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COMPANION POLICY 44-101CP
TO NATIONAL INSTRUMENT 44-101
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PART 1 INTRODUCTION AND DEFINITIONS
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1.2

Introduction and Purpose - Nationd Instrument 44-101 (the "Nationd Instrument”)
replaces Nationd Policy Statement No. 47 Prompt Offering Qualification System
("NPA7") and sets out the substantive test for anissuer to qualify to fileaprospectusinthe
form of ashort form progpectus. The purpose of the Nationa Instrument is the same as
NPA47's. to shorten the time period in which, and streamline the procedures by which,
qudified issuersand their selling security holders can obtain accessto the Canadian capitd
markets through a prospectus offering.

BritishColumbia, Alberta, Ontario, Manitobaand Nova Scotiahave adopted the National
Instrument by way of rule. Saskatchewan has adopted it by way of regulation. Quebec
has adopted it by way of policy. All other jurisdictions have adopted Nationd Instrument
44-101 by way of related blanket ruling or order. Each jurisdiction implements the
Nationd Instrument by one or moreinstruments forming part of thelaw of that jurisdiction
(referred to as the "implementing law of the jurisdiction”). Depending on the jurisdiction,
the implementing law of the jurisdiction can take the form of regulation, rule, ruling or
order.

This Companion Policy to the Nationd Instrument (also referred to as "this Companion
Policy” or this"Policy") providesinformation relaing to the manner in which the provisons
of the Nationa Instrument are intended to be interpreted or gpplied by the Canadian
securities regulatory authorities, as well as the exercise of discretion under the National
Instrument. Terms used and not defined in this Companion Policy that are defined or
interpreted in the Nationd Instrument or a definition instrument in force in the jurisdiction
should be read in accordance with the Nationd Instrument or definition instrument, unless
the context otherwise requires.

To theextent that any provison of thisPolicy isinconsstent or conflictswith the gpplicable
provisons of the Nationd Instrument in those jurisdictions that have adopted the Nationa
Insdrument by way of related blanket ruling or order, the provisons of the National
Instrument prevall over the provisons of this Policy.

Interrelationship With Local SecuritiesL egislation - TheNationd Instrument, while
being the primary indrument regulating short form prospectus distributions, is not
exhaudtive. Issuers are reminded to refer to the implementing law of the jurisdiction and
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other securities legidation of the locd jurisdiction for additiond requirements that may be
gpplicable to the issuer's short form prospectus distribution.

Interrelationship with MRRS - Nationd Policy 43-201 Mutud Reliance Review
System for Prospectuses and AlFs ("Nationa Policy 43-201") describes the practical
goplication of the mutud rdiance review sysem reating to the filing and review of
prospectuses, including mutua fund and shelf prospectuses, amendmentsto prospectuses,
annud information forms and related materids. While use of the MRRS is optiond, the
MRRS represents the only means by which an issuer can enjoy the benefits of co-
ordinated review by the Canadian securities regulatory authorities in the various
jurisdictions in which the issuer has filed a short form prospectus or an AlF. Under the
MRRS, one Canadian securities regulatory authority or regulator as defined in Nationd
Ingrument 14-101 Definitions, asapplicable, actsasthe principd regulator for dl materias
relating to afiler.

The provisons of this Policy relating to clearance of a short form prospectus or review of
an AlF goply only to filings for which the issuer has not eected to use MRRS.

I nterrelationship with Selective Review- TheCanadian securitiesregul atory authorities
in Ontario, British Columbia and Alberta have adopted a system of sdective review of
certain documents, including Al Fs, short form progpectusesand amendmentsto short form
prospectuses. Under the selectivereview system, these documentsare subject to aninitia
screening to determine whether they will be reviewed and, if reviewed, whether they will
be subject to afull review, anissue oriented review or anissuer review. Application of the
sdective review system, taken together with MRRS, may result in certain AlFs, short form
prospectuses and amendmentsto short form prospectuses not being reviewed beyond the
initia screening.

Interreationship With Shdf Digributions (National Instrument 44-102) - Issuers
qualified under the Nationd Instrument to file a prospectus in the form of a short form
prospectus and their security holders can distribute securities under a short form
prospectus using the shelf distribution procedures under National |nstrument 44-102 Shelf
Digributions. The Companion Policy to Nationd Instrument 44-102 Shelf Digtributions
explans that the distribution of securities under the shelf system is governed by the
requirements and procedures of the Nationd Instrument and securities legidation, except
as supplemented or varied by Nationa Instrument 44-102. Therefore, issuersqudified to
fileaprospectusintheform of ashort form prospectusand saling security holders of those
issuers that wish to didtribute securities under the shelf system should have regard to the
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Nationd Ingrument and thisPolicy firgt, and then refer to Nationd |nstrument 44-102 and
the accompanying policy for any additiond requirements.

I nter-relationship With PREP Procedures(National Instrument 44-103) - National
Instrument 44-103 Post-Recel pt Pricing contains the post recel pt pricing procedures (the
"PREP procedures’). All issuersand sdlling security holderscan usethe PREP procedures
of Nationa Instrument 44-103 to distribute securities. Issuersand selling security holders
that wish to distribute securities under aprospectusin theform of ashort form prospectus
using the PREP procedures should have regard to the Nationd Instrument and this Policy
firgt, and then refer to Nationa Instrument 44-103 and the accompanying policy for any
additiond requirements.

Definitions

@ Approved rating - Cash settled derivatives are covenant-based instruments that
may be rated on a Smilar bass to debt securities.  In addition to the
creditworthiness of the issuer, other factors such as the continued subs stence of
the underlying interest or the volatility of the price, value or leve of the underlying
interest may be reflected in the rating analysis for cash settled derivatives. These
additional factors may be described by arating agency by way of asuperscript or
other notation to arating. The incluson of such notations for covenant-based
ingruments that otherwise fal within one of the categories of an gpproved rating
does not detract from the rating being considered to be an approved rating for the
purposes of the Nationa Instrument.

A rating agency may aso redtrict its rating to securities of an issuer that are
denominated in locd currency. Thisrestriction may be denoted, for example, by
the desgnation "LC". The incdluson of such a designetion in arating thet would
otherwise fall within one of the categories of an gpproved rating doesnot detract
fromthe rating being considered to be an gpproved rating for the purposes of the
Nationa Instrument.

2 Asset-backed security - The definition of "asset-backed security” is virtualy
identical to the definition adopted in the October, 1992 amendmentsto Form S-3
of the 1933 Act, permitting issuers of "investment grade’ asset-backed securities
access to the U.S. short-form registration statement and related procedures.

The definition is designed to be flexible to accommodate future developments in
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asset-backed securities. For example, it doesnot include alist of "digible’ assets
that can be securitized. Instead, the definition is broad, referring to "receivables
or other financid assets' that by their terms convert into cash within afinite time
period. These would include, anong other things, notes, leases, ingtament
contracts and interest rate swaps, as well as other financia assets, such asloans,
credit card receivables, accounts receivable and franchise or servicing
arrangements. Thereferenceto "and any rights or other assets..." in the definition
issufficiently broad to include "ancillary™ or "incidental” assets, such asguarantees,
letters of credit, financid insurance or other instruments provided as a credit
enhancement for the securities of theissuer or which support the underlying assets
inthe pool, aswell ascash arisng upon collection of the underlying assetsthat may
be reinvested in short-term debt obligations.

The term, a "discrete pool” of assets, can refer to a single group of assets as a
"poal™ or to multiple groups of assetsasa'pool”. For example, agroup or pool

of credit card receivables and a pool of mortgage receivables can, together,

conditute a"discrete pool” of assets. Thereferenceto a"discrete pool” of assets
is qudified by the phrase "fixed or revolving" to darify thet the definition covers
"revolving’ credit arrangements, such as credit card and short-term trade
receivables, where balances owing revolve due to periodic payments and write-

offs.

While typicaly apool of securitized assetswill consst of financia assets owed by
more than one obligor, the definition does not currently include a limit on the
percentage of the pool of securitized assets that can be represented by one or
more financid assets owing by the same or related obligors (sometimes referred
to as an "asset concentration test).

Principal Obligor - The term "principa obligor" isdefined to mean, for an asset-
backed security, a person or company thet is obligated to make payments, has
guaranteed payments, or has provided dternative credit support for payments, on
financia assets that represent athird or more of the aggregate amount owing on
al of the financid assets underlying the asset-backed security. Thisterm applies
to a person or company that is obligated by the terms of the asset, eg. a
receivable, to make payments. It does not include aperson or company acting as
"servicer" that collects paymentsfrom an obligor and remits paymentsto theissuer.
Nor does the term include a sdler, ie. a person or company that has sold the
financia assets comprising the pool to theissuer. Sdlers of financid assets have
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assigned to theissuer theright to receive payments on thefinancial assets; they are
not the ones contractually obligated to make payments on the financia assets.

Probable Acquisition of a Business and Probable Acquisition of Related
Businesses - See section 5.4.

Regulator - Theregulator for eachjurisdictionislisted in Appendix D to Nationd
Instrument 14-101 Definitions. In practice, that person has often delegated hisor
her powers to act under the Nationd Instrument to another staff member of the
same Canadian securities regulatory authority or, under the relevant statutory
framework, another person is permitted to exercise those powers. Generdly, the
person exercising the powers of the regulator for the purposes of the Nationa
Ingrument holds, as of the date of this Palicy, the following postion in each
jurisdiction:

Jurisdiction Position

Alberta Director, Capita Markets

British Columbia Director, Corporate Finance (except for
gpplications for exemptions from Part 2 of the
Nationa Ingrument, for whichtheregulator isthe
Director, Exemptions and Orders)

Manitoba Director, Corporate Finance

New Brunswick Adminigrator of Securities

Newfoundland Director of Securities

Northwest Territories Deputy Regisirar of Securities

Nova Scotia Director of Securities

Nunavut Registrar of Securities

Ontario Manager, Corporate Finance

Prince Edward Idand Registrar of Securities

Quebec Commission des vaeurs mobilieres du Québec

Saskatchewan Deputy Director, Corporate Finance (except for
goplications for exemptions from Part 2 of the
Nationa Instrument, for which theregulator isthe
Saskatchewan Securities Commisson)

Y ukon Territory Regisirar of Securities

Further delegation may take place among staff or under securities legidation.
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Successor |ssuer - The definition of "successor issuer” requires thet the issuer
exist "as a result of a reorganization”. In the case of an amagamation, the
amagamated corporation is regarded by the Canadian securities regulatory
authorities as existing "as aresult of a reorganization”. Also, if a corporation is
incorporated for the sole purpose of facilitating a reorganization, the Canadian
securities regulatory authorities regard the new corporation as"existing asaresult
of a reorganization" despite the fact that the corporation may have been
incorporated before the reorganization. The definition of "successor issuer” dso
contains an exclusion gpplicableto divestitures. For example, anissuer may carry
out areorganization that resultsin the digtribution to security holders of a portion
of itsbusiness or the trandfer of a portion of itsbusinessto another issuer. Inthat
case, the entity that carries on the portion of the businessthat was"spun-off" isnot
a succesor issuer within the meaning of the definition.

