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ARTICLE

Signif icant Changes To Canada’s Exempt Market Effective May 5, 2015:
T he  i ncreased  pace  o f  regu l a to ry change  experi enced  ove r the  l ast  few years appears po i sed  to  con t i nue  du ri ng  2015 ,  a l ong  wi th  the  Canad i an
Securi t i es Adm i n i st ra to rs’ (CSA) focus on  enhanci ng  p ro tect i ons fo r re ta i l  i nvesto rs.  T he  CSA recen t l y f i na l i zed  and  re l eased  i m portan t  am endm ents to
Na t i ona l  Instrum en t 45 -106  Prospectus and  Reg i st ra t i on  Exempt i ons (to  be  re t i t l ed  Na t i ona l  Instrum en t 45 -106  Prospectus Exempt i ons) as we l l  as the
Com pan i on  Po l i cy to  NI  45 -106  (NI  45 -106  and  CP45-106) and  o the r re l a ted  i nstrum en ts ava i l ab l e  he re.

T h i s l a test  regu l a to ry deve l opm ent wi l l  have  a  si gn i f i can t  i m pact  on  i ssuers,  reg i st ran ts and  i nvesto rs a l i ke .  Som e o f  the  m ost  popu l a r p rospectus
exem pt i ons i n  NI  45 -106  a re  be i ng  ove rhau l ed  and  new p rospectus exem pt i ons i n t roduced ,  i ncl ud i ng  a  ve rsi on  o f  the  f ri ends,  fam i l y and  busi ness
associ a tes exem pt i on  i n  On ta ri o  and  a  new exem pt i on  a i m ed  a t  asse t-backed  com m erci a l  paper.  T hese  changes,  wh i ch  com e i n to  fo rce  on  M ay 5 ,  2015
1 ,  wi l l  have  i m p l i ca t i ons fo r i ssuers’ subscri p t i on  ag reem ents,  o ffe ri ng  m em oranda  and  com p l i ance  p ract i ces,  am ong  o the r th i ngs,  wh i l e  dea l e rs and
o the r reg i st ran ts wi l l  need  to  understand  the  i m p l i ca t i ons o f  the  am endm ents on  the i r ab i l i ty to  m ake  recom m enda t i ons to  cl i en ts abou t  exem pt m arke t
securi t i es.

T he  am endm ents a re  the  resu l t  o f  the  CSA’s on -go i ng  revi ew o f  the  exem pt m arke t  i n  Canada  and ,  i n  pa rt i cu l a r,  whe the r the  p rospectus exem pt i ons
tha t  a re  cu rren t l y ava i l ab l e  i n  NI  45 -106  rem a i n  re l evan t  i n  l i gh t  o f  econom i c deve l opm ents and  the  pe rce i ved  need  fo r m ore  p ro tect i ons fo r re ta i l
i nvesto rs 2 .  And  wh i l e  the re  i s m ore  to  com e –  fo r exam p l e ,  we  awa i t  the  CSA’s revi sed  crowd fund i ng  p roposa l s and  the  revam ped  report i ng
requ i rem en ts fo r exem pt d i st ri bu t i ons –  these  am endm ents wi l l  resu l t  i n  a  sh i f t  i n  em phasi s i n  the  exem pt m arke t  f rom  “buyer beware ” to  a  m ore
pa te rna l i st i c approach  tha t  l i m i ts access to  i nvestm en ts.

Changes at a Glance

1 .  Accred i ted  i nvesto r exem pt i on  (AI  Exem pt i on )

On ta ri o  j o i ns the  rest  o f  the  coun try i n  pe rm i t t i ng  fu l l y m anaged  accoun ts to  pu rchase  i nvestm en t fund  securi t i es under the  m anaged  accoun t
ca tegory o f  the  AI  Exem pt i on ,  wi thou t  regard  to  the  na tu re  o f  the  underl yi ng  accoun t  ho l de r

T he  de f i n i t i on  o f  accred i ted  i nvesto r i s be i ng  expanded  to  add  a  new h i gher-wea l th  ca tegory o f  i nd i vi dua l  accred i ted  i nvesto r wi th  ne t  f i nanci a l
asse ts o f  m ore  than  $5  m i l l i on  (th i s i s the  sam e ca tegory o f  i nd i vi dua l  who  qua l i f i es as a  “pe rm i t ted  cl i en t” fo r o the r pu rposes)

