ab l e  i nvestm en t funds wi l l  be  sub j ect  to  an  ove ra l l  l i m i t  on  the
use  o f  cash  bo rrowi ng  and  short -se l l i ng  o f  50  pe r cen t  o f  NAV.

Use  o f  Deri va t i ves –  T he  am endm ents cod i fy exem pt i ons p revi ousl y and  rou t i ne l y g ran ted  to  i nvestm en t funds f rom  the  coun te rpa rty desi gna ted  ra t i ng ,
the  coun te rpa rty exposure  l i m i ts,  and  the  custody p rovi si ons,  by exem pt i ng  i nvestm en t funds f rom  those  requ i rem en ts i n  connect i on  wi th  "cl ea red
speci f i ed  de ri va t i ve "  t ransact i ons.

A l te rna t i ve  m utua l  funds and  non-redeem ab l e  i nvestm en t funds wi l l  be  pe rm i t ted  to  en te r i n to  de ri va t i ve  t ransact i ons i n  wh i ch  the  de ri va t i ve
coun te rpa rty and /o r guaran to r o f  the  coun te rpa rty does no t  have  a  "desi gna ted  ra t i ng " .  Wh i l e  a l l  i nvestm en t funds a re  sub j ect  to  the  10  pe r cen t
coun te rpa rty exposure  l i m i t ,  th i s l i m i t  does no t  app l y i n  respect  o f  any cl ea red  de ri va t i ves o r i f  the  equ i va l en t  deb t  o f  the  coun te rpa rty o r i ts guaran to r
has a  desi gna ted  ra t i ng .

A l te rna t i ve  m utua l  funds and  non-redeem ab l e  i nvestm en t funds wi l l  be  exem pt f rom  the  cover requ i rem en ts to  a l l ow the  use  o f  de ri va t i ves to  crea te
syn the t i c l eve raged  exposure ,  sub j ect  to  the  ove ra l l  l i m i ts on  l eve rage  d i scussed  be l ow.

Aggrega te  Leverage  L i m i t –  A l te rna t i ve  m utua l  funds and  non-redeem ab l e  i nvestm en t funds wi l l  be  pe rm i t ted  to  use  l eve rage  th rough  cash  bo rrowi ng ,
short -se l l i ng  and  speci f i ed  de ri va t i ve  t ransact i ons.  However,  the  aggrega te  l eve rage  o f  an  a l te rna t i ve  m utua l  fund  o r a  non-redeem ab l e  i nvestm en t
fund ,  ca l cu l a ted  as the  sum  o f  to ta l  am oun t o f  ou tstand i ng  cash  bo rrowed , com b i ned  m arke t  va l ue  o f  secu ri t i es so l d  short ,  and  the  aggrega te  no t i ona l
am oun t o f  a l l  speci f i ed  de ri va t i ve  posi t i ons tha t  a re  no t  en te red  i n to  fo r hedg i ng  pu rposes,  wi l l  no t  be  pe rm i t ted  to  exceed  300  pe r cen t  o f  the  fund ’s
NAV. Fund  m anagers wi l l  be  requ i red  to  m on i to r each  fund ’s to ta l  l eve rage  on  a  da i l y basi s.  Re fresh i ng l y the  CSA d i d  no t  adop t  the  2016  p roposa l  tha t
wou l d  have  i ncl uded  de ri va t i ve  t ransact i ons en te red  i n to  fo r hedg i ng  pu rposes i n  the  l eve rage  ca l cu l a t i on .