QUALIFICATION TO FILE A PROSPECTUS IN THE FORM OF A
SHORT FORM PROSPECTUS

2.1  Basc Qualification Criteria

@

2

Reporting Issuersin Local Jurisdiction that have been Reporting | ssuers
for 12 Monthsin a Jurisdiction other than the Local Jurisdiction (Clause
1(a)(ii) of section 2.2 of the National I nstrument) - Clause 1(a)(ii) of section
2.2 of the Nationa Instrument provides that a reporting issuer in the loca
juridictionthat is, and has been for the 12 calendar months preceding the date of
the filing of its most recent AlF, a reporting issuer under Canadian securities
legidation in at least one jurisdiction, other than the local jurisdiction, stisfies the
reporting issuer criterion for being qudified to file a prospectus in the form of a
short form progpectusif it hasfiled inthelocd jurisdiction dl continuousdisclosure
documentsthat it was required to file during the 12 calendar months preceding the
date of the filing of itsmost recent AlF under the Canadian securities|egidation of
any jurisdiction in which it has been areporting issuer. Anissuer that hasaready
filed with the Canadian securitiesregulatory authority of thelocd jurisdiction some
or dl of the continuous disclosure documents contemplated in this clause is not
required to file those documents again.

| ssuers not Reporting I ssuersin Local Jurisdiction that areand havebeen
Reporting Issuers for 12 Months in a Jurisdiction other than the Local
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Jurisdiction(Subpar agraph 1(b) of section 2.2 of theNational I nstrument) -
Subparagraph 1(b) of section 2.2 of the Nationa Instrument provides what an
issuer that is not areporting issuer in the locd jurisdiction must do to be qudified
to file a progpectus in the form of ashort form prospectusin thet jurisdiction if the
issuer is, and has been for the 12 calendar months preceding the date of thefiling
of its mogt recent AIF, areporting issuer under Canadian securities legidation in
a least one jurisdiction, other than the locd jurisdiction, and if the securities
regulatory authority is unable to deemthe issuer to be, or designate theissuer as,
a reporting issuer.  As of the coming into force date of this Policy, only the
provinces of Alberta, British Columbia, Ontario, Quebec, Nova Scotia and
Saskatchewan have the statutory power to deem an issuer to be, or to designate
an issuer as, areporting issuer.

Alternative Eligibility Criteria: Issuers that have not been Reporting I ssuersfor
12 Monthsin any Jurisdiction (Sections 2.3, 2.5, 2.6, 2.7, and 2.8 of the National
I nstrument) - Issuersthat have not been reporting issuersfor 12 monthsinany jurisdiction
may nonetheless be qudified to file a prospectus in the form of a short form prospectus
under the following aternative qudification criteria of the Nationd Instrument:

1.

2.

Section 2.3, which gppliesto issuerswith apublic float of $300,000,000 or more.

Section 2.5, which applies to issuers of non-convertible debt securities, non-
convertible preferred shares or cash settled derivatives, if another person or
company that satisfies prescribed criteria fully and unconditionally guarantees or
provides dternative credit support for the payments to be made by the issuer of
the securities as Sipulated in the terms of the securities or in an agreement
governing the rights of holders of the securities.

Section 2.6, which appliesto issuers of convertible debt securities or convertible
preferred shares, if the securities are convertible into securities of a credit
supporter that satisfies prescribed criteriaand fully and unconditionaly guarantees
or provides dternative credit support for the payments to be made by the issuer
of the securities as stipulated in the terms of the securities or in an agreement
governing the rights of holders of the securities.

Section 2.7, which appliesto issuers of asset-backed securities.

Section 2.8, which applies to successor issuers following reorganizations.
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Under sections 2.5, 2.6 and 2.7 of the Nationa Instrument, anissuer isnot required to be
areporting issuer in any jurisdiction in order to qualify to file a progpectusin the form of

ashort form prospectus. Under section 2.8 of the National Instrument, asuccessor issuer

must be areporting issuer in a least one jurisdiction. However, it is not necessary for it

to have been one for 12 months, asthe successor issuer may rely on the reporting history

of one of the participants in the reorganization. Paragraph 1 of section 2.3 requires the

issuer to be a reporting issuer or, if the issuer is not a reporting issuer in the loca

jurigdiction, it must be a reporting issuer under Canadian securities legidation in a
jurisdiction other than the local jurisdiction, and satidfy the criterion in subparagraph 5 of

paragraph 1(b) of section 2.2 of the Nationa Instrument.

Calculation of the Aggregate Market Value of an Issuer's Equity Securities
(Section 2.9 of the National Instrument)

@ Section 2.9 of theNationa Instrument setsout how to determinewhether anissuer
satisfies the market vaue criteria contained in Part 2 of the Nationa Instrument.
Subsection 2.9(2) requires certain securities to be excluded when cdculating the
total number of equity securities outstanding, and subsection 2.9(3) requires a
subset of those excluded securitiesto be included nonethel ess, despite subsection
2.9(2). Thefollowing examples are provided to assst issuers and their advisers
in determining which securitiesare to be excluded in accordance with subsections
2.9(2) and (3):

Example (1):

A portfolio manager managesapenson fund. The penson fund holds 11% of the
equity securities of the issuer.

Result: These equity securities must be excluded in caculaing the market vaue
of the issuer's equity securities.

Example (2):

A portfolio manager (not an &ffiliate of theissuer) managesthreemutua fundseach
of which holds 3% of the equity securitiesof theissuer. An &ffiliate of the portfolio
manager (not an affiliate of the issuer) manages two mutua funds each of which
holds 3% of the equity securities of the issuer.
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Result: The aggregated equity securities (15%) do not have to be excluded in
cdculating the market value of the issuer's equity securities.

Example (3):

Thefactsarethe same asin Example (2) above, except that the portfolio manager
isan dfiliate of theissuer.

Result: The aggregated equity securities must be excluded in cdculating the
market value of the issuer's equity securities.

Example (4):

A portfolio manager (not an affiliate of theissuer) manages three non-redeemable
invesment funds (A, B and C). A holds 12% of the equity securities of theissuer.
B and C each hold 6% of the equity securities of the issuer.

Result: The equity securities of the issuer hed by A must be excluded in
cdculaing themarket vaue of theissuer's equity securities but the equity securities
held by B and C (12% in the aggregate) need not be excluded in caculating the
market vaue of the issuer's equity securities.

Ingament receipts that evidence the beneficia ownership of outstanding equity
securities (subject to an encumbrance to secure the obligation of the instament
receipt holder to pay future ingaments) and other smilar receipts that evidence
beneficid ownership of outstanding equity securities are not, themsalves, equity
securities. Consequently, the market vaue of such arecept may not be included
inthe market value calculation of an issuer's outstanding equity securities (subject
to the exception in paragraph 2.9(1)(b) of the Nationad Instrument). The market
vaue of the equity securities evidenced by the receipt, may however, beincluded,
subject to subsections 2.9(2) and 2.9(3) of the Nationa Instrument.

The exclusons set out in subsection 2.9(2) of the Nationa Instrument refer to
equity securities of an issuer that are beneficialy owned, or over which control or
direction is exercised by persons or companies that, done or together with their
respective afiliates and associated parties, beneficialy own or exercise control or
direction over more than 10 per cent of the outstanding equity securities of the
issuer.  Ingament receipt transactions typicaly involve a custodian holding a
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security interest in the securities the beneficid ownership of which isevidenced by
ingtament receipts. The Canadian securities regulatory authorities do not regard
the custodian, by virtue of holding a security interet, as exercisng "control or
direction” over the securitiesfor the purposes of subsection 2.9(2) of the National
Instrument if the custodian is not entitled to exercise any voting rights attached to
the securities or dispose of the securities without the beneficial owner's consent.

Alternative Qualification Criteria for Substantial Issuers (Section 2.3 of the
National Instrument) - Subparagraph 1(b) of section 2.3 of the Nationd Instrument
requires substantial issuers, that are not reporting issuersin the loca jurisdiction, to be
reporting issuers under Canadian securitieslegidationin ajurisdiction, other than the locdl
juridiction, and to satisfy the criterion in subparagraph 5 of paragraph 1(b) of section 2.2.
That criterion requires the issuer to have provided an undertaking to the securities
regulatory authority that it will file al continuous disclosure documents that it would be
required to file under securities legidation if it were areporting issuer from the time of the
filing of its most recent AlF until the issuer becomes a reporting issuer.

Alternative Qualification Criteria for Issuers of Guaranteed Debt Securities,
Preferred Shares and Cash Settled Derivatives (Sections 2.5 and 2.6 of the
National Instrument) - Sections 2.5 and 2.6 of the Nationa Instrument alow an issuer
to quaify to file a progpectus in the form of a short form prospectus based on afull and
unconditional guarantee or dterative credit support. The Canadian securities regulatory
authoritiesare of theview that aperson or company that providesthefull and unconditiona
guarantee or dternative credit support is not, smply by providing that guarantee or
dternative credit support, issuing a security.

Alternative Qualification Criteriafor Asset-Backed Securities(Section 2.7 of the
National I nstrument)

@ Inorder to be qudified to file a progpectus in the form of ashort form prospectus
under section 2.7 of the Nationa Instrument, an issuer must have been established
in connection with a distribution of asset-backed securities. Ordinarily, asset-
backed securities are issued by specia purpose issuers established for the sole
purpose of purchasing financial assets with the proceeds of one or more
digributions of these securities. This ensures that the credit and performance
attributes of the asset-backed securities are dependant on the underlying financid
assets, rather than upon concerns relaing to ancillary business activities and their
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attendant risks. Qudification to file a prospectus in the form of a short form
prospectus under this section has been limited to specia purposeissuersto avoid
the posshility that an otherwise indigible issuer would structure securities faling
within the definition of "asset-backed security”.

The qudification criteria for a distribution of asset-backed securities under a
prospectusin theform of ashort form prospectus areintended to provide sufficient

flexibility to accommodate future developments. To qudify under section 2.7 of

the Nationd Instrument, the securities to be distributed must satisfy the following

two criteria

1. Fird, the payment obligations on the securities must be serviced primarily
by the cash flows of apool of discrete liquidating assets such as accounts
receivable, instalment sales contracts, leases or other assets thet by their
terms convert into cash within aspecified or determinable period of time.

2. Second, the securitiesmust (i) receive an approved rating on aprovisona
bass, (ii) not have been the subject of an announcement regarding a
downgrade to a rating that is not an approved rating, and (iii) not have
received a provisond or find rating lower than an gpproved rating from
any approved rating organization.

The quadification criteriado not digtinguish between pass-through (i.e., equity) and
pay-through (i.e., debt) asset-backed securities. Consequently, both pay-through
and pass-through securities, aswel asresdua or subordinate interests, may be
distributed under a prospectus in the form of a short form prospectusiif dl other
gpplicable requirements are met.

2.7 Reorganizations (Section 2.8 of the National I nstrument)

@

Section 2.8 of the Nationa Instrument providesdternative qudification criteriafor
a successor issuer to quaify to file a prospectus in the form of a short form
prospectus eventhough it has not been areporting issuer in any jurisdiction for 12
months. It may qudify if, among other things, it is a reporting issuer under
Canadian securities legidation and, a the time of the reorganization, & least one
of the participants in the reorganization satisfied the 12 month reporting issuer
criterion in paragraph 1 of section 2.2 of the Nationd Instrument.
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An issuer that was previoudy qudified to file a prospectus in the form of a short
form prospectus under the basic qudification criteria set out in section 2.2 of the
Nationd Ingrument, including the $75,000,000 market value requirement, and is
the subject of areorganization that resultsin that issuer becoming awholly-owned
subsdiary of ancther entity, will not be qudified to file a prospectusin the form of
a short form prospectus under section 2.2. Thisis because it cannot satisfy the
$75,000,000 market vaue requirement. It may continue to be qudified to file a
prospectus in the form of ashort form prospectus under section 2.4 or section 2.5
of the Nationd Instrument (gpproved rating or guaranteed securities) or section
2.7 of the National Instrument (asset-backed securities).

An entity that carries on the portion of the business that was "spun-off* is not a
successor issuer within the meaning of the definition. The Canadian securities
regulatory authoritieshave, fromtimeto time, granted relief alowing the " spun-off"
entity to fileaprogpectusin theform of ashort form prospectus even though it may
not otherwise satisfy certain of the qudification criteria In those Stuationswhere
the Canadian securities regulatory authorities have granted relief, there has been
substantial audited segmented disclosure of the "spun-off" entity in the market
place for at least one year before the reorganization. 1n addition, the Canadian
securities regulatory authorities will generdly look a whether the spun-off entity
isdescribed inthe AIF and MD& A of the parent company. Applicationsfor relief
will be considered on a case by case basis.

Market participants are also reminded that if an issuer files aprospectus or other
offering document following ameateria reorganization, take-over bid or acquisition
of assats, the progpectusor offering document isrequired to contain, either directly
or, if permitted, through incorporation by reference, appropriate disclosure
concerning the reorganization, take-over bid or acquisition of assets and its effect
ontheissuer in order for the prospectusor other offering document to contain full,
true and plain disclosure of dl materid facts.

Adoption by Successor |ssuer of a Participant's AlF Following a Reor ganization
(Section 2.10 of the National Instrument) - Section 2.10 of the Nationa Instrument
enables a successor issuer to adopt as its own AIF the AIF of a participant in the
reorganization, if the AIF was a current AlF of the participant a the time of the
reorganizetion. By adopting the AlF of aparticipant, the successor issuer isdeemed under
section 2.10 to have a current AlF for the purposes of securities legidation. It is not
relevant whether the participant that filed the Al F continuesto exist after the reorganization.
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If the participant continuesto exist after the reorganization, the adoption by the successor
issuer of the current AlF of the participant does not preclude the participant from having
the AIF in order to, itsdf, qudify to file a progpectus in the form of a short form
prospectus. Under section 2.10 of the Nationa I nstrument, asuccessor issuer may choose
to adopt the current AIF of more than one participant in the reorganization that gave rise
to the successor issuer. This may be gppropriate in circumstances where the successor
issuer succeeded to the busi nesses of two participantswhere each participant had acurrent
AIF. A successor issuer may dwaysfileits own AlF in order to have a current AlF.

PART 3

AlF

3.1 Initial AIF Review Procedures (Section 3.1 of the National I nstrument)

@

2

3

An AlF filed by either an issuer that has not previoudy had an AlF accepted for
filing in the locd juridiction or an issuer that previoudy had a current AIF in the
locd jurisdiction and no longer has one is treated asaninitid AlFfor the purpose
of review by the POP regulator.

An initid AIF and supporting documents will be reviewed by the Canadian
securities regulaory authorities, including the CVMQ, in accordance with the
procedures described in the MRRS if the issuer has dected to use the MRRS.
Compliance by issuers with the MRRS procedures, dthough not mandatory, will
generdly result in themost expeditioustrestment of initial AIFsonandtiond bass.
If an issuer does not elect MRRS, the review of the initia AIF will not be co-
ordinated among the various jurisdictionsin which theissuer hasfiled the AIF, nor
is the review subject to any particular time frame,

Anissuer filing in more than onejurisdiction should filetheinitid AlF, together with
any supporting materias, as nearly as may be practicable, contemporaneoudy in
each of the jurisdictions in which the issuer wishes to become qudified to file a
prospectus in the form of a short form prospectus. Contemporaneous filing is
automdtic for issuers uang SEDAR. An issuer should file in each jurisdiction an
AlF identica inform and content, including the date, except that French language
documents filed in Quebec need not be filed in the other jurisdictions, except as
required under subsections 3.1(3) and (4) of the Nationa Instrument. Thereview
of documents filed in Quebec in the French language, goart from subgtantive
comments gpplying to both English and French language versions, will ordinarily
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be dedlt with between Quebec and the issuer or the issuer's agent in Quebec
directly.

Renewal AIF Filing and Review Procedures (Section 3.2 of the National
I nstrument)

@

2

3

(4)

Q)

An issuer that has a current AlF for its second most recently completed financid
year and wishes to have a current AlF for its most recently completed financid
year must file a renewa AIF in accordance with section 3.2 of the National
[nstrument.

An issuer that does not have a current AIF in the loca jurisdiction, yet has a
current AIF in another jurisdiction, and wishes to file a short form prospectusin
the locd jurisdiction may file, as an initid AIF under section 3.1 of the Nationd
Ingrument in the locd jurisdiction, ether (i) the new AIF that it is filing as a
renewd AIF inthe other jurisdiction, or (ii) the AlF that is a current AIF in the
other juridiction. The issuer should notify dl the other jurisdictions in which it
dready has acurrent AIF that it isfiling an initid AIF in anew jurisdiction.

An issuer filing in more than one jurisdiction should file arenewd AlF, together
withany supporting materids, asnearly asmay be practicable, contemporaneoudy
in each of the jurisdictions in which the issuer wishes to remain qudified to filea
prospectus in the form of a short form prospectus. Contemporaneous filing is
automatic for issuers usng SEDAR. An issuer should file an AIF in each
jurisdiction identica in form and content, including the date, except that French
language documents filed in Quebec need not be filed in the other jurisdictions,
except as otherwise provided in subsections 3.2(8) and (9) of the Nationd
[nstrument.

A renewd AlF, if sdlected for review, will be reviewed by the Canadian securities
regulatory authorities in accordance with section 3.2 of the Nationd Instrument
and the procedures described in MRRS, if the issuer has elected to use MRRS.

This subsection gppliesto anissuer that filesarenewa AlF and has not dected to
usethe MRRS. If anissuer'srenewa AlF has been selected for review and the
issuer filesaprdiminary short form prospectus, both theissuer's prdiminary short
form prospectus and its renewa AlF will bereviewed a the sametime. Inthese
circumstances, comments arising in the course of the review of the renewd AlF
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will be taken into account during the review of the preiminary short form
prospectus. The notice that the review of the renewa AlF has been completed
will be issued before, or concurrently with, theissuance of the receipt for the short
form prospectus. A receipt for the short form prospectus will not be issued until
the review of the renewa AIF has been completed. No particular time frame
gopliesto thisreview.

3.3  Supporting Documents (Section 3.3 of the National I nstrument)

1) Any material incorporated by reference in an AIF is required under paragraph
3.3(2)(a) of the Nationd Instrument to be filed with the AIF unless it has been
previoudy filed. When anissuer usng SEDAR filesaprevioudy unfiled document
with its AlF, the issuer should ensure that the document is filed under the
appropriate SEDAR filing type and document type specificaly gpplicable to the
document, rather than generic type" Documents I ncorporated by Reference’. For
example, an issuer that hasincorporated by reference aninformation circular inits
AlF and has not previoudy filed the circular should file the circular under the
"Management Proxy Materids' filing subtype and the "Management
proxy/information circular™ document type.

2 There is no regulatory requirement for auditor involvement with respect to the
preparation of an AIF. No solicitor's, auditor's, accountant's, engineer's,
appraiser's or other consent is required to be filed with an AIF. However,
reporting issuers may choose to involve their auditors. The auditing profession's
standards may require limited auditor involvement in certan circumstances.
Section 10.4 of the Nationd Instrument requires the filing of consents of experts
with a short form prospectus. In order to be able to provide the necessary
consent letter on a short form prospectus, an auditor will be obliged to comply
with applicable requirements of the Handbook and of Canadian securities
legidation of the jurisdictionsin which the AlF isfiled.

PART 4 FINANCIAL MATTERS
A. ISSUERS AND SIGNIFICANT ACQUISITIONS

4.1  Financial Statement Requirements- Explanation of the60 and 90 Day Refer ences
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The financid statement disclosure requirements for an issuer and any business
acquired or to be acquired are often described with reference to 60 or 90 day
periods. A reporting issuer isrequired to file interim financid statements 60 days
after thelast day of aninterim period on acontinuousdisclosure basis. Theinterim
financid statement disclosure requirements in the Nationa Instrument are based
on these continuous disclosure reporting time frames. Annud audited financiad
satements are required to be filed 140 days after year end on a continuous
disclosure basis. However, if a preliminary short form prospectus is filed more
than 90 days after year end, the audited financid statements are required to be
included in the short form prospectus.

Section 1.10 of the National Instrument states that unless otherwise stated, a
reference to a short form prospectus in the Nationa Instrument includes a
preliminary short form prospectus. Consequently, the 60 and 90 day period

references discussed in subsection (1) should be considered as at the date the

preliminary short form prospectus is filed and again at the date of the find short

form prospectus is filed for both the issuer and any business acquired or to be
acquired. Depending on the period of time between the dates of the prdiminary
and fina short form prospectuses, an issuer may have to include more recent

financid Satements.

However, in order for an issuer to distribute securities usng the short form
prospectus system, sections 2.2, 2.3, 2.4, 2.5, 2.6, 2.7 and 2.8 of the Nationa
Insrument each require the issuer to file financid statements for its most recently
completed financid year only if theissuer filesapreiminary short form prospectus
more than 90 days after is most recently completed financia year. If the issuer
filesapreliminary short form prospectuslessthan 90 days after the end of its most
recently completed financia year and files the fina short form prospectus more
than 90 days after the end of the issuer’s most recently completed financid yesr,
the issuer is not required to include in the short form prospectus the financid
satementsfor itsmost recently completed financia year. The Canadian securities
regulatory authorities recognize that issuers generdly anticipate that the period of
time between the filing a prdiminary and a find short form prospectus will be
relatively brief. Accordingly, imposing the requirement on an issuer to update its
prospectus to reflect the results of its most recently completed financid year
because thosefinancia statementswerefiled between the dates of the preliminary
and find short form prospectus could sgnificantly delay the completion of an
offering thus diminishing the benefits of the short form prospectus offering regime.
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@ For example, assume an issuer has a December 31 year end and files a
preliminary short form progpectus on March 28, year one. If the issuer
has not filed audited financid statements for its most recently completed
financid year by March 28 and files its final short form prospectus on
April 5, theissuer will not be required to file and incorporate by reference
itsaudited financid Statementsfor itsmost recently completed year nor will
it be required to update the find short form prospectus to reflect the
results for the most recently completed financid year. However, if the
issuer filed the preliminary short form prospectus on or after April 1, it
would be required to include the audited financid statements for its most
recently completed financid yesar.

4 Despite subsection (3), the Canadian securities regulatory authorities are of the
view that directors of issuers should endeavor to review and gpprove financia
satementsin atimey manner and should not delay the gpprova and release of the
financid statementsin order to avoid their inclusion in a short form prospectus.

Additional Financial Statements or Financial Information Filed or Released - If
annud or interim financial satementsof abusnessacquired or to be acquired, more recent
than those that would otherwise be required to be included in a short form prospectus,
have been filed before ashort form prospectusisfiled, sections4.7 and 5.3 of the Nationd
Instrument require those financia statementsto be included in the short form prospectus
and the short form prospectusto be updated accordingly. However, if information derived
from more recent annud or interim financid statements is released to the public by the
issuer beforethefinancia satementsarefiled, the short form prospectus should includethe
information included in the news release or public communication. There is no specific
requirement in the Nationd Instrument to otherwise update the short form prospectus or
pro forma financid statementsto reflect the more recent informetion.

Auditor's Report for All Financial Statements Included in the Short Form
Prospectus - The Nationa Instrument requiresthat dl financid statements included in a
short form prospectus be accompanied by an auditor's report without a reservation of
opinion, except financia statements specificaly exempted in the Nationa Instrument.
Issuers are reminded that this requirement extends to financid statements of subsdiaries
and other entitiesevenif thefinancid statementsare not required to beincluded in the short
form prospectus but have been included at the discretion of the issuer.
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Exemption from Auditor’s Report if not Previoudy Included in a Short Form
Prospectus - If anissuer received areceipt for afina short form prospectus that included
financid statements of abusiness acquired or to be acquired for afinancid year that were
not accompanied by an auditor’ sreport, section 4.15 of the Nationa Instrument provides
that if the issuer indludes any of those unaudited financia statementsin a subsequent short
form prospectus, the issuer will not be expected to include an auditor’s report on those
financid statements unless they were audited subsequent to obtaining the find receipt for
the previous short form prospectus. The Canadian securities regulatory authorities
recognize that requesting an issuer to obtain an auditor’s report that it was permitted to
exclude from a previous fina short form prospectus could create undue hardship for the
issuer.

Timing of Requestsfor Exemptionsfrom the Financial Statement Requirements -
Reguests for exemptions from Parts 4 and 5 of the National Instrument and Item 12.1 of
Form 44-101 F3 should be made in accordance with Part 15 of the National Instrument
which requires the issuer to make submissons in writing along with the reasons for the
request and the proposed dternative disclosure. Written submissions should befiled &,
or preferably before, the time the preliminary short form prospectus is filed, in order to
permit the issue to be resolved in atimely manner. Issuersfiling a short form prospectus
in more than one jurisdiction are encouraged to consult Nationd Policy 43-201 Mutud
Rdiance Review System for Short form prospectuses and Annud Information Forms for
more guidance on pre-filing applications.