Certa i n  fam i l y t rusts wi l l  now qua l i fy as accred i ted  i nvesto rs

Ind i vi dua l  accred i ted  i nvesto rs wi th  ne t  f i nanci a l  asse ts o f  l ess than  $5  m i l l i on  wi l l  be  requ i red  to  com p l e te  and  si gn  a  ri sk acknowl edgem ent fo rm
be fo re  o r a t  the  sam e t i m e  o f  a  pu rchase  o f  secu ri t i es under th i s exem pt i on

2 .  M i n i m um  am oun t i nvestm en t exem pt i on  (M A Exem pt i on )

T he  M A exem pt i on  i s no  l onger ava i l ab l e  to  i nd i vi dua l  i nvesto rs

3 .  Fri ends,  fam i l y and  busi ness associ a tes exem pt i on  (On ta ri o ) (FFBA Onta ri o  Exem pt i on )

A ve rsi on  o f  the  f ri ends,  fam i l y and  busi ness associ a tes exem pt i on  wh i ch  i s l a rge l y ha rm on i zed  wi th  the  exem pt i ons ava i l ab l e  i n  o the r j u ri sd i ct i ons
i n  Canada ,  wi l l  now be  ava i l ab l e  fo r use  i n  On ta ri o

T he  FFBA Onta ri o  Exem pt i on  i s no t  ava i l ab l e  fo r use  by i nvestm en t fund  i ssuers and ,  l i ke  the  ve rsi on  o f  th i s exem pt i on  i n  Saska tchewan , wi l l
requ i re  the  i nvesto r,  the  i nd i vi dua l  a t  the  i ssuer wi th  whom  the  i nvesto r has a  re l a t i onsh i p ,  and  the  i ssuer to  com p l e te  and  si gn  a  ri sk
acknowl edgem ent fo rm

T he  founder,  con tro l  pe rson  and  fam i l y exem pt i on  cu rren t l y i n  NI  45 -106  and  ava i l ab l e  to  On ta ri o  m arke t  pa rt i ci pan ts,  i ncl ud i ng  i nvestm en t funds
and  the i r founders and  con tro l  pe rsons,  as we l l  as the i r fam i l i es,  wi l l  be  repea l ed

4 .  Short -te rm  deb t  exem pt i on  (Short -te rm  Deb t Exem pt i on )

T he  cred i t  ra t i ngs requ i red  to  d i st ri bu te  short -te rm  deb t ,  wh i ch  i s p ri m ari l y com m erci a l  paper,  under the  Short -te rm  Deb t Exem pt i on  have  been
m od i f i ed

5 .  Short -te rm  securi t i zed  p roducts exem pt i on  (Securi t i zed  Products Exem pt i on )

A new exem pt i on  has been  i n t roduced  to  a l l ow fo r the  p rospectus-exem pt d i st ri bu t i on  o f  sho rt -te rm  securi t i zed  p roducts tha t  m ee t ce rta i n  cond i t i ons

We no te  tha t  the  p roposed  crowd fund i ng  reg i m e  and  the  p roposed  On ta ri o  ve rsi on  o f  the  o ffe ri ng  m em orandum  exem pt i on  have  ye t  to  be  f i na l i zed  3 .
T he  OSC and  the  CSA con t i nue  to  work on  these  p roposa l s,  wh i ch  m ay be  pub l i shed  i n  f i na l  fo rm  (o r fo r fu rthe r com m ent,  i f  warran ted ) l a te r th i s yea r.
T he  CSA a l so  con t i nue  to  consi de r how i ssuers shou l d  report  d i st ri bu t i ons m ade  i n  the  exem pt m arke t  and  m ay p ropose  fu rthe r changes.

Gett ing Ready For May 5, 2015

NI 45 -106  has pa rt i cu l a r i m pact  on  i ssuers –  i ncl ud i ng  i nvestm en t fund  i ssuers and  i nvestm en t fund  m anagers.  No t  on l y a re  the  exem pt i ons chang i ng ,
bu t  the  CSA’s expecta t i ons on  i ssuers’ com p l i ance  wi th  the  p rospectus exem pt i ons have  si gn i f i can t l y i ncreased ,  as i l l ust ra ted  by the  add i t i ona l  de ta i l ed
com m enta ry p rovi ded  by the  CSA i n  CP45-106 .