Rehypo theca t i on  –  Under the  custod i a l  p rovi si ons o f  NI  81 -102 ,  an  i nvestm en t fund  i s pe rm i t ted  to  de l i ve r co l l a te ra l  to  i ts fu tu res com m i ssi on  m erchan t ,
de ri va t i ves coun te rpa rty,  l ender o r bo rrowi ng  agen t  on l y i f  ce rta i n  cond i t i ons a re  m et.  In  the  case  o f  co l l a te ra l  posted  fo r de ri va t i ves o r cash  bo rrowi ngs,
one  o f  the  cond i t i ons con t i nues to  be  tha t  the  reco rds o f  the  pe rsons ho l d i ng  the  asse ts m ust  show tha t  the  i nvestm en t fund  i s the  bene f i ci a l  owner o f
the  asse ts posted  by i t  as co l l a te ra l .  T he  CSA consi de rs tha t  th i s cond i t i on  p reven ts any rehypo theca t i on  o f  co l l a te ra l  tha t  i s sub j ect  to  these  p rovi si ons,
as the  e ffect  o f  rehypo theca t i on  i s to  a l i ena te  bene f i ci a l  ownersh i p .  T h i s cond i t i on  does no t  app l y to  asse ts posted  as securi ty i n  connect i on  wi th  the
short  sa l e  o f  secu ri t i es,  and  the  regu l a to rs have  p revi ousl y i nd i ca ted  tha t  th i s does no t  app l y i n  connect i on  wi th  va ri a t i on  m arg i n  fo r de ri va t i ve
posi t i ons.  Opera t i ona l l y,  however,  we  expect  tha t  i t  m ay be  d i ff i cu l t  to  d i st i ngu i sh  be tween  co l l a te ra l  secu ri ng  de ri va t i ves (i n i t i a l  m arg i n ) and  cash
borrowi ng  ob l i ga t i ons ve rsus co l l a te ra l  secu ri ng  de ri va t i ves (va ri a t i on  m arg i n ) and  short  se l l i ng  ob l i ga t i ons.

Investm en ts i n  Othe r Investm en t Funds (Fund-o f-Fund  Structu res) –  T he  am ended  ru l es wi l l  faci l i ta te  fund-o f-fund  structu res by easi ng  restri ct i ons
app l i cab l e  to  conven t i ona l  m u tua l  funds and  a l te rna t i ve  m utua l  funds.  T he  m ore  l i be ra l  reg i m e  fo r non-redeem ab l e  i nvestm en t funds rem a i ns
unchanged ,  excep t  to  add  a l te rna t i ve  m utua l  funds to  the  l i st  o f  pe rm i ssi b l e  i nvestm en ts.  Conven t i ona l  m u tua l  funds wi l l  be  pe rm i t ted  to  i nvest  up  to
10  pe r cen t  o f  NAV i n  securi t i es o f  a l te rna t i ve  m utua l  funds and  non-redeem ab l e  i nvestm en t funds,  and  up  to  100  pe r cen t  o f  NAV i n  any o the r m u tua l
fund  (wh i ch  i ncl udes ET Fs),  p rovi ded  tha t  the  underl yi ng  fund  i s sub j ect  to  NI  81 -102  and  the  " th ree -t i e r"  restri ct i ons and  the  o the r fund-o f-fund  ru l es
a re  respected .  Investm en ts i n  " i ndex pa rt i ci pa t i on  un i ts" ,  wh i ch  wi l l  now on l y cover U.S.  l i sted  i ndex ET Fs,  rem a i n  pe rm i t ted  as i s the  case  today.
A l te rna t i ve  m utua l  funds and  non-redeem ab l e  i nvestm en t funds m ay i nvest  up  to  100  pe r cen t  o f  NAV i n  any o the r non-redeem ab l e  i nvestm en t fund  o r
m utua l  fund  (i ncl ud i ng  o the r a l te rna t i ve  m utua l  funds) p rovi ded  tha t  such  underl yi ng  funds a re  sub j ect  to  NI  81 -102  and  the  o the r fund-o f-fund
requ i rem en ts a re  m et.  T hey m ay a l so  i nvest  i n  " i ndex pa rt i ci pa t i on  un i ts" .