ISSUERS

Applications for Exemption from Requirement to Include Financial Statements of
thel ssuer

@ The Canadian securities regulatory authorities are of the view thet rdief from the
requirement to provide audited higtoricd financia statements should be granted
only inunusud circumstances not related to cost or the time involved in preparing
or auditing the financid statements. If in unusud circumstances reief is granted,
conditions will likely be imposed, such as a requirement to include audited
divisona statements of income or cash flows, financid statements accompanied
by audit reports containing areservation of opinion or audited statements of net
operating income.
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In view of the reluctance of the Canadian securities regulatory authoritiesto grant
exemptions from the requirement to include audited historical financid statements,
issuers seeking relief should consult with staff on a pre-filing bass.

Reief may be granted in gppropriate circumstances to permit the auditor's report
onfinancid satementsto contain areservation relating to opening inventory if there
isasubsequent audited period of at least Sx months on which the auditor's report
contains no reservation and the business is not seasondl.

Consderations relevant to granting an exemption from the requirement to include
financid satements, generdly for theyearsimmediately preceding theissuer'smost
recently completed financia year, may include the following:

@

(b)

Theissuer'shistorical accounting records have been destroyed and cannot
be recongtructed. In thiscase, as acondition of granting the exemption,
the issuer may be requested by the Canadian securities regulatory
authoritiesto

0] represent in writing to the Canadian securities regulatory
authorities, no later than the time the preliminary short form
prospectus isfiled, that theissuer made every reasonable effort to
obtain copies of, or recongtruct, the historical accounting records
necessary to prepare and audit the financiad statements, but such
efforts were unsuccessful; and

(i) disclose in the short form prospectus the fact that the higtorical
accounting records have been destroyed and cannot be
reconstructed.

The issuer has emerged from bankruptcy and current management is
denied access to the historical accounting records necessary to audit the
financdd Satements. In this case, as a condition of granting the
exemption, the issuer may be requested by the Canadian securities
regulatory authorities to

M represent in writing to the Canadian securities regulatory
authorities, no later than the time the preliminary short form
prospectus is filed, that the issuer has made every reasonable
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effort to obtain access to, or copies of, the accounting records
necessary to audit the financia statements but that such efforts
were unsuccessful; and

(i) disclose in the short form prospectus the fact that the issuer has
emerged from bankruptcy and current management is denied
access to the historica accounting records.

(© The issuer has undergone a fundamentad change in the nature of its
business or operations affecting a mgjority of its operations and all, or
subgtantidly dl, of the executive officers and directors of the company
have changed. The evolution of a business or progresson aong a
development cycle will not be considered to be afundamental change in
an issuer's business or operations. Rdlief from the requirement to include
financid statements of the issuer required by the Nationa Instrument for
the year in which the change occurred, or for the most recently completed
financid year if the change in operations occurred during the issuer's
current financia year, generaly will not be granted

4.7 Reverse Take-overs - When an issuer has been involved in a business combination
accounted for a reverse take-over, Item 12.7 of Form 44-101F3 requires that financia
satements referred to in Item 12.1(1) of Form 44-101F3 be provided for the legd
subsidiary which is the accounting parent, as those terms are used in the Handbook.

PART 5 DISCLOSURE IN A SHORT FORM PROSPECTUS OF FINANCIAL
STATEMENTSFOR SIGNIFICANT ACQUISITIONS, SIGNIFICANT
DISPOSITIONSAND MULTIPLE ACQUISITIONS

A. GENERAL

5.1 Financial Statement Disclosure of Significant Acquisitions and Multiple
Acquisitions - Appendix A to this Policy is a chart outlining the key obligations for
financid statement discl osure of ggnificant acquisitionsand multipleacquisitions. Appendix
B includes examples which illustrate the gpplication of certain Parts of the Instrument
related to financid reporting requirements.
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Acquistionof a Business - Part 4 of the Nationd Instrument requires an issuer that has
made asgnificant acquigition or is proposing to make asignificant probable acquistion to
indudein its short form prospectus certain financid statements of each business acquired
or to be acquired. Part 5 of the Nationa Instrument has smilar requirementsfor anissuer
that has made or is proposing to make multiple acquisitions that are not related or
individualy sgnificant. For this purpose, the term "business' should be evaduated in light
of the facts and circumstances involved. The Canadian securities regulatory authorities
generdly consder that a separate entity, asubsdiary or adivisonisabusinessand that in
certain circumstances alesser component of a person or company may aso condtitute a
business, whether or not the subject of the acquisition previoudy prepared financia
satements. Continuity of business operations is consdered in determining whether an
acquisition congtitutes the acquisition of abusiness. Other factorsthat will be considered
include

@ whether the nature of the revenue producing activity or potentia revenue
producing activity will remain generdly the same after the acquisition; and

(b) whether any of the physicd facilities, employees, marketing systems, sdes
forces, customers, operating rights, production techniquesor trade names
are acquired by the issuer instead of remaining with the vendor after the
acquigtion.

Acquigtion of an Interest in an Oil and Gas Property

@ The Canadian securities regulatory authorities consider the acquigition of an
interest in an oil and gas property (“property”) to conditute the acquisition of a
business as discussed in section 5.2 of the Policy. However, it isrecognized that
incertain Stuations, limited availability of, or accessto, audited financia statements
or financid information of the acquired property makesit difficult to comply with
the financid statement disclosure requirements outlined in Parts 4 and 5 of the
Nationd Instrument. The Canadian securities regulatory authorities have dso
considered that, unique to the oil and gas indusdtry, revant operating information
is often publicly avalable. Accordingly, the Canadian securities regulatory
authorities may consider granting an exemption from the disclosure requirements
of Parts4 and 5 of the Nationd Instrument if

@ the issuer has not accounted for the acquisition asareversetake-
over;
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(b) the property does not congtitute a "reportable segment” of the
vendor, as defined in section 1701 of the Handbook, &t the time
of the acquigition; and

(© the prospectus includes acceptable dternative disclosure in
respect of the property as outlined in subsection (2).

2 Alternative Disclosure

@

(b)

The Canadian securities regulatory authorities are of the view that
dternative disclosure in a short form prospectus, to be acceptable for the
purposes of subsection (1)(c), should include at least an audited operating
statement of the property acquired or to be acquired for each of the years
required by Parts 4 and 5 of the National Instrument. The operating
gatements should each present, a aminimum, the following line items:

- gross revenue;
- royaty expenses,
- production costs; and
- operating income.

In gpplying Parts 4 and 5 of the Nationa Instrument for purposes of this
paragraph, the significance of an acquired property or of a probable
acquisitionof aproperty shall be determined based on theinvestment and
income testsoutlined in section 1.2 of the Nationd Instrument, except that
for purposes of theincometest, "operating income" should be subgtituted
for "consolidated income from continuing operations'.

In addition to the information in paragraph (8), the following information
may aso be required to be included in the short form prospectus.

0] Information with respect to reserve estimates and estimates of
future net revenue and production volumes and other relevant
information regarding the property, if materid.

(i) Actud production volumes of each of the properties for each of
the three most recently completed years.
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(i) Edtimated production volumes of each of the propertiesfor each
of the next three years based on information in the respective
reserve reports.

Relief from the requirement to Audit Operating Statements - Despite
subsection (2)(a), the Canadian securities regulatory authorities may permit an
issuer to exclude an audit opinion on the operating statements referred to in
subsection (2)(a) if

@

(b)

the property was acquired prior to December 31, 2000 and the issuer
provides written submissonsprior to filing thefind short form prospectus
which establish to the satisfaction of the Canadian securities regulatory
authorities that, despite making reasonable efforts, the issuer was unable
to obtain audited operating statements because the vendor refused to
provide such audited statements or to permit access to the information
necessary to audit the statements; or

during the 12 months preceding the date of the acquisition or the proposed
date of the probable acquisition, the daily average production of the
property onabarre of oil equivaent basis (with gasconverted to ail inthe
ratio of sx thousand cubic feet of gas being the equivaent of one barrel of
ail), is less than 20 per cent of the totd daily average production of the
vendor for the same or Smilar periods and

0] the issuer provideswritten submissonsprior tofiling thefind short
form prospectus that establishto the satisfaction of the Canadian
Securities regulatory authorities that despite reasonable efforts
during the purchase negotiations, the issuer was prohibited from
induding in the purchase agreement therightsto obtain an audited
operating statement of the property;

(i) the purchase agreement includes representations and warranties
by the vendor that the amounts presented in the operating
statement agree to the vendor's books and records; and

(i)  the issuer discloses in the short form prospectus its ingbility to
obtain an audited operating Statement, the reasons therefore, the
fact that the representations and warrantiesreferred to in item (i)
have been obtained, and a statement that the results presented in
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the operating Statements may have been materidly different if the
statements had been audited.

5.4  Probable Acquistions

@

@)

The definitions of "probable acquisition of a business' and "probable acquidtion
of related busnesses’ in the Nationd Instrument both include the phrase "where
a reasonable person would believe that the likelihood of the acquisition being
completed is high". The Canadian securities regulatory authorities interpret this
phrase having regard to section 3290 of the Handbook "Contingencies'. It isthe
view of the Canadian securitiesregulatory authoritiesthat thefollowing factorsmay
be rdevant in determining whether thelikelihood of an acquisition being completed

ishigh
@ whether the acquisition has been publicly announced;
(b) whether the acquigition is the subject of an executed agreement; and

(© the nature of conditions to the completion of the acquigition including any
materia third party consents required.

Thetest of whether aproposed acquisitionisa” probable acquisition of abusiness'
or "probable acquisition of related busnesses' is an objective, rather than
subjective, test in that the question turns on what a "reasonable person” would
believe. It isnot sufficient for an officer of an issuer to determine that he or she
persondly beieves that the likelihood of the acquisition being completed is or is
not high. The officer must form an opinionasto what areasonable person would
bdieveinthecircumstances. Inthe event of adispute asto whether an acquisition
is a probable acquisition, an objective test requires an adjudicator to decide
whether areasonable person would believein the circumstancesthat thelikelihood
of an acquigtion being completed washigh. By contrast, if the definition relied on
asubjectivetest, the adjudicator would assessan individua's credibility and decide
whether the persond opinion of theindividuad as to whether the likelihood of the
acquistion being completed was high was an honestly held opinion. Formulating
the definition using an objective test rather than a subjective test strengthens the
basis upon which the regulator may object to an issuer's gpplication of the
definition in particular circumstances.
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3 A completed acquisition of abusinessand aproposed acquistion of abusinesswill
condtitute a probable acquisition of related businesses defined in section 1.1 of the
Nationd Instrument if, among other things, each acquisition is contingent on a
sngle common event. Common financing is one example of a sngle common
event contemplated by the definition.

Significant Acquisitions Completed During the Issuer's Three Most Recently
Completed Financial Years- If anissuer made a sgnificant acquisition during its three
most recently completed financia years, the balance sheets of the business as at a date
prior to the date of the acquisition will be reflected in the issuer’s most recent audited
bal ance sheet included in the prospectus. In addition, the aloceation of the purchase price
to the assets acquired and liabilities assumed should dso be disclosed in the issuer’'s
audited financid statements. Accordingly, thereisno requirement under subsection 4.2(1)
of the Nationd Instrument for the financia statements of the business included in the
prospectus to include a balance sheet. The corresponding exception for individualy
inggnificant, unrelated acquigtions is provided in subsection 5.2(4) of the Nationa
Instrument. The Canadian securities regulatory authorities recognize that a baance sheet
will normally have been prepared and will not object if the financia statements of a
business included in the prospectus include a balance shest.

Significant Acquisitions Completed During thelssuer's Current Financial Year -

If an issuer has made a sgnificant acquisition during its current financia year, and the
acquistion is accounted for using the purchase method, section 4.11 of the Nationa

Indrument requires an issuer to include disclosure about the acquisition, including a
purchase price dlocation, in a subsequent event note to the issuer's financial statements.

At the time the short form prospectusisfiled, the alocation of the purchase price may not

yet be finalized so it may be impracticable to provide a detailed purchase equation.

However, the issuer will know the assets and ligbilities it has acquired and is expected to

esimate an dlocation of the purchase price to those assets and lidbilities, at least on an
agoregate basis.