Upda te  Subscri p t i on  Agreements –  As subscri p t i on  ag reem ents genera l l y i ncl ude  re fe rences to  the  AI  Exem pt i on  o r M A Exem pt i on ,  i ssuers shou l d  revi ew
and  upda te  these  ag reem ents to  ensure  tha t  the  new requ i rem en ts a re  m et,  fo r exam p l e ,  by i ncl ud i ng  a  ri sk acknowl edgem ent fo rm  fo r i nd i vi dua l
accred i ted  i nvesto rs,  who  don ’t  m ee t the  new ne t  f i nanci a l  asse ts test  no ted  above  and  to  ensure  tha t  com p l i ance  wi th  the  new requ i rem en ts i s
appropri a te l y docum ented .

ttp://www.osc.gov.on.ca/documents/en/Securities-Category4/ni_20150219_45-106_amendments.pd


Upda te  Offe ri ng  Memoranda  (OM) –  I f  an  OM  i s p rovi ded  i n  connect i on  wi th  a  p rospectus exem pt t rade ,  the  OM  shou l d  be  revi ewed  to  ensure  tha t  the
te rm s o f  the  AI  Exem pt i on  and  M A Exem pt i on ,  and  the  subscri p t i on  i nstruct i ons,  re f l ect  the  upda ted  ru l es.  I f  an  OM  has been  p repared  to  m ee t the  “OM
exem pt i on ” requ i rem en ts se t  ou t  i n  sect i on  2 .9  o f  NI  45 -106  (the  OM  exem pt i on  i s ava i l ab l e  i n  ce rta i n  p rovi nces,  m ost  no tab l y Bri t i sh  Co l um b i a  and  i s
no t  a ffected  by the  am endm ents) the  OM  needs to  be  upda ted  to  i ncl ude  upda ted  aud i ted  annua l  f i nanci a l  sta tem en ts no  l a te r than  120  days a f te r the
f i nanci a l  yea r end  o f  the  i ssuer (tha t  i s,  by Apri l  30  fo r an  i ssuer wi th  a  Decem ber 31  year-end).  Issuers and  fund  m anagers who  a re  i n  the  p rocess o f
upda t i ng  the i r OM  to  i ncl ude  upda ted  f i nanci a l  sta tem en ts shou l d  a l so  revi ew the  OM  to  ensure  tha t  the  te rm s o f  the  p rospectus exem pt i ons a re
co rrect l y descri bed .

Upda te  Comp l i ance  Po l i ci es and  Procedures –  Issuers (and  the i r m anagers i n  the  case  o f  i nvestm en t fund  i ssuers) shou l d  revi ew, upda te  and /o r p repare
com p l i ance  po l i ci es and  p rocedures to  re f l ect  the  am ended  ru l es and  i ncreased  gu i dance  i n  NI  45 -106 .

Reg i st ran ts,  pa rt i cu l a rl y exem pt m arke t  dea l e rs,  wi l l  need  to  ensure  tha t  dea l i ng  rep resen ta t i ves,  as we l l  as execu t i ve  and  com p l i ance  sta ff  understand
the  na tu re  o f  the  changed  p rospectus exem pt i ons tha t  i ssuers can  use  to  i ssue  securi t i es to  the i r cl i en ts,  as we l l  as the  enhanced  reco rd -keep i ng  and
“know your cl i en t” expecta t i ons tha t  these  am endm ents wi l l  have  on  the i r dea l i ngs wi th  cl i en ts.

Revi ew  Agreements w i th  Se l l i ng  Dea l e rs –  I f  an  i ssuer wi shes to  re l y on  a  se l l i ng  dea l e r to  he l p  docum ent the  ava i l ab i l i ty o f  a  p rospectus exem pt i on
(fo r exam p l e ,  tha t  the  i nvesto r m ee ts one  o f  the  f i nanci a l  tests se t  ou t  i n  the  de f i n i t i on  o f  “accred i ted  i nvesto r”),  tha t  m ay need  to  be  be t te r re f l ected  i n
the  subscri p t i on  ag reem ent and /o r a  dea l e r ag reem ent.  T h i s i s pa rt i cu l a rl y re l evan t  g i ven  the  CSA’s enhanced  gu i dance  on  the i r expecta t i ons i n  th i s
a rea  i n  CP45-106 .

The AI Exemption

In  On ta ri o ,  fu l l y m anaged  accoun ts wi l l  now be  pe rm i t ted  to  pu rchase  i nvestm en t fund  securi t i es under the  m anaged  accoun t  ca tegory o f  the  AI
Exem pt i on ,  as they have  been  ab l e  to  i n  a l l  the  o the r p rovi nces and  te rri to ri es o f  Canada .  We have  l ong  u rged  the  OSC to  pe rm i t  the  pu rchases,  g i ven
tha t  a  fu l l y m anaged  accoun t ,  by de f i n i t i on ,  m eans tha t  the  cl i en t  has g i ven  the  reg i ste red  advi se r fu l l  d i scre t i on  to  i nvest  the  cl i en t ’s asse ts,  i ncl ud i ng
i nvest i ng  i n  i nvestm en t funds,  where  the  advi se r consi de rs th i s to  be  i n  the  cl i en t ’s best  i n te rest .  T h i s change  wi l l  e l i m i na te  the  con fusi on  tha t  cu rren t l y
exi sts where  one  o f  the  i nvestm en t fund  m anager o r the  cl i en t  resi des i n  On ta ri o  and  wi l l  g i ve  On ta ri o  i nvesto rs,  who  m ay no t  qua l i fy as accred i ted
i nvesto rs,  g rea te r access to  p ro fessi ona l  m anagem ent o f  the i r asse ts,  as we l l  as m ore  cost-e ff i ci en t  i nvestm en t veh i cl es.

T he  de f i n i t i on  o f  accred i ted  i nvesto r i n  NI  45 -106  i s a l so  be i ng  expanded  i n  two  ways:

1.  New ca tegory o f  i nd i vi dua l  accred i ted  i nvesto r
Accred i ted  i nvesto rs wi l l  now i ncl ude  i nd i vi dua l s who  bene f i ci a l l y own  f i nanci a l  asse ts havi ng  an  aggrega te  rea l i zab l e  va l ue  tha t  be fo re  taxes,  bu t
ne t  o f  any re l a ted  l i ab i l i t i es,  exceeds $5  m i l l i on  (Perm i t ted  Cl i en t  A I).  I f  an  i nd i vi dua l  m ee ts th i s test ,  they a l so  m ee t the  test  to  be  a  “pe rm i t ted
cl i en t” under NI  31 -103  Reg i stra t i on  Requ i remen ts,  Exempt i ons and  Ongo i ng  Reg i st ran t  Ob l i ga t i ons and  they do  no t  need  to  com p l e te  and  si gn
the  new ri sk acknowl edgem ent Fo rm  45-106F9  Form fo r Ind i vi dua l  Accred i ted  Investo rs (A I  Ri sk Fo rm ).  

2.  New ca tegory o f  fam i l y t rust  accred i ted  i nvesto r
T rusts estab l i shed  by an  accred i ted  i nvesto r fo r the  bene f i t  o f  ce rta i n  fam i l y m em bers (i ncl ud i ng  fo rm er spouses and  the i r fam i l i es) wi l l  now qua l i fy
as accred i ted  i nvesto rs,  p rovi ded  tha t  a  m a j o ri ty o f  the  t rustees a re  accred i ted  i nvesto rs.

A l l  i nd i vi dua l  accred i ted  i nvesto rs,  excep t  those  tha t  qua l i fy as Perm i t ted  Cl i en t  A Is,  wi l l  have  to  com p l e te  and  si gn  the  AI  Ri sk Fo rm . T he  AI  Ri sk Fo rm
i s desi gned  to  a l e rt  i nd i vi dua l  accred i ted  i nvesto rs tha t  they wi l l  no t  rece i ve  ce rta i n  p ro tect i ons under securi t i es l aws when  they i nvest .  I t  requ i res
i nd i vi dua l  accred i ted  i nvesto rs to  speci fy the  ca tegory o f  accred i ted  i nvesto r they fa l l  under –  the  AI  Ri sk Fo rm  i ncl udes a  p l a i n  l anguage  descri p t i on  o f
the  va ri ous ca tegori es –  and  to  acknowl edge  tha t  the i r i nvestm en t i s ri sky,  wh i ch  wi l l  i ncl ude  the  i nvesto r speci fyi ng  the  to ta l  am oun t o f  the  i nvestm en t
tha t  cou l d  be  l ost .  T he  AI  Ri sk Fo rm  can  be  si gned  e l ectron i ca l l y and  requ i res the  app l i cab l e  sa l esperson  to  i ncl ude  h i s o r he r nam e, con tact
i n fo rm at i on  and  f i rm  nam e (i f  reg i ste red ).  Issuers m ust  re ta i n  the  si gned  AI  Ri sk Fo rm  fo r e i gh t  (8 ) yea rs.  We an t i ci pa te  tha t  the  AI  Ri sk Fo rm  m ay
necessi ta te  add i t i ona l  d i scl osu re  o f  ri sks i n  OM s and  m ay cause  dea l e rs to  ca re fu l l y reconsi de r whe the r i nd i vi dua l s who  do  no t  qua l i fy as Perm i t ted
Cl i en t  A Is shou l d  be  pe rm i t ted  to  i nvest  i n  exem pt securi t i es,  g i ven  the  pe rcep t i on  o f  h i gher ri sk associ a ted  wi th  those  i nvestm en ts.

T he  CSA chose  to  i gno re  those  com m enta to rs who  po i n ted  ou t  tha t  the  ri sk o f  a  securi ty d i st ri bu ted  under a  p rospectus exem pt i on  l i es i n  the  na tu re  o f
the  i nvestm en t and  no t  i n  how i t  i s d i st ri bu ted .  T he  CSA have  un fa i rl y fo rced  i ssuers to  sta te  tha t   a l l  secu ri t i es so l d  by p rospectus exem pt i on  a re  “h i gh
ri sk”,  wh i ch  we  consi de r i nappropri a te  and  po ten t i a l l y m i sl ead i ng .  T h i s wi l l  a l m ost  ce rta i n l y resu l t  i n  restri cted  access to  securi t i es d i st ri bu ted  i n  the
exem pt m arke t .  I t  i s no t  cl ea r whe the r i nvesto rs a re  requ i red  to  i n i t i a l  a l l  the  pu rpo rted  ri sks se t  ou t  i n  sect i on  2  o f  the  AI  Ri sk Fo rm , even  i f  they do  no t
app l y to  a  pa rt i cu l a r o ffe ri ng .

The MA Exemption

T he  M A exem pt i on  wi l l  no  l onger be  ava i l ab l e  to  i nd i vi dua l  i nvesto rs,  no  m atte r the  si ze  o f  the i r i nvestm en t.  T h i s change  i s d ri ven  by the  CSA’s
concern  tha t  i nd i vi dua l  i nvesto rs,  who  m ay no t  have  the  requ i si te  f i nanci a l  soph i st i ca t i on  o r ne t  worth  as those  who  qua l i fy as accred i ted  i nvesto rs,  a re
part i ci pa t i ng  i n  the  exem pt m arke t .  T he  CSA have  p rese rved  the  ab i l i ty o f  en t i t i es such  as co rpo ra t i ons,  pa rtne rsh i ps and  t rusts as we l l  as i nst i tu t i ona l
i nvesto rs to  re l y on  th i s exem pt i on ,  however,  i t  wi l l  rem a i n  to  be  seen  whe the r the  M A Exem pt i on  wi l l  rem a i n  re l evan t  fo r i nst i tu t i ona l  i nvesto rs,  g i ven
tha t  the  m a j o ri ty o f  i nst i tu t i ona l  i nvesto rs wi l l  a l m ost  ce rta i n l y qua l i fy a l so  as accred i ted  i nvesto rs.

Expanded Guidance to Verify  Qualificat ion of Investors Under Prospectus Exemptions

T he  CSA have  expanded  the  gu i dance  i n  CP45-106  on  the  steps an  i ssuer o r se l l i ng  securi tyho l de r (co l l ect i ve l y,  se l l e r) shou l d  take  to  ve ri fy the  sta tus
o f  pu rchasers acqu i ri ng  securi t i es under p rospectus exem pt i ons,  i ncl ud i ng  the  AI  Exem pt i on .  T h i s new gu i dance  advi ses se l l e rs to  take  an  esca l a t i ng
approach  to  ve ri f i ca t i on  and  m akes cl ea r tha t  the  CSA do  no t  consi de r i t  su ff i ci en t  fo r a  se l l e r to  si m p l y re l y on  rep resen ta t i ons m ade  by an  i nvesto r o r
a  “check the  box” fo rm , un l ess the  se l l e r has taken  reasonab l e  steps to  ve ri fy the  rep resen ta t i ons m ade  by the  i nvesto r.

Wha t i s reasonab l e ,  acco rd i ng  to  the  CSA, depends on  a  va ri e ty o f  ci rcum stances,  such  as the  pa rt i cu l a r facts and  ci rcum stances o f  the  i nvesto r,  the
type  o f  o ffe ri ng  and  the  exem pt i on  be i ng  re l i ed  on .  Fo r i nstance ,  to  ve ri fy tha t  an  i nvesto r i s an  accred i ted  i nvesto r,  the  CSA expect  the  se l l e r to  ask
quest i ons abou t  the  i nvesto r’s ne t  i ncom e, f i nanci a l  asse ts o r ne t  asse ts,  o r to  ask o the r quest i ons desi gned  to  e l i ci t  de ta i l s abou t  the  i nvesto r’s f i nanci a l
ci rcum stances.  I f  the  se l l e r has concerns abou t  the  i nvesto r’s responses,  the  se l l e r shou l d  m ake  fu rthe r i nqu i ri es abou t  the  i nvesto r’s f i nanci a l
ci rcum stances.  I f  the  se l l e r st i l l  quest i ons the  i nvesto r’s e l i g i b i l i ty,  the  se l l e r cou l d  ask to  see  docum enta t i on  tha t  i ndependen t l y con f i rm s the  i nvesto r’s
cl a i m  as to  h i s o r he r sta tus.  T he  se l l e r shou l d  a l so  consi de r wha t  docum enta t i on  i t  needs to  re ta i n  o r co l l ect  f rom  an  i nvesto r to  evi dence  the  steps the
se l l e r fo l l owed  to  estab l i sh  tha t  the  i nvesto r m e t the  cond i t i ons o f  the  app l i cab l e  p rospectus exem pt i on .

Ontario Friends, Family  And Business Associates Exemption

T he  OSC i s i n t roduci ng  i ts own  ve rsi on  o f  the  f ri ends,  fam i l y and  busi ness associ a tes exem pt i on .  T he  FFBA Onta ri o  Exem pt i on  wi l l  be  substan t i ve l y
ha rm on i zed  wi th  the  co rrespond i ng  ve rsi on  ava i l ab l e  i n  the  o the r p rovi nces and  te rri to ri es,  wi th  som e i m portan t  d i ffe rences.

T he  FFBA Onta ri o  Exem pt i on  wi l l  pe rm i t  i ssuers (o the r than  i nvestm en t fund  i ssuers) to  d i st ri bu te  securi t i es to  the  i ssuer’s d i recto rs,  execu t i ve  o ff i ce rs,
con tro l  pe rsons and  founders as we l l  as ce rta i n  fam i l y m em bers,  cl ose  pe rsona l  f ri ends and  cl ose  busi ness associ a tes o f  such  pe rsons.  T he  FFBA Onta ri o
Exem pt i on  wi l l  requ i re  the  i ssuer to  ob ta i n  a  si gned  ri sk acknowl edgem ent fo rm  f rom  the  i nvesto r,  Fo rm  45-106F12  Ri sk Acknow l edgement Fo rm



fo r Fami l y,  Fri end  and  Busi ness Associ a te  Investo rs (Fo rm  45-106F12).  Fo rm  45-106F12  m ust  a l so  be  si gned  by the  i ssuer and  the  i nd i vi dua l  a t  the
i ssuer wi th  whom  the  i nvesto r has the  re l a t i onsh i p  and  be  re ta i ned  by the  i ssuer fo r e i gh t  (8 ) yea rs a f te r the  da te  o f  the  d i st ri bu t i on .  Fo rm  45-106F12  i s
si m i l a r to ,  bu t  d i ffe ren t  f rom , the  p rescri bed  fo rm  tha t  i s used  fo r th i s exem pt i on  i n  Saska tchewan .

T he  OSC, i n  exp l a i n i ng  why the  FFBA Onta ri o  Exem pt i on ,  un l i ke  si m i l a r exem pt i ons i n  the  o the r j u ri sd i ct i ons,  wi l l  no t  be  ava i l ab l e  to  i nvestm en t fund
i ssuers,  no tes tha t  th i s excl usi on  i s consi sten t  wi th  the  focus o f  the  po l i cy i n i t i a t i ve  o f  i ts exem pt m arke t  revi ew to  faci l i ta te  cap i ta l  ra i si ng  fo r sta rt -ups
and  sm a l l  and  m ed i um -si zed  en te rp ri ses.

Expanded  gu i dance  wi l l  a l so  be  added  to  CP45-106  on  the  m ean i ngs o f  cl ose  pe rsona l  f ri end  and  cl ose  busi ness associ a te ,  i ncl ud i ng  the  fact  tha t  a
“cl ose  pe rsona l  f ri end ” o r “cl ose  busi ness associ a te ” does no t  i ncl ude  an  i nd i vi dua l  wi th  whom  a  f ri endsh i p  i s p ri m ari l y founded  on  pa rt i ci pa t i on  i n  an
i n te rne t  fo rum  o r on  soci a l  m ed i a .

As pa rt  o f  the  com i ng  i n to  fo rce  o f  the  FFBA Onta ri o  Exem pt i on ,  the  OSC wi l l  repea l  the  founder,  con tro l  pe rson  and  fam i l y exem pt i on  cu rren t l y
con ta i ned  i n  NI  45 -106 ,  wh i ch  wi l l  have  i m p l i ca t i ons on  i ssuers,  i n  pa rt i cu l a r on  i nvestm en t fund  i ssuers,  as we l l  as the i r founders,  con tro l  pe rsons and
the i r fam i l i es who  a re  re l yi ng  on  th i s exem pt i on  today.

No Changes to Reports of Exempt Distribut ion … At Least for Now

T he  sta tus quo  rem a i ns fo r reports o f  exem pt d i st ri bu t i ons.  T he  CSA had  ea rl i e r p roposed  i n t roduci ng  a  com b i na t i on  o f  fou r report i ng  fo rm s –  one
speci f i c fo rm  fo r Bri t i sh  Co l um b i a ,  two  fo rm s i n  A l be rta ,  New Brunswi ck,  On ta ri o  and  Saska tchewan  (one  fo r i nvestm en t funds and  ano the r fo r a l l  o the r
i ssuers) and  a  fou rth  fo rm  i n  the  rem a i n i ng  p rovi nces and  te rri to ri es.  T he  CSA have  deci ded  to  de fe r these  changes fo r fu rthe r study and  consi de ra t i on
i n  a  separa te  CSA p ro j ect .  S tay tuned .

Addit ional Requirements Introduced to the Short-Term Debt Exemption

Curren t l y,  sho rt -te rm  deb t  d i st ri bu ted  under Short - te rm  Deb t Exem pt i on  m ust  have  a t  l east  one  cred i t  ra t i ng  a t  o r above  one  o f  fou r p rescri bed  cred i t
ra t i ngs (the  Ra t i ng  T hresho l d  Cond i t i on ) and  no  cred i t  ra t i ng  be l ow the  ra t i ngs i n  the  Ra t i ng  T hresho l d  Cond i t i on  (the  Sp l i t  Ra t i ng  Cond i t i on ).  T he
Sp l i t  Ra t i ng  Cond i t i on  wi l l  be  am ended  M ay 5 ,  2015  to  requ i re  tha t  the  short -te rm  deb t  has no  ra t i ng  be l ow new speci f i ed  ra t i ngs.

New Exemption Available for Short-Term Securit ized Products, Such as Asset-Backed Commercial Paper

T he  CSA a re  a l so  i n t roduci ng  a  new exem pt i on  to  speci f i ca l l y address the  d i st ri bu t i on  o f  sho rt -te rm  securi t i zed  p roducts.  T he  Securi t i zed  Products
Exem pt i on  pe rm i ts i ssuers o f  sho rt -te rm  securi t i zed  p roducts (de f i ned  as condu i ts i n  NI  45 -106) to  d i st ri bu te  short -te rm  securi t i zed  p roducts (a l so  a  newl y
de f i ned  te rm  i n  NI  45 -106),  p rovi ded  tha t  the  short -te rm  securi t i zed  p roduct  m ee ts p rescri bed  cond i t i ons (i ncl ud i ng  ce rta i n  cred i t  ra t i ngs and  the
exi stence  o f  a  “g l oba l -styl e ” l i qu i d i ty ag reem ent wi th  an  appropri a te  f i nanci a l  i nst i tu t i on ) and  the  condu i t  com p l i es wi th  d i scl osu re  requ i rem en ts.
Di scl osu re  m ust  be  p rovi ded  abou t :

the  condu i t ,  i ncl ud i ng  i ts st ructu re ,  busi ness and  opera t i ons,  i n  Fo rm  45-106F7  In fo rmat i on  Memorandum fo r Short -te rm Securi t i zed Products
Di stri bu ted  under Sect i on  2 .35 .1  (In fo rm at i on  M em orandum ) on  o r be fo re  the  da te  tha t  a  pu rchaser pu rchases a  short -te rm  securi t i zed  p roduct ;

the  condu i t ,  i ncl ud i ng  asse t  t ransact i ons,  asse t  poo l s and  the i r pe rfo rm ance ,  i n  Fo rm  45-106F8  Month l y Di scl osu re  Report  fo r Short -te rm Securi t i zed
Products Di st ri bu ted  under Sect i on2 .35 .1  (M on th l y Report ) no  l a te r than  50  days f rom  the  end  o f  the  m ost  recen t  m on th ;  and

certa i n  si gn i f i can t  even ts re l a t i ng  to  the  condu i t ’s cred i t  ra t i ng  and  the  paym ent o f  p ri nci pa l  o r i n te rest  no  l a te r than  the  second  busi ness day a f te r
the  condu i t  becom es aware  o f  the  change  o r even t .

T ransi t i on  pe ri ods a re  p rovi ded  i n  NI  45 -106  fo r the  p rovi si on  o f  the  In fo rm at i on  M em orandum  and  M on th l y Reports.

Short -te rm  securi t i zed  p roducts wi l l  no t  be  pe rm i t ted  to  be  d i st ri bu ted  under the  p ri va te  i ssuer p rospectus exem pt i on ,  the  f ri ends,  fam i l y,  and  busi ness
associ a tes p rospectus exem pt i ons,  the  founder,  con tro l  pe rson  and  fam i l y p rospectus exem pt i on  (wh i l e  i t  st i l l  exi sts) and  the  o ffe ri ng  m em orandum
prospectus exem pt i on .

Please Contact Us for More Information

T hese  a re  the  m ost  si gn i f i can t  changes to  Canada ’s exem pt m arke tp l ace  i n  m any years.  We wou l d  be  p l eased  to  assi st  you  wi th  de te rm i n i ng  how these
am endm ents to  NI  45 -106  wi l l  a ffect  you r f i rm , i ts busi ness,  com p l i ance  p rocedures and  docum enta t i on .  We can  a l so  assi st  i n  de te rm i n i ng  how the  new
exem pt i ons i n  NI  45 -106  can  be  best  l eve raged  by your f i rm  i n  the  con text  o f  i ts busi ness.  I t  wi l l  be  i m portan t  to  be  p roact i ve  i n  m aki ng  these
de te rm i na t i ons so  tha t  you  a re  no t  caugh t  o ff  gua rd  on  M ay 5 ,  2015 .

P l ease  con tact  you r usua l  l awyer i n  BLG’s Securi t i es and  Cap i ta l  M arke ts g roup ,  i ncl ud i ng  BLG’s Investm en t M anagem ent g roup ,  the  au tho rs o f  th i s
Bu l l e t i n  o r any o f  the  l eaders i nd i ca ted  be l ow.

1  In  On ta ri o ,  the  am endm ents to  the  AI  Exem pt i on  and  the  M A Exem pt i on  com e i n to  fo rce  on  the  l a te r o f  M ay 5 ,  2015  and  the  day on  wh i ch  subsect i on
12(2 ) o f  Schedu l e  26  o f  the  Budge t  Measures Act ,  2009  i s p rocl a i m ed  i n  fo rce .  No te  tha t  On ta ri o  has m a i n ta i ned  m uch  o f  the  p rospectus exem pt i ons i n
the  Securi t i es Act  (On ta ri o ),  i ncl ud i ng  the  am ended  de f i n i t i on  o f  “accred i ted  i nvesto r”,  wh i ch  a l though  the  l eg i sl a t i on  i s consi sten t  wi th  NI  45 -106 ,  wi l l
requ i re  On ta ri o  m arke t  pa rt i ci pan ts to  revi ew the  l eg i sl a t i on  i n  add i t i on  to  NI  45 -106 .

2  For background ,  see  ou r ea rl i e r newsl e t te rs:  Si gn i f i can t  Amendments Proposed  to  Prospectus Exempt i ons i n  Canada  Desi gned  to  Ach i eve  Grea te r
Pro tect i ons fo r “Re ta i l ” Investo rs Securi t i es & Cap i ta l  M arke ts A l e rt  February 2014  and  Increased  Report i ng  Ob l i ga t i ons and  New  Prospectus
Exempt i ons Proposed  Securi t i es & Cap i ta l  M arke ts Bu l l e t i n  Apri l  2014 .

3  Investm en t funds wi l l  be  excl uded  f rom  usi ng  the  crowd fund i ng  reg i m e  and  re l yi ng  on  the  On ta ri o  ve rsi on  o f  the  o ffe ri ng  m em orandum  exem pt i on ,  i f
the  f i na l  ve rsi ons o f  these  ru l es rem a i n  consi sten t  wi th  the  p roposa l s.
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