A l l  i nvestm en t funds sub j ect  to  NI  81 -102  wi l l  rem a i n  p roh i b i ted  f rom  i nvest i ng  i n  non-p rospectus qua l i f i ed  funds (poo l ed  funds) even  when  those
poo l ed  fund  com p l y wi th  the  sam e i nvestm en t restri ct i ons,  wh i ch  con t i nue  to  be  a  d i sappo i n t i ng  regu l a to ry posi t i on .

Investm en t i n  Add i t i ona l  Physi ca l  Com m od i t i es –  T he  am endm ents expand  the  scope  o f  pe rm i t ted  i nvestm en ts i n  physi ca l  com m od i t i es fo r
conven t i ona l  m u tua l  funds to  a l l ow i nvestm en ts d i rect l y i n  si l ve r,  pa l l ad i um  and  p l a t i num  i n  add i t i on  to  go l d  (i ncl ud i ng  ce rt i f i ca tes rep resen t i ng  these
preci ous m eta l s) and  to  a l l ow conven t i ona l  m u tua l  funds to  ob ta i n  i nd i rect  exposure  th rough  speci f i ed  de ri va t i ves.  Investm en ts i n  com m od i t i es a re  st i l l
sub j ect  to  a  l i m i t  o f  10  pe r cen t  o f  a  conven t i ona l  m u tua l  fund ’s NAV, wh i ch  i ncl udes any i nvestm en ts i n  these  com m od i t i es m ade  by an  underl yi ng
fund .  Preci ous m eta l s funds have  m ore  f l exi b i l i ty.  Ne i the r a l te rna t i ve  m utua l  funds no r non-redeem ab l e  i nvestm en t funds a re  sub j ect  to  any p roh i b i t i on
on  i nvest i ng  i n  com m od i t i es.

Other Requirements for Alternat ive Mutual Funds

Al though  m any o f  the  sam e requ i rem en ts tha t  app l i ed  to  " com m od i ty poo l s"  con t i nue  to  app l y a l te rna t i ve  m utua l  funds under the  am endm ents to  NI
81 -102 ,  the re  a re  som e changes.  In  m ost  cases,  the  ru l es tha t  app l y today to  conven t i ona l  m u tua l  funds,  ET Fs and  non-redeem ab l e  i nvestm en t funds i n
these  a reas have  no t  changed .

Offe ri ng  Docum ents –  A l te rna t i ve  m utua l  funds no t  l i sted  on  an  exchange  wi l l  be  sub j ect  to  the  sam e d i scl osu re  reg i m e  as conven t i ona l  m u tua l
funds,  be i ng  NI  81 -101 ,  ra the r than  the  " l ong -fo rm "  p rospectus reg i m e  p revi ousl y m anda ted  fo r com m od i ty poo l s.  T he  si m p l i f i ed  p rospectus o f  an
a l te rna t i ve  m utua l  fund ,  as we l l  as the  fund  facts,  wi l l  be  requ i red  to  i ncl ude  face  page  d i scl osu re  tha t  i den t i f i es the  fund  as an  a l te rna t i ve  m utua l
fund  and  text  box d i scl osu re  tha t  descri bes how the  i nvestm en t st ra teg i es and  asse t  cl asses to  be  u t i l i zed  by the  a l te rna t i ve  m utua l  fund  d i ffe r f rom
conven t i ona l  m u tua l  funds,  and  any a t tendan t  ri sks associ a ted  wi th  such  stra teg i es o r asse t  cl asses.  In  add i t i on ,  a l te rna t i ve  m utua l  funds m ay no t  be
i ncl uded  i n  wi th  the  p rospectus docum ents fo r any conven t i ona l  m u tua l  funds.

Seed  Cap i ta l  Requ i rem en ts and  Responsi b i l i ty fo r Organ i za t i ona l  Costs –  Seed  cap i ta l  requ i rem en ts fo r new a l te rna t i ve  m utua l  funds wi l l  be  the
sam e as fo r conven t i ona l  m u tua l  funds –  $150 ,000 .  In  add i t i on ,  a l te rna t i ve  m utua l  funds wi l l  be  sub j ect  to  the  sam e p roh i b i t i on  aga i nst
re i m bursem ent o f  o rgan i za t i ona l  costs as conven t i ona l  m u tua l  funds.

In i t i a l  Lock-up  Peri od –  An  a l te rna t i ve  m utua l  fund  wi l l  be  pe rm i t ted  to  i m pose  an  i n i t i a l  si x-m on th  l ock-up  pe ri od ,  du ri ng  wh i ch  redem pt i ons wi l l
no t  be  pe rm i t ted ,  p rovi ded  tha t  such  restri ct i on  i s d i scl osed  i n  the  p rospectus.  T hey wi l l  be  ab l e  to  ca l cu l a te  redem pt i on  p roceeds based  on  the  f i rst
o r second  busi ness day a f te r the  da te  o f  rece i p t  o f  a  redem pt i on  o rde r.

Incen t i ve  Fees –  Under NI  81 -102 ,  i ncen t i ve  fees m ust  be  ca l cu l a ted  and  charged  based  on  the  cum u l a t i ve  to ta l  re tu rn  o f  the  fund .  A l te rna t i ve
m utua l  fund  m anagers tha t  a re  accustom ed to  usi ng  se ri es accoun t i ng  to  e ffect i ve l y ca l cu l a te  and  charge  pe rfo rm ance  fees a t  the  un i t  l eve l  m ust
consi de r the  i m pact  o f  th i s requ i rem en t.

Ri sk Assessm ents –  No  changes have  been  m ade  to  the  " i nvestm en t ri sk cl assi f i ca t i on "  con ta i ned  a t  Append i x F o f  NI  81 -102  fo r a l te rna t i ve  m utua l
funds,  a l though  the  CSA encourages m anagers to  consi de r "o the r facto rs o r ri sk m e tri cs"  and  de te rm i ne  whe the r i t  wou l d  be  appropri a te  to  m ake  an
"upward  ad j ustm en t"  to  the  fund ’s ri sk l eve l .

Transit ion

T he  am endm ents com e i n to  fo rce  January 3 ,  2019 .  Fo r exi st i ng  com m od i ty poo l s tha t  f i l ed  a  p rospectus fo r wh i ch  a  rece i p t  i s i ssued  on  o r p ri o r to
January 2 ,  2019 ,  the re  wi l l  be  a  t ransi t i on  pe ri od  end i ng  Ju l y 4 ,  2019 ,  by wh i ch  da te  they m ust  be  fu l l y com p l i an t  wi th  the  new ru l es.

Non-redeem ab l e  i nvestm en t funds exi st i ng  as o f  October 4 ,  2018  wi l l  be  exem pt f rom  m ost  o f  the  new requ i rem en ts app l i cab l e  to  them , un l ess they f i l e
a  p rospectus fo r wh i ch  a  rece i p t  i s i ssued  a f te r tha t  da te .



Industry Considerat ions

Al te rna t i ve  Fund  M anagers

T he  a l te rna t i ve  fund  ru l es rep resen t  an  opportun i ty fo r the  m anagers o f  hedge  funds and  o the r a l te rna t i ve  funds to  o ffe r a  ve rsi on  o f  the i r funds,  wh i ch
were  p revi ousl y on l y o ffe red  to  h i gh  ne t  worth  i nd i vi dua l s and  i nst i tu t i ona l  i nvesto rs i n  the  p ri va te  m arke t ,  to  Canad i an  re ta i l  i nvesto rs.  Som e
consi de ra t i ons fo r a l te rna t i ve  fund  m anagers l ooki ng  to  "go  re ta i l "  fo r the  f i rst  t i m e  i ncl ude :

T hey wi l l  be  sub j ect  to  a  g rea te r l eve l  o f  regu l a t i on  and  fund  governance ,  i ncl ud i ng  i ndependen t  revi ew com m i t tees,  than  i s requ i red  i n  the  exem pt
m arke t  and  wi l l  need  to  ensure  tha t  they have  the  i n f rastructu re ,  i ncl ud i ng  po l i ci es and  p rocedures,  and  pe rsonne l  requ i red  to  stay com p l i an t .

Investm en t st ra teg i es m ay need  to  be  am ended  i n  o rde r to  com p l y wi th  the  restri ct i ons con ta i ned  i n  NI  81 -102 ,  wh i ch  m ay i m pact  fund  pe rfo rm ance .
Re l i e f  f rom  wha t i s p rovi ded  fo r i n  NI  81 -102  m ay no t  be  ava i l ab l e .

Sta rt -up  and  o rgan i za t i ona l  costs m ust  be  funded  by the  m anager.

T he  cha l l enges o f  d i st ri bu t i ng  re ta i l  p roducts,  i ncl ud i ng  ge t t i ng  funds on to  approved  l i sts a t  dea l e rs,  and  the  i m pact  o f  the  p ro f i ci ency requ i rem en ts
on  the  t rad i t i ona l  m u tua l  fund  d i st ri bu t i on  channe l .

T he  i n te ract i on  o f  custod i a l  requ i rem en ts under NI  81 -102  and  p ri m e  b roke rage  ag reem ents wi l l  p resen t  som e l ega l  and  opera t i ona l  cha l l enges.

Sa l es fo rces wi l l  need  to  be  educa ted  on  the  new p roduct  and  su i tab i l i ty consi de ra t i ons,  as we l l  as the  add i t i ona l  p ro f i ci ency requ i rem en ts
necessary to  se l l  a l te rna t i ve  m utua l  funds.

T he  sa l es com m un i ca t i on  ru l es i n  NI  81 -102  wi l l  p roh i b i t  the  l i nki ng  o f  the  pe rfo rm ance  o f  exi st i ng  p ri va te  a l te rna t i ve  m utua l  fund  stra teg i es wi th
tha t  o f  an  a l te rna t i ve  m utua l  fund  o ffe red  under a  p rospectus.  Even  i f  the  exi st i ng  p ri va te  fund  i s " converted"  i n to  a  NI  81 -102  com p l i an t  fund ,
pe rfo rm ance  o f  the  fund  p ri o r to  the  da te  o f  the  f i na l  p rospectus rece i p t  wi l l  be  p roh i b i ted  un l ess exem pt i ons a re  g ran ted .

Conven t i ona l  M u tua l  Fund  M anagers

Conven t i ona l  m u tua l  fund  m anagers wi l l  bene f i t  f rom  the  cod i f i ca t i on  o f  va ri ous exem pt i ons f rom  NI 81 -102  con ta i ned  i n  the  am endm ents,  i ncl ud i ng
the  expanded  scope  o f  pe rm i t ted  i nvestm en t i n  physi ca l  com m od i t i es,  m ore  f l exi b i l i ty fo r i nvestm en ts i n  o the r funds and  re l i e f  f rom  the  coun te rpa rty
desi gna ted  ra t i ngs and  exposure  l i m i ts fo r de ri va t i ves cl ea red  th rough  a  "speci f i ed  cl ea ri ng  co rpo ra t i on " .  T h i s new f l exi b i l i ty can  be  re l i ed  upon
i m m ed i a te l y on  and  a f te r January 3 ,  2019 ,  and  fund  m anagers wi l l  wan t  to  consi de r how and  whe the r the i r funds can  bene f i t  f rom  the  i ncreased
i nvestm en t f l exi b i l i ty.

In  add i t i on  to  som e o f  the  consi de ra t i ons l i sted  above  fo r a l te rna t i ve  fund  m anagers,  add i t i ona l  consi de ra t i ons fo r conven t i ona l  m u tua l  fund  m anagers
wi sh i ng  to  o ffe r a l te rna t i ve  m utua l  funds i ncl ude :

A l te rna t i ve  i nvestm en t st ra teg i es requ i re  a  d i ffe ren t  ski l l se t  and  m anagers m ust  consi de r whe the r they can  deve l op  tha t  ski l l se t  i n te rna l l y o r whe the r
they need  to  l ook ou tsi de  the i r o rgan i za t i on  fo r expert i se .

Com p l i ance  so f tware  tha t  i s geared  to  the  ru l es fo r conven t i ona l  m u tua l  funds wi l l  need  to  be  m od i f i ed .

Ri sk m anagem ent pe rsonne l  wi l l  need  to  consi de r add i t i ona l  facto rs,  i ncl ud i ng  the  i m pact  o f  h i gher l eve rage .

Convert i ng  an  exi st i ng  fund  i n to  an  a l te rna t i ve  m utua l  fund  wi l l  l i ke l y necessi ta te  securi tyho l de r approva l ,  as a  change  i n  i nvestm en t ob j ect i ves
and  stra teg i es fo r the  fund  to  convert  the  fund  i n to  an  a l te rna t i ve  m utua l  fund  wou l d  no  doub t  be  a  change  to  the  fund ’s fundam enta l  i nvestm en t
ob j ect i ves,  requ i ri ng  a  securi tyho l de r vo te .

Non-Redeem ab l e  Investm en t Fund  M anagers

Un l ess the i r funds a re  exem pt (i .e .  they were  estab l i shed  be fo re  October 4 ,  2018  and  do  no t  f i l e  a  new p rospectus a f te r tha t  da te ),  non-redeem ab l e
i nvestm en t fund  m anagers wi l l  need  to  ca re fu l l y revi ew the i r cu rren t  i nvestm en t st ra teg i es and  m ake  m od i f i ca t i ons to  the i r st ra teg i es and  re l a ted
com p l i ance  m on i to ri ng  i n  o rde r to  adop t  the  new i nvestm en t restri ct i ons i m posed  by the  am endm ents.

Investo rs

T he  ave rage  Canad i an  re ta i l  i nvesto r m ay be  the  u l t i m a te  bene f i ci a ry o f  the  am endm ents,  as they wi l l  be  i n t roduced  to  new and  va ri ed  i nvestm en t
op t i ons tha t  m ay he l p  ach i eve  the i r i nvestm en t goa l s.  A com ponen t o f  the  am endm ents i s the  "one-stop  shopp i ng"  e l em en t,  wh i ch  wi l l  enab l e  i nvesto rs
to  pu rchase  conven t i ona l  m u tua l  funds and  a l te rna t i ve  m utua l  funds under si m i l a r o ffe ri ng  docum ents and  th rough  fam i l i a r d i st ri bu t i on  channe l s,  wh i ch
shou l d  faci l i ta te  com pari sons be tween  i nvestm en t op t i ons.

We encourage  you  to  con tact  you r usua l  l awyer i n  BLG’s Investm en t M anagem ent Group to  d i scuss how the  January 2019  am endm ents m ay a ffect  how
you  m anage  your i nvestm en t funds.  We have  consi de rab l e  experi ence  i n  worki ng  wi th  m anagers o f  funds wi th  a l te rna t i ve  i nvestm en t st ra teg i es and
wou l d  be  p l eased  to  d i scuss wi th  you  how you  can  estab l i sh  a  new a l te rna t i ve  m utua l  fund  o r convert  any o f  you r exi st i ng  funds i n to  a l te rna t i ve  m utua l
funds i n  com p l i ance  wi th  the  new reg i m e . Fo r fu rthe r i n fo rm at i on ,  p l ease  con tact  any o f  the  au tho rs o f  th i s Bu l l e t i n ,  o r any m em ber o f  BLG’s Investm en t
M anagem ent p ract i ce  g roup.

1  See  "Canad i an  Regu l a to rs Unve i l  Dra f t  Ru l es to  Perm i t  the  Offe ri ng  o f  A l te rna t i ve  M utua l  Funds to  Re ta i l  Investo rs,"  October 2016 .
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