APPLICATION OF THE SIGNIFICANCE TESTS

Timing of Significance Tests

@ Section 1.2 of the Nationd Ingrument sets out the dgnificance tests for
determining whether an acquisition of a business by an issuer is a "ggnificant

acquistion”. Thefirgt test measuresthe assets of the acquired business againg the
assats of theissuer. The second test measures the issuer's investments in and
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advances to the acquired business againgt the assets of the issuer. The third test
measures the income from continuing operations of the acquired business againgt
the income from continuing operations of theissuer. If any oneof thesethreetests
issatisfied at the 20 per cent level, the acquidtion is consdered "sgnificant” to the
issuer. The tests must be applied at the time of the acquisition using the most
recent audited financia Satementsof theissuer and thebusiness. Thisisconsstent
with the requirement of the Securities and Exchange Commission of the United
States of America and provides issuers with certainty thet if an acquisition is not
ggnificant a thetime of the acquisition, then no financia statements of the business
will be required to be included in the prospectus.

If an acquisition is determined under subsection 1.2(2) of the Nationd Instrument
to be sgnificant on the date of acquigition, an issuer has the option under
subsection 1.2(3) of the Nationa Instrument of applying the tests using the more
recent financia statements for the 12 months ended on the last day of the most
recent interim period financia statementsincluded inthe short form prospectusand
the financid statements of the business for a coterminous period ending on the
same day as the issuer's financia statements. However, for the purposes of
applying the investment test under subsection 1.2(3)2 of the Nationa Instrument,
the issuer'sinvestmentsin and advancesto the business should be the amount used
to caculate the significance as at the date of the acquisition and not theamount as
a the date of the issuer’ sfinancid statements used to recd culate the sgnificance.

The option under subsection 1.2(3) of the Nationa Instrument has been included
in order to recognize the possible growth of an issuer between the date of
acquisitionand the date of ashort form prospectus offering and the corresponding
potentid decline in sgnificance of the acquisition to theissuer. |If the sgnificance
of an acquisition increases at the second date under subsection 1.2(3), only the
financid statements required when the tests are applied at the first stage under
subsection 1.2(2) of the Nationa Instrument, are required to be included in the
short form prospectus. Applying the significance tests at the second date is not
intended to increase the level of significance of an acquisition and thereby the
number of years of financid datements.

The significance tests at the second date are an option available to al issuers.
However, depending on how or when an issuer integrates the acquired business
into its existing operations and the nature of post-acquigtion financia records it
maintains for the acquired business, it may not be possible for an issuer to apply
the tests at the second date.
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Acquistion of a Business when the Financial Statements of the Business are
Prepared in Accordance with Foreign GAAP - Subsection 1.2(9) of the National
Instrument states that where the financid statements of the business or related businesses
are prepared in accordance with foreign GAAP, for purposes of gpplying the significance
tests, the relevant financial statements should be reconciled to Canadian GAAP. It is
unnecessary for the reconciliation to be audited for the purpose of the test asthe Canadian
securities regulators recognize that this could be onerous, particularly if the business or
related bus nesses are determined not to be a significant acquisition.

Acquistion of a Previoudy Unaudited Business - Section 1.2(2) of the National
Ingrument requiresthe significance of an acquigtion to be determined using the most recent
audited financial statements of the issuer and the business acquired or to be acquired. If
the businesswasaprivate company prior to theacquisition and it did not engage an auditor
to audit its annud financid statements then, for the purpose of goplying the significance
tests, subsection 1.2(6) of the Nationa Instrument permits use of the unaudited financia
gtatements of the business prepared in accordance with GAAP. If the acquisdition is
determined to be sgnificant, then the financia statements for the number of periods
required by Parts 4 and 5 of the National Instrument must be audited.

Application of the Significance Testswhenthe Financial Year Ends of the | ssuer
and the Acquired Businessar e Non-Coter minous- Subsection 1.2(2) of the National
Ingrument requires the significance of an acquired business to be determined using the
most recent audited financid statements of both the issuer and the acquired business. For
the purpose of applying the tests under this subsection, the year ends of the issuer and the
acquired business need not be coterminous.  Accordingly, neither the audited financia
Statements of theissuer or the businessshould be adjusted for the purpose of applying the
sgnificancetests. However, if an acquired businessis determined to be significant andpro
forma income statements are prepared in accordance with Part 4 or 5 of the National
Instrument, and if the last day of the business year end is more than 93 daysfrom the last
day of the issuer's year end, the business reporting period so required under subsection
4.5(4) of the Nationa Instrument should be adjusted to reduce the gap to 93 days or less.
Reference is made to section 5.17 of this Companion Policy for further guidance.

Application of Investment Test for Significance of an Acquisition - Subsections
1.2(2) and, if applicable, 1.2(3) of the Nationa Instrument set out when an acquisition of
abusnesshy anissuerisa"sgnificant acquidtion”. One of thetestsiswhether theissuer's
consolidated investmentsin and advances to the business or related businesses exceeds
20 per cent of the consolidated assets of the issuer as at the date of the audited financial
gtatements of the issuer, for the most recently completed financid year ended prior to the
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date of the acquisition. In gpplying this tes, the "investments in" the business should be
determined using the total cost of the purchase, as determined by generaly accepted
acocounting principles, which includes consderation paid or payable and the cogts of the
acquidtion. If the acquisition agreement includes aprovision for contingent consideration,
for the purpose of applying the test, the contingent congderation should beincluded in the
total cost of the purchase unlessthelikelihood of payment is considered remote at the date
of theacquisition. In addition, any payments madein connection with theacquisition which
would not congtitute purchase congderation but which would not have been paid unless
the acquisition had occurred, should be considered part of investmentsin and advancesto
the businessfor the purpose of applying the significancetests. Examplesof such payments
include loans, royaty agreements, lease agreements and agreements to provide a pre-
determined amount of future services.

Application of Income Test for Significance of an Acquistion

@ The third Sgnificance test set out in subsection 1.2(2)3 of the Nationa Instrument
is whether the issuer's proportionate share of the consolidated income from
continuing operations of the business or rel ated busi nesses exceeds 20 per cent of
the consolidated income from continuing operations of the issuer based on the
audited financia statements of the issuer and the acquired business for the most
recently completed financial year ended before the date of the acquisition.
Subsection 1.2(3)3 of theNationa I nstrument setsout an optiona calculationusing
more recent financia statements. In gpplying the income test, the income from
continuing operations of the business should be determined using the accounting
policies applied by the issuer.

2 Subsections 1.3(3), (4) and (5) of the Nationd Instrument permit theissuer to use
the average income of its three most recently completed fiscal years or 12 month
periods, respectively, if the income from continuing operations for the most
recently completed fiscal year is postive and at least 20 per cent lower than the
average for the three most recently completed years. The averaging option isnot
avalableif theissuer hasincurred alossfrom continuing operations during itsmost
recently completed year or more recent 12 month period. If the averaging option
is avalable to the issuer but it incurred a loss from continuing operations in the
second and/or third most recently completed fiscal years or 12 month periods,
subsection 1.3(6) of the Nationa Instrument statesthat for purposes of caculating
the average consolidated income from continuing operations for the three fiscal
years or 12 month periods, the loss must be treated as zero in the numerator and
as one in the denominator.
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FINANCIAL STATEMENTS OF ACQUIRED BUSINESSES

Financial Statements for Interim and Pre-acquigtion Periods- Subsections4.2(1),
4.3(1) and 4.4(1) of the National Instrument require that a short form prospectus include
financid statementsfor themaost recently compl eted interim period of theacquired business
that ended prior to the date of acquisition, in the case of a completed acquisition, and in
any case, more than 60 days before the date of the short form prospectus. In some
circumstances, the acquired business may not have been areporting issuer and therefore
may not have prepared financid statementsfor therequired interim periods. In connection
with its sae, abusiness may prepare financia statements for the period commencing with
the firgt day of its current year up to the date of the acquisition, or aday prior to the date
of the acquigition. Subsections4.2(1)2(a)(ii) and 4.3(1)3(a)(ii) of the Nationd Instrument
permit an issuer to satisfy the requirement for interim financia satements by filing financia
gtatements for a period longer than an interim period provided that period ends no more
than 30 days before the date of the acquisition. The period covered by these financia
Statements is defined in the Nationa Instrument as the "pre-acquisition period”. If the
issuer dects to include pre-acquisition period financid statements in the short form
prospectus, it is not dso required to include the interim financid statements for the most
recently completed interim period ended more than 60 days prior to the date of the short
formprospectus. The pre-acquisition period financial statements may be used to prepare
the pro forma financiad statements of the issuer required under Part 4 of the Nationa
[ nstrument.

Acquistion of Related Businesses - Subsections 4.2(2), 4.3(2) and 4.4(2) of the
Nationa Ingrument require that if an issuer is required to include in its short form
prospectus financid satements for more than one business because the sgnificant
acquistioninvolves an acquisition of related businesses or aprobable acquisition of related
businesses, the financia statements required under these subsections should be presented
for each business except for the periods during which the businesses have been under
common control or management, in which case the issuer may present the financia
gtatements on a combined basis. Although one or more of the related businesses may be
inggnificant relative to the others, separate financia statements of each business for the
same number of periods required must be presented. Relief from the requirement to
indude financid statements of the least Sgnificant related business or businesses may be
granted depending on the facts and circumstances.
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5.15 Financial Statement Disclosure for Unrelated Individually Insignificant
Acquistions

@

@)

When an issuer acquires unrelated businesses that are determined by the
ggnificance tedts to be individudly insgnificant, section 5.2 of the Nationa
Ingrument requires the significance of the acquisitions to be tested again by
combining the results of the businesses. The sgnificance tests should be applied
usng thefinanciad results of the businesses on acombined basis. If the businesses
saisy any of the sgnificance tests at a threshold of 50 per cent or more, then
financid statements shdl be provided for the businesses that constitute more than
50 per cent of the test satisfied at the highest leve of sgnificance. For example,
if the acquisitions satisfy the asst, investment and income tests at thresholds of 40
per cent, 80 per cent and 60 per cent, respectively, then theinvestment tet isthe
mogt sgnificant. Accordingly, financid statements of the individud businesses
whichcomprise 50 per cent of thedollar vaue of the combined investmentsin and
advances to the businesses must be included in the short form prospectus.
Audited financid statements must be presented for the most recently completed
financid year of each business plusinterim financiad statements. Depending upon
the number of acquisitions, theremay be severa combinationsof businesseswhose
financd statements would satisfy the requirement.  Any combination may be
induded in the short form prospectus. For further guidance, refer to example 4 in
Appendix B to this Companion Policy.

Subsection 1.3(2) of the National Instrument states that if one or more of the
unrel ated bus nesses have incurred |osses from continuing operations while others
have earned income from continuing operations, the losses should not offset the
income. Instead, the businesses with losses should be evaluated separately from
those with incomefor the purpose of gpplying theincometest. Theabsolutevaue
of the aggregate |osses should be used to caculate the sgnificance. For further
guidance, refer to example 5 in Appendix B to this Companion Policy.

5.16 Preparation of Divisonal and Carve-out Financial Statements

@

As discussed in section 5.2 of this Companion Policy, the Canadian securities
regul atory authorities generally consder the acquidtion of adivison of abusness
and in certain circumstances, a lesser component of a person or company as
condtituting abusinessfor purposes of the National Instrument, whether or not the
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subject of the acquisition previoudy prepared financid statements. In order to
determine the significance of the acquisition and comply with the requirementsin
Parts4 and 5 of the Nationa Instrument, financia statements must be prepared.
This section provides guidance on preparing these financid datements.

The guidance in this section dso applies to the preparation of the financid
Statements of a completed significant digposition for the purpose of preparing pro
forma financia statements in accordance with Part 6 of the Nationa [nstrument.

Interpretations - In this section of this Companion Policy, unless otherwise
dated, the following interpretations apply:

@ A referenceto "abusness' meansadivison or somelesser component of
another business acquired by an issuer which conditutes a significant
acquigtion.

(b) The term "parent” refers to the vendor from whom the issuer purchased
abusiness.

Divisonal and Carve-Out Financial Statements - The terms"divisond" and
"carve-out" financid datements are often used interchangesbly dthough a
diginction ispossble. Some companies maintain separate financia records and
prepare financid statements for a business activity or unit which is operated as a
divison. Financid statements prepared from these financia records are often
referred to as "divisond” financid satements.  In certain circumstances, no
separate financid records for a business activity are maintained; they are smply
consolidated with the parent's records. In these cases, if the parent's financia
records are sufficiently detailed, it is possible to extract or "carve-out" the
information specific to the business activity in order to prepare separate financia
gatements of that business. Financiad statements prepared in this manner are
commonly referred to as "carve-out” financid statements. The guidance in this
section applies to the preparation of both divisond and carve-out financia
Statements unless otherwise stated.
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Preparation of Divisonal and Carve-Out Financial Statements

@ When complete financial records of the business acquired or to be
acquired have been maintained, those records should be used for
preparing and auditing the financia statements of the business. For the
purposes of thissection, it is presumed that the parent maintains separate
financia records for itsdivisons.

(b) When complete financial records of the business acquired or to be
acquired do not exig, carve-out financid statements should generdly be
prepared in accordance with the following guidelines:

1 Allocation of Assetsand Liabilities- A baance sheet should
induded| assstsand liabilitiesdirectly attributableto the business.

2. Allocation of Revenues and Expenses - Income statements
should indlude al revenues and expenses directly attributable to
the business. Some fundamenta expenditures may be shared by
the businessand its parent in which case the parent's management
must determine areasonable basis for alocating a share of these
common expenses to the business. Examples of such common
expenses include sdaries, rent, depreciation, professonal fees,
generd and adminigration.

3. Allocation of Incomeand Capital Taxes - Income and capital
taxes should be caculated as if the entity had been a separate
legd entity and filed a separate tax return for the period
presented.

4, Disclosur e of Basis of Preparation - The financid statements
should include a note describing the basis of preparation. |If
expenses have been alocated as discussed in paragraph 2, the
financid statements should include a note describing the method
of dlocation for each sgnificant lineitem, a aminimum.

Statements of Assets Acquired, Liabilities Assumed and Statements of
Operations - When it isimpracticable to prepare carve-out financid statements
of a business, an issuer may be required to include in its prospectus for the
business an audited statement of assets acquired and liabilities assumed and a
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Satement of operations. Such astatement of operations should excludeonly those
indirect operating cogts, such as corporate overhead, not directly attributable to
the business. If these costs were previoudy dlocated to the businessand thereis
a reasonable basis of alocation, they should not be excluded. Issuers are
encouraged to submit a pre-filing gpplication when this circumstance arises.

5.17 Preparation of Pro Forma Financial Statements Giving Effect to Significant
Acquistions

@

@)

3

Objectiveand Basis of Preparation - The objective of pro forma financid
datementsistoillustrate theimpact of atransaction on anissuer'sfinancid pogtion
and results of operations by adjusting the historicd financia statements of the
issuer to give effect to the transaction. Accordingly, the pro forma financid
statements should be prepared on the basis of the issuer's financid statements as
they appear elsawhere in the short form prospectus. No adjustment should be
made to eiminate extraordinary items or discontinued operations.

Pro Forma Balance Sheet and I ncome Statements - Subsection 4.5(1) of the
Nationd Insrument does not require a pro forma balance sheet to be prepared
to give effect to ggnificant acquisitions which are reflected in the issuer's most
recent audited or interim balance sheet included in the short form prospectus.
Smilarly, if asignificant acquisition wascompleted during theissuer'smost recently
completed financid year, subsection4.5(1)2 of the National Instrument does not
require apro forma income statement to be prepared for theissuer’ smost recent
interim period for which financia statements are included in the short form
prospectus because the results of the acquired business have been consolidated
with the issuer's for the entire interim period.

Non-coterminous Y ear -ends

@ Reducing the Gap to 93 Days - For the purpose of preparing a pro
forma income statement, if thefinancia year of thebusinessendson aday
which is more than 93 days from the last day of theissuer'sfinancid year,
subsection4.5(4) of theNationa | nstrument requirestheincome statement
of the business to be adjusted to reduce this gap to less than 93 days.
Reducing the gap may be accomplished by adding a subsequent interim
period to the results of the most recent fiscal year of the acquired business
and deducting the comparable interim results for the immediately
preceding year.
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(b) Consecutive Months - The adjusted financia period of the business
should be comprised of consecutivemonths.  For example, if the adjusted
reporting period is 12 months and ends on June 30, the 12 months should
commenceon July 1 of theimmediately preceding year; it should not begin
onMarch 1 of theimmediately preceding year with three of thefollowing
15 months omitted, such as the period from October 1 to December 31,
snce this would not be a consecutive 12 month period.

(© Disclosure of the Adjusted Financial Period - The adjusted financid
period should be clearly disclosed on the face of the pro forma financid
Satements. In addition, there should be disclosure in a note to the pro
forma financid datements deing that the financia Satements of the
business used to prepare the pro forma financid Satements were
prepared for thispurposeand do not conformwith thefinancia statements
included e sawhere in the prospectus.

(d) Disclosure of Results Reported in Two Pro forma Income
Statements - If the financiad statements of the business are adjusted in
accordance with paragraph (a), it is possible that the results for one or
more months may be included in the twelve month and interim period
financid statementsof the businesswhich areused by theissuer to prepare
pro forma income statements for its most recently completed financia
year and interim period. Inthissituation, disclosure should be made of the
revenue and income for any periods excluded or included in both pro
forma income statements.

Financial Statementsof a Business Prepared for the Purpose of Preparing
Pro Forma Financial Statements - If, in accordance with subsection (3), an
income statement of an acquired business is congructed for the purpose of
preparing a pro for ma income statement, the constructed income statement need
not be audited or otherwise included in the short form prospectus except as a
separate column in the pro forma income statement. However, a comfort |etter
addressed to the Canadian securities regulatory authorities is required to be
delivered in accordance with subsection 10.3(b)1 of the National Instrument.

Effective Date of Adjustments

@ Pro forma balance sheet - Paragraph 1 of subsection 4.5(1) of the
Nationd Instrument requires a pro forma balance sheet to be prepared
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to give effect to sgnificant acquistions as if they occurred on the date of
the issuer's most recent balance sheet included in the short form
prospectus.

(b) Pro formaincome statement - Paragraph 2 of subsection 4.5(1) of the
Nationa Instrument requires a pro forma income statement to be
prepared to give effect to Sgnificant acquistions asif they had taken place
at the beginning of the issuer's current financid year or its most recently
completed financia year, depending on when the acquisition occurred. If
a short form prospectus includes pro forma income statements for the
issuer’s most recently completed financial year and a subsequent interim
period, the acquisition and most of the adjustments should be computed
as if the acquisition had occurred at the beginning of the most recently
completed financid year and carried through the most recent interim
period presented, if any. However, those adjustments related to the
dlocation of the purchase price, including the amortization of far vaue
increments and intangibles, should be based on the purchase price
dlocation arisng from giving effect to the acquisition as if it occurred on
the date of the issuer's most recent balance sheet included in the short

form prospectus.

Acceptable Adjustments - Pro forma adjustments shdl be limited to those
whicharedirectly attributable to aspecific completed or proposed transaction for
which there are firm commitments and for which the completefinancid effectsare
objectively determinable.

Multiple Acquigitions - If the pro for ma financia statementsgive effect to more
than one significant acquisition or other event, the pro forma adjustments may be
grouped by line item on the face of the pro forma financid statements provided
the details for each transaction are disclosed in the notes.

Intervening Periods - If the issuer prepares a pro forma financid satement
usng apre-acquistioninterim financial statement of the acquired businessand that
period ends prior to the date of the acquigition, thepro forma financid satements
should include any significant adjustments necessary to account for theintervening

period.



5.18

5.19

-36 -

SIGNIFICANT DISPOSITIONS

Significant Dispositions

@

@)

Section 1.6 of the Nationd Instrument Satesthat the term " significant dispostion”
refers to adigpogtion of abusness, abusiness ssgment or asgnificant portion of
a business, ether by sde, abandonment or distribution to shareholders. A
dispogition is determined to be significant in subsection 1.6(2) of the Nationa
Ingrument if it satisfies the asset or income test at at least the 20 per cent
sgnificance levd.

Separate financia statements of a Sgnificant disposition are not required to be
included in the short form prospectus. If an issuer decidesto include the financia
statements, they should be prepared following the guidance in section 5.16 of this
Companion Policy and should not be for more periods than the most recently
completed financid year and interim period of the issuer for which financid
gatements are included in the short form prospectus.

Preparation of Pro Forma Financial Statements Giving Effect to Significant
Dispositions

@

@)

Businesses and Business Segments - Pat 6 of the Nationad Instrument
requires incluson in an issuer's short form prospectus of pro forma financid
statementswhich giveeffect to s gnificant digpositionscompl eted during theissuer's
most recently completed financid year or current financid year. The disposition
of abusiness segment, as defined by section 3475 of the Handbook, isexcluded
from the pro forma reguirements because the financia statement presentation of
a discontinued business segment is addressed by the Handbook.

Objective and Basis of preparation - The bass for preparing pro forma
financid satements which give effect to a ggnificant dispogtion isvery smilar to
the guidance outlined in section 5.17 of this Companion Policy which discussesthe
preparation of pro forma financid statements which give effect to sgnificant
acquistions. The pro forma financid statements should be prepared using the
issuer's financid datements as if the sgnificant dispostion occurred a the
beginning of an issuer's current or most recently completed financial year, as

appropriate.
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Pro FormaBalance Sheets - Section 6.2(1) of the National Instrument doesnot
require a pro forma baance shedt if the significant dispogtion is reflected in the
issuer's most recent balance sheet included in the short form prospectus.

Pro Forma Income Statements

@ If asgnificant digpogition was completed during the issuer's most recently
completed financid year, subsection 6.2(2)(a) of the Nationa Instrument
does not require incluson of apro forma income statement for the most
recent interim period for which financid satements are included in the
short form prospectus because the results of the disposed business have
been excluded from the issuer's results for the entire interim period.

(b) A pro forma income statement prepared to give effect to sgnificant
dispostions should not present results below the level of income from
continuing operations.

Constructed Financial Statements of the Business for the Purpose of
Preparing theProFormaFinancial Statements - If anincome statement of the
disposed businessisconstructed or otherwise carved out from theissuer'sfinancia
Statements in accordance with the guidance in section 5.16 of this Companion
Policy, for the purpose of preparing a pro forma income datement, the
constructed income statement need not be audited or otherwise included in the
prospectus except as a separate column in the pro forma income statement.
However, a comfort letter addressed to the Canadian securities regulatory
authoritiesis required to be delivered in accordance with subsection 10.3(b)1 of
the Nationa Instrument.

Effective Dateof Adjustments - Pro forma ba ance sheetsshould be prepared
asif the digposition had occurred on the date of each balance sheet presented. If
a short form prospectus includes pro forma income statements for the issuer's
most recently completed financid year and a subsequent interim period, the
acquisitionand adjustments should be computed asif the disposition had occurred
at thebeginning of the most recently completed financid year of theissuer only and
carried toward the most recent interim period presented, if any.
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Acceptable Adjustments - Pro forma adjustments should be limited to those
which are directly attributable to a specific completed or proposed transaction for
which there are firm commitments and for which complete financia effects are
objectively determinable.

Multiple Dispositions - If thepro forma financia statementsgive effect to more
thanonesgnificant dispostion, thepro for ma adjustments may be grouped by line
itemon theface of thepro forma financia statements provided thedetailsfor each
transaction are disclosed in the notes.

EXEMPTIONS

Exemptionsfrom Parts4 and 5 of the National I nstrument

@

)

Despite Parts 4 and 5 of the Nationd Instrument, an issuer may be permitted by
the Canadian securities regulatory authorities to exclude an audit opinion on the
financid statements of an acquired businessfor any of the yearsfor which financia
gsatements are required other than the most recently completed year of the
acquired business if

@ the business was acquired prior to December 31, 2000;

(b) the issuer provides written submissons prior to filing the short form
prospectus which establish to the satisfaction of the regulator that, despite
meaking reasonableefforts, theissuer wasunableto obtain audited financia
statements because the vendor refused to provide such audited financia
Statements or to permit access to the information necessary to audit the
financid satements, and

(© the issuer discloses in the prospectus that despite making reasonable
efforts, the issuer was unable to obtain audited financial statements
because the vendor refused to provide such audited financid statements
or to permit access to the information necessary to audit the financia
Satements.

The Canadian securities regulatory authorities are of the view that relief from the
financid statement requirementsof Parts4 and 5 of theNationa Instrument should
be granted only in unusua circumstances not related to cost or the time involved
in preparing and auditing the financid satements.
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If relief is granted from the requirements of Parts 4 and 5 of the Nationa
Ingrument to include in ashort form prospectus audited financia statements of an
acquired business, conditions will likely be imposed, such as a requirement to
include audited divisond or partid income statements or divisona statements of
cash flow, financid statements accompanied by an auditor’s report containing a
reservation of opinion such asan inventory qudification or an audited statement of
net operating income for abusiness.

Rdief may be granted in appropriate circumstances to permit the auditor's report
on financid statements of abusinessacquisition to contain areservation relaing to
opening inventory. In certain Situations, such aswhen any of the Sgnificance tests
are satisfied at 40 per cent or higher, the issuer may be requested to include in the
progpectus audited financid statements of the businessfor a subsequent period of
at least Sx months on which the auditor's report contains no reservetion of opinion
and the businessis not seasondl.

Congderations relevant to granting an exemption from the requirement toinclude
interim financid statementsfor the comparable period intheimmediately preceding
financid year may include the fact that an acquired business was, before thefiling
of the short form prospectus, a private entity that did not prepareinterim financia
satements.

If an issuer acquired a business or is proposing to acquire a business,
condderations relevant to granting an exemption from the requirement to include
financid satements of the business for any one or more of the years required to
be included in the short form prospectus may include the following:

@ The businesss historica accounting records have been destroyed and
cannot be reconstructed. In this case, as a condition for granting the
exemption, the issuer may be requested by the Canadian securities
regulatory authorities to

0] represent in writing to the Canadian securities regulaory
authorities, no later than the time the priminary short form
prospectus isfiled, that theissuer made every reasonable effort to
obtain copies of, or reconstruct, the historical accounting records
necessary to prepare and audit the financia statements, but such
efforts were unsuccessful; and
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(i) disclose in the short form prospectus the fact that the historical
accounting records have been destroyed and cannot be
reconstructed;

(b) The busness has recently emerged from bankruptcy and current
management of the business and the issuer is denied access to the
historical accounting records necessary to audit the financia statements.
In this case, as a condition of granting the exemption, the issuer may be
requested by the Canadian securities regulatory authorities to

® represent in writing to the Canadian securities regulatory
authorities, no later than the time the preliminary short form
prospectus isfiled, that theissuer made every reasonable effort to
obtain access to, or copies of, the historical accounting records
necessary to audit the financia statements but that such efforts
were unsuccessful; and

(i) discloseinthe short form progpectusthe fact that the businesshas
recently emerged from bankruptcy and current management of the
business and the issuer are denied access to the historical
accounting records.

(© The business has undergone a fundamental change in the nature of its
business or operations affecting a mgjority of its operations and all, or
subgantidly al, of the executive officers and directors of the company
have changed. The evolution of a business or progresson aong a
development cycle will not be considered to be a fundamenta change in
theissuer'sbusnessor operations.  Relief from the requirement to include
audited financid statements of the business for the year in which the
change in operations occurred, or for the most recently completed
financid year if the change in operations occurred during the busness's
current financia year, generdly will not be granted.

PART 6 GAAP, GAAS, AND AUDITOR'SREPORTS

6.1 Foreign GAAP
(@D} Subsection7.1(2) of the National Instrument providesthat if aperson or company

isincorporated or organized in aforeign jurisdiction, thefinancid statementsof the
person or company included in the prospectus shal be prepared in accordance
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with either Canadian GAAP or foregn GAAP. Foreign GAAP is defined in the
Nationa Instrument to mean a body of generally accepted accounting principles,
other than Canadian GAAP, that are as comprehensive as Canadian GAAP.

The Canadian securities regulatory authorities are of the view that foreign GAAP
are as comprehensve as Canadian GAAP if the foreign GAAP covers
substantidly the same core subject matter as Canadian GAAP, including
recognition and measurement principles and disclosure requirements.

The Nationd Instrument permits foreign GAAP to be used only if the notesto the
financid statements explain and quantify the effect of materid differences between
the foreign GAAP and Canadian GAAP that relate to measurements and provide
disclosure cons stent with Canadian GAAPrequirements. TheCanadian securities
regulatory authorities expect that in most cases the reconciliation will be adequate
to ensure clear and understandable disclosure for investors in Canada, unlessthe
differences are S0 pervasive as to render the financid statements mideading.

Foreign Auditorsand Foreign GAAS

@

)

3

The Nationd Instrument requires financid satementsin a short form prospectus
to be accompanied by an auditor's report which by definition is prepared in
accordance with generaly accepted auditing standards. The Nationd Instrument
permitsthefinancid statementsof foreignissuersto be audited in accordance with
generdly accepted auditing standards other than those applied in Canada, if those
auditing standards are substantialy equivaent to Canadian auditing standards.

Issuers should recognize that Canadian securities legidation in some jurisdictions

requires the regulator not to issue a receipt for a prospectus if it appears to the

regulator that a person or company who has prepared any part of the prospectus

or is named as having prepared or certified a report used in connection with a
prospectusis not acceptable to the regulator. Therefore, under section 7.5 of the

Nationa Instrument, the foreign auditor's report must be accompanied by a
datement that the auditing standards applied are substantialy equivadent to

CanadianGAAS. Thegatement must aso disclose any materid differencesinthe

form and content of the foreign auditor's report.

The Canadian securities regulatory authorities are of the view that in order for
auditing standards to be substantialy equivaent to Canadian GAAS, they must
require underlying audit work that iscomparablein scope, natureand timing to the
work required in connection with an audit in accordance with Canadian GAAS.
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For example, auditing standards of foreign jurisdictions such asthe United States
are known to the Canadian securities regulatory authorities to be substantially
equivdent to the standards of the CICA. Foreign issuers using auditors from
foreign jurisdictions with auditing standards and supervison that are less well

known to the Canadian securitiesregulatory authorities are encouraged to consult

with gtaff of the Canadian securities regulatory authorities in advance of filing a
preliminary progpectusto resolve uncertainty asto whether the Canadian securities
regulatory authoritieswill consider a particular auditor or auditing standardsto be
acceptable.

In making a determination of whether the foreign auditing sandards applied are
subgtantidly equivaent to Canadian GAAS, auditors arereferred, in particular to
the general standard of Canadian GAAS as set out in section 5100 of the
Handbook and its reference to an auditor's "objective state of mind'. This
standard, when read together with the objectivity sandard for auditors contained
in the stlandards of professional conduct applicable to Canadian auditors in each
juridiction, emphasizesthe importance of the independence of the auditor. Inthe
view of the Canadian securities regulatory authorities, auditor independenceisan
essentiad element of Canadian GAAS which should be reflected, among other
things, in the foreign GAAS applied in order for the foreign GAAS applied and
Canadian GAAS to be consdered substantially equivalent.

Subparagraph 7 of paragraph 10.2(b) of the Nationa Instrument requires an
issuer, if afinancid statement included in a prospectus has been prepared in
accordance with foreign GAAP or includes a foreign auditor's report, to ddliver
a letter from the auditor that discusses the auditor's expertise to audit the
reconciliation of foregn GAAP to Canadian GAAP and, in the case of foreign
GAAS other than U.S. GAAS gpplied by a U.S. auditor, to make the
determination that the foreign GAAS applied are substantialy equivaent to
CanadianGAAS. Thisprovison requiresthat thiscomfort |letter be ddivered with
the preiminary prospectus to better facilitate timely resolutions of any issues.

Auditor’s Comfort Letters - Subparagraph 1(i) of subsection 10.3(b) of the National
Ingrument requiresacomfort letter to be ddlivered to the regulatorsfrom the auditor of the
issuer or the business, as gpplicable, if an unaudited financid statement of an issuer or a
busnessisincduded in afind progpectus. If unaudited financid statements of theissuer or
the business for more than one interim period are included in the progpectus, a comfort
|etter with repect to each unaudited financid statement must beddlivered. If an unaudited
financid statement presents the results of the issuer or the business for the most recently
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completed interim period and the cumulative results for the current financid year uptothe
last day of themaost recently completed interim period, acomfort | etter with respect to both
the interim and cumulative periods, including any comparative periods presented, must be
delivered.

PART 7 FILING AND RECEIPTING OF SHORT FORM PROSPECTUS

7.1  Confidential Material Change Reports - Confidential materia change reports cannot
beincorporated by referenceinto ashort form prospectus. Accordingly, anissuer may not
fileaconfidential materia change report during adistribution. However, if circumstances
arisethat cause anissuer tofileaconfidentid materid change report during the distribution
period of securities under a short form prospectus, the issuer should cease dl activities
related to the digtribution until

@ the materid change is generdly disclosed and an amendment to the short
form prospectusisfiled, if required; or

(b) the decision to implement the materia change has been rgected and the
issuer has so notified the regulator of each jurisdiction where the
confidential materid change report was filed.

7.2 Supporting Documents

@ Materia that isfiled in ajurisdiction will be made available for public ingpectionin
that jurisdiction, subject to the provisons of securities legidation in the loca
juridiction regarding confidentidity of filed materid. Materid that isddlivered to
a regulator, but not filed, is not required under securities legidation to be made
avalable for public ingpection. However, the regulator may choose to make such
meateria available for ingpection by the public.

2 Any materid incorporated by reference in apreliminary short form prospectus or
a short form prospectus is required under section 9.1 and 9.2 of the National
Ingrument to be filed with the preliminary short form prospectus or short form
prospectus unlessprevioudy filed. Whenanissuer usng SEDAR filesaprevioudy
unfiled document with its short form prospectus, the issuer should ensure that the
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document isfiled under the SEDAR category of filing and filing subtype specificaly
gpplicable to the document, rather than the generic type " Other". For example, an
issuer that has incorporated by reference an interim financia satement in its short
form prospectus and has not previoudy filed the statement should file that
gatement under the "Continuous Disclosure’ category of filing, and the "Interim
Financid Statements’ filing subtype.

Experts Consent - Issuers are reminded that securities legidation in Alberta prescribes
aform of consent for experts.

M aterial Contracts - Section 10.7 of the National Instrument requires an issuer to make
available al material contracts referred to in a short form prospectus. The Canadian
securitiesregulatory authoritiesrecognizethat certain materia contractsor portionsthereof
may contain sengtive operationd or financid information, disclosure of which would be
competitively disadvantageous or otherwise detrimental to the issuer. The regulator will
consder granting relief from the requirement to make these contracts available for public
ingpection if disclosure would be unduly detrimentd to theissuer and the disclosurewould
not be necessary in the public interest.

Amendments and Incorporation by Reference of Subsequently Filed Material
Change Reports - The requirement in securitieslegidation for thefiling of an amendment
to a preliminary prospectus and prospectus is not satisfied by the incorporation by
reference in a preliminary short form prospectus or a short form prospectus of a
subsequently filed materid change report.

Short Form Prospectus Review - No time frame gpplies to the review of a short form
prospectus of an issuer if the issuer has not dected to use MRRS.

"Waiting Period" - If the securities legidation of the locd jurisdiction contains the
concept of a "waiting period” such that the securities legidation requires that there be a
gpecified period of time between the issuance of a receipt for a preliminary short form
prospectus and theissuance of areceipt for ashort form progpectus, theimplementing law
of the jurisdiction removes that requirement as it would otherwise gpply to adistribution
under National Instrument 44-101.

Refusal to | ssue ProspectusReceipt - Theregulator hasthe discretion under securities
legidation to refuse, in the public interest, to issue a receipt for a prospectus. Despite
acceptance by aregulator of an issuer's AlF, if, a the time the issuer files a prdiminary
short form prospectus, a regulator has concerns about the adequacy or timeliness of the
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disclosurein the AIF and the disclosure is not supplemented in the short form prospectus,
the regulator may refuse to issue areceipt for the short form prospectus.

7.9 Registration Requirements - Issuersfiling apreliminary short form prospectus or short
form prospectus and other market participants are reminded to ensure that members of
underwriting syndicates are in compliance with registration requirements under Canadian
securities|egidationin each jurisdictionin which syndicate membersare participating in the
digtribution of securities under the short form prospectus.

PART 8

CONTENT OF AlF

8.1 | ssuer s of Asset-backed Securities

@

Item 4.2 of Form 44-101F1 AlF specifies additional disclosure applicable to
issuersof asset-backed securitiesthat were distributed under aprospectus. Form
44-101F1 leaves to an issuer of asset-backed securities the determination of
which other prescribed disclosure is gpplicable and ought to be included in the
AlF. Applicabledisclosurefor agpecid purposeissuer of asset-backed securities
generdly pertains to the nature, performance and servicing of the underlying pool
of financial assets. The nature and extent of required disclosure may vary
depending on the type and attributes of the underlying pool.

Thefollowing factors should be considered by anissuer of asset-backed securities
in preparing its AlF:

1.

The extent of disclosure respecting an issuer will depend onthe extent of
the issuer's on-going involvement in the converson of the assets
comprising the pool to cash and the distribution of cash to security
holders; this involvement may, in turn, vary dramétically depending onthe
type, quality and atributes of the assets comprising the pool and on the
overd| gtructure of the transaction.

Requested disclosure respecting the business and affairs of the issuer
should beinterpreted to gpply to the financia assets underlying the assat-
backed securities.

Financid information respecting the pool of assets to be described and
andyzed in the AIF will conggt of information commonly set out in
servicing reports prepared to describe the performance of the pool and
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the specific alocations of income, loss and cash flows gpplicable to
outstanding asset-backed securities made during the relevant period.

2 Item4.2(b)(i) of Form 44-101F1 AlIF requiresissuers of asset-backed securities
that were distributed by way of prospectus to include information relating to the
composition of the underlying pool of financia assets, the cash flows from which
service the asset-backed securities. Disclosure respecting the compostion of the
pool will vary depending upon the nature and number of the underlying financia
assets. For example, in ageographically digpersed pool of financial assets, it may
be appropriate to provide summary disclosure based on the location of obligors.
In the context of arevolving pooal, it may be gppropriateto provide detallsrelating
to aggregate outstanding baances during a year in order to illustrate historica
fluctugtions in asset origination due, for example, to seasondity. In pools of
consumer debt obligations, it may be appropriate to provide a breskdown within
ranges of amounts owing by obligorsin order to illustrate limits on available credit
extended.

Non-cor porate | ssuers - Item 8 of Form 44-101F1 AlF requires disclosure concerning
the directors and officers of an issuer. Anissuer that isnot acorporation must refer to the
definitions in securitieslegidation of "director” and "officer”. Thedefinition of "officer" may
incdlude any individua acting in a capacity Smilar to that of an officer of a company.
Smilarly, the definition of "director” typicaly includes a person acting in a capacity smilar
to that of adirector of a company. Therefore, non-corporate issuers must determine in
light of the particular circumstances which individuas or persons are acting in such
capacities for the purposes of complying with Item 8 of Form 44-101F1.

PART 9 CONTENT OF SHORT FORM PROSPECTUS

9.1

9.2

Prospectus Liability - Nothing in the short form prospectus regime established by the
Nationd Instrument is intended to provide relief from lidbility arisng under the provisons
of Canadian securitieslegidation of any jurisdictioninwhich ashort form prospectusisfiled
if the short form prospectus contains an untrue statement of amateria fact or omitsto state
amateria fact that isrequired to be stated therein or that is necessary to make astatement
not mideading in light of the circumstancesin which it was mede.

Style of Prospectus - Canadian securities legidation requires that a prospectus contain
"full, true and plain” disclosure. To that end, issuers and their advisors are reminded that
they should ensure that disclosure documents are easy to read, and encourage issuers to
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adopt the following plain language principles in preparing a progpectus in the form of a
short form prospectus:

use short sentences

use definite, concrete, everyday language

use the active voice

avoid superfluous words

organize the document into clear, concise sections, paragraphs and sentences
avoid legd or businessjargon

use strong verbs

use persona pronouns to speak directly to the reader

avoid reliance on glossaries and defined terms unlessit facilitates understanding of
the disclosure

avoid vague boilerplate wording

avoid abstractions by using more concrete terms or examples

avoid excessive detall

avoid multiple negatives.

If technical or businesstermsare required, clear and concise explanations should be used.
The Canadian securitiesregul atory authoritiesare of the view that question and answer and
bullet point formats are consstent with the disclosure requirements of the National
| nstrument.

Firm Commitment Underwritings - If an underwriter hasagreed to purchase aspecified
number or principal amount of the securities to be distributed at a specified price, Item
1.8(4) of Form 44-101F3 requires the short form prospectus to contain a statement that
the securities are to be taken up by the underwriter, if a al, on or before a date not later
than 42 days after the date of the receipt for the short form prospectus. If the Canadian
securities legidation of ajurisdiction requires that a prospectus indicate that the securities
must be taken up by the underwriter within a period that is different than the period
provided under the Nationd Instrument, the implementing law of a jurisdiction exempts
issuers from that requirement if they comply with the Nationd Instrument.

Minimum Disgtribution - If aminimum amount of fundsis required by an issuer and the
Securities are proposed to be distributed on a best efforts basis, Item 6.5 of Form 44-
101F3 requires that the short form prospectus state that the distribution will not continue
for aperiod of more than 90 days after the date of receipt for the short form prospectus
if subscriptions representing the minimum amount of funds are not obtained within that
period unless each of the persons and companies who subscribed within that period has
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consented to the continuation. I the Canadian securities legidation of a jurisdiction
requires that a digtribution may not continue for more than a specified period if
subscri ptions representing the minimum amount of fundsare not obtained within that period
and the specified period is different than the period provided under the Nationa
Ingrument, the implementing law of a jurisdiction exempts issuers from that requirement
if they comply with the Nationa Instrument.

Distribution of Asset-backed Securities

@

)

Item 8.3 of Form 44-101F3 specifies additional disclosure applicable for
digributions of asset-backed securities. Applicable disclosure for a specia
purpose issuer of asset-backed securities generaly pertains to the nature,
performance and servicing of the underlying pool of financial assets, the structure
of the securities and dedicated cash flows and any third party or interna support
arrangements established to protect holders of the asset-backed securities from
losses associated with non-performance of the financid assets or disruptions in
payment. The nature and extent of required disclosure may vary depending on the
typeand attributes of the underlying pool and the contractua arrangementsthrough
which holders of the asset-backed securities take their interest in such assets.

Thefollowing factors should be considered by anissuer of asset-backed securities
in preparing its short form prospectus.

1. The extent of disclosure respecting anissuer will depend on the extent of
the issuer's on-going involvement in the converson of the assets
comprising the pool to cash and the digtribution of cash to security
holders; thisinvolvement may, inturn, vary dramaticaly depending onthe
type, quality and attributes of the assets comprising the pool and on the
overd| gtructure of the transaction.

2. Requested disclosure respecting the business and affairs of the issuer
should be interpreted to apply to the financia assets underlying the assat-
backed securities.

3. Disclosure respecting the originator or the seller of the underlying financid
assets will be relevant to investors in the asset-backed securities
particularly in circumstanceswherethe originator or seller hasan on-going
relationship with the financia assets comprising the pool. For example, if
asset-backed securities are serviced with the cash flows from arevolving
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pool of recaivables, an evaluation of the nature and rdliability of the future
origination or the future sales of underlying assets by the sdler to or
through the issuer may be a critical aspect of an investor's investment
decison. To addressthis, the focus of disclosure respecting an originator
or sHler of the underlying financid assets should dedl with whether there
are current circumstances that indicate that the originator or seller will not
generate adequate assets in the future to avoid an early liquidation of the
pool and, correspondingly, an early payment of the asset-backed
securities.  Summary higorica financid  information respecting the
originator or sdller will ordinarily be adequate to satisfy the disclosure
requirements applicable to the originator or sdller in circumstances where
the originator or sdler has an ongoing relationship with the assets
comprising the pool.

3 Item 8.3(d)(i) of Form 44-101F3 requires issuers of asset-backed securities to
describe any person or company who originated, sold or deposited a material
portion of the financid assets comprising the pool, irrespective of whether the
person or company has an on-going relationship with the assets comprising the
pool. The Canadian securities regulatory authorities consder 33a% of dollar
vaue of the financid assets comprising the pool to be a materia portion in this
context.

Distributionof Specified Derivatives- Item 8.4 of Form 44-101F3 specifiesadditional
disclosure gpplicable to digtributions of specified derivatives. This prescribed disclosure
is formulated in generd terms for issuers to customize appropriately in particular
circumstances.

Underlying Securities - Issuers are reminded that if securities being distributed are
convertible into or exchangesble for other securities, or are a derivetive of, or otherwise
linked to, other securities, adescription of the materia attributesof the underlying securities
would generdlly be necessary to meet the requirement of securities legidation that a
prospectus contain full, true and plain disclosure of dl materid facts rdding to the
Securities.

Financial Statements - Documentsincorporated by referencein apreliminary short form
prospectus are required under section 9.1 of the Nationa Instrument to be filed with the
preliminary short form prospectusif they havenot previoudy beenfiled. Section 9.2 of the
Nationa Instrument contains a smilar provison for a short form progpectus. This may
result in financia statements that have been incorporated by reference under Item 12.1 of
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Form 44-101F3 being filed earlier than woul d otherwise be the case under the continuous
disclosure requirements of securitieslegidation. Theimplementing law of each jurisdiction
provides reief, if necessary, from the requirement of securities legidation to send these
statements concurrently to security holders and, in British Columbia, to file written
confirmation of having sent these statements. The conditionsto therelief requiretheissuer
to send the financid statements to security holders within the time periods and in
accordance with the other provisions of continuous disclosure requirements of securities
legidation and, in British Columbia, to file written confirmation of sending to security
holders.

PART 10 CIRCULARS

10.1

Fee for Documents - The CSA are of the view that issuers that charge non-security
holders that request copies of the documents referred to in paragraph (a) of section 13.3
of the Nationa Instrument should not charge an amount more than the issuer's reasonable
cost of sending the documents. If theissuer's practiceisto charge non-security holdersfor
the documents, a statement to that effect should be included in the information circular.

PART 11 CERTIFICATES

111

Non-cor por ate | ssuers

@ Item 21.1(a) of Form 44-101F3 requires an issuer to include a certificate in the
prescribed form sgned by the chief executive officer and the chief financid officer
or, if no such officers have been gppointed, a person acting on behaf of the issuer
inacapacity amilar to achief executive officer and aperson acting on behdf of the
issuer in a capacity Smilar to achief financia officer. For anon-corporate issuer
that isatrust and has atrust company acting asitstrustee, this officers certificate
isfrequently signed by authorized signing officersof thetrust company thet perform
functions on behdf of the trust amilar to those of a chief executive officer and a
chief financia officer. In some cases, these functions are delegated to and
performed by other persons (e.g. employees of amanagement company). If the
declaration of trust governing the issuer delegated the trusteg's Sgning authority,
the officers certificate may be sgned by the persons to whom authority is
delegated under the declaration of trust to sign documents on behdf of the trustee
or on behaf of the trust, provided that those persons are acting in a capacity
gmilar to achief executive officer or chief financid officer of the issuer.
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Item 21.1(b) of Form 44-101F3 requires an issuer to include a certificate in the
prescribed form signed on behaf of the board of directors, by two directors of the
issuer, other than the persons referred to in Item 21.1(a), duly authorized to sgn.
Issuers that are not companies are directed to the definition of "director” in
securitieslegidation to determinethe appropriate sgnatoriesto the certificate. The
definition of "director” in securities legidation typicaly indudes a person acting in
a capacity smilar to that of a director of a company. Issuers that are not
companies are o directed to the definition of "person” in securities legidation.

11.2 Promoters of | ssuersof Asset-backed Securities

@

@)

3

Canadian securities legidation contains definitions of "promoter” and requires, in
certain circumstances, a promoter of an issuer to assume gatutory liability for
prospectus disclosure. Asset-backed securitiesarecommonly issued by a"specia
purpose” entity, established for the sole purpose of facilitating one or more ass=t-
backed offerings. The Canadian securitiesregulatory authoritