Annex A

Specific Questions of the CSA relating to the
Proposed Amendments

Definition of “Alternative Fund”

1. Under the Proposed Amendments, we are seeking to replace the term “commaodity
pool” with “alternative fund” in NI 81-102. We seek feedback on whether the term
“alternative fund” best reflects the funds that are to be subject to the Proposed
Amendments. If not, please propose other terms that may better reflect these types of
funds. For example, would the term “non-conventional mutual fund” better reflect these
types of funds?

Investment Restrictions
Asset Classes

2. We are seeking feedback on whether there are particular asset classes common under
typical “alternative” investment strategies, but have not been contemplated for alternative
funds under the Proposed Amendments, that we should be considering, and why.

Concentration

3. We are proposing to raise the concentration limit for alternative funds to 20% of
NAYV at the time of purchase, meaning the limit must be observed only at the time of
purchasing additional securities of an issuer. Should we also consider introducing an
absolute upper limit or “hard cap” on concentration, which would require a fund to begin
divesting its holdings of an issuer if the hard cap is breached, even passively, which is
similar to the approach taken with illiquid assets under NI 81-102? Please explain why
or why not.

Illiquid Assets

4. We are not proposing to raise the illiquid asset limits for alternative funds under the
Proposed Amendments. Are there strategies commonly used by alternative funds for
which a higher illiquid asset investment threshold would be appropriate? Please be
specific.

5. Should we consider how frequently an alternative fund accepts redemptions in
considering an appropriate illiquid asset limit? If so, please be specific. We also seek
feedback regarding whether any specific measures to mitigate the liquidity risk should be
considered in those cases.

6. We are also proposing to cap the amount of illiquid assets held by a non-redeemable
investment fund, at 20% of NAV at the time of purchase, with a hard cap of 25% of
NAV. We seek feedback on whether this limit is appropriate for most non-redeemable



investment funds. In particular, we seek feedback on whether there are any specific types
or categories of non-redeemable investment funds, or strategies employed by those funds,
that may be particularly impacted by this proposed restriction and what a more
appropriate limit, or provisions governing investment in illiquid assets might be in those
circumstances. In particular, we seek comments relating to non-redeemable
investment funds which may, by design or structure, have a significant proportion
of illiquid assets, such as ‘labour sponsored or venture capital funds’ (as that term is
defined in NI 81-106) or ‘pooled MIESs’ (as that term was defined in CSA Staff
Notice 31-323 Guidance Relating to the Registration Obligations of Mortgage
Investment Entities).

7. Although non-redeemable investment funds typically have a feature allowing
securities to be redeemable at NAV once a year, we also seek feedback on whether a
different limit on illiquid assets should apply in circumstances where a non-redeemable
investment fund does not allow securities to be redeemed at NAV.

Borrowing

8. Should alternative funds and non-redeemable investment funds be permitted to
borrow from entities other than those that meet the definition of a custodian for
investment fund assets in Canada? Will this requirement unduly limit the access to
borrowing for investment funds? If so, please explain why.

Total Leverage Limit

9. Are there specific types of funds, or strategies currently employed by commodity
pools or non-redeemable investment funds that will be particularly impacted by the
proposed 3 times leverage limit? Please be specific.

10. The method for calculating total leverage proposed under the Proposed Amendments
contemplates measuring the aggregate notional amount under a fund’s use of specified
derivatives. Should we consider allowing a fund to include offsetting or hedging
transactions to reduce its calculated leveraged exposure? Should we exclude certain types
of specified derivatives that generally are not expected to help create leverage? If so,
does the current definition of “hedging” adequately describe the types of transactions that
can reasonably be seen as reducing a fund’s net exposure to leverage?

11. We note that the proposed leverage calculation method has its limits and its
applicability through different type of derivatives transactions may vary. We also
acknowledge that the notional amount doesn’t necessarily act as a measure of the
potential risk exposure (e.g. interest rate swaps, credit default swaps) or is not a
representative metric of the potential losses (e.g. short position on a futures), from
leverage transactions. Are there leverage measurement methods that we should consider,
that may better reflect the amount of and potential risk to a fund from leverage? If so,
please explain and please consider how such methods would provide investors with a
better understanding of the amount of leverage used.



Interrelated Investment Restrictions

12. We seek feedback on the other Interrelated Investment Restrictions and particularly
their impact on non-redeemable investment funds. Are there any identifiable categories
of non-redeemable investment funds that may be particularly impacted by any of the
Interrelated Investment Restrictions? If so, please explain.

Disclosure
Fund Facts Disclosure

13. Are there any other changes to the form requirements for Fund Facts, in addition to or
instead of those proposed under the Proposed Amendments that should be incorporated
for alternative funds in order to more clearly distinguish them from conventional mutual
funds? We encourage commenters to consider this question in conjunction with
proposals to mandate a summary disclosure document for exchange-traded mutual funds
outlined in the CSA Notice and Request for Comment published on June 18, 2015.

14. It is expected that the Fund Facts, and eventually the ETF Facts, will require the risk
level of the mutual fund described in that document to be disclosed in accordance with
the CSA Risk Classification Methodology (the Methodology) once it comes into effect.
In the course of our consultations related to the Methodology, we have indicated our view
that standard deviation can be applied to a broad range of fund types (asset class
exposures, fund structures, manager strategies, etc.). However, in light of the proposed
changes to the investment restrictions that are being contemplated, we seek feedback on
the impact the Proposed Amendments would have on the applicability of the
Methodology to alternative funds. In particular, given that alternative funds will have
broadened access to certain asset classes and investment strategies, we seek feedback on
what modifications might need to be made to the Methodology. For example, would the
ability of alternative funds to engage in strategies involving leverage require additional
factors beyond standard deviation to be taken into account?

Point of Sale

15. We seek feedback from fund managers regarding any specific or unique challenges or
expenses that may arise with implementing point of sale disclosure for non-exchange
traded alternative funds compared to other mutual funds that have already implemented a
point of sale disclosure regime.

Transition
16. We are seeking feedback on the proposed transition periods under the Proposed

Amendments and whether they are sufficient to allow existing funds to transition to the
updated regulatory regime? Please be specific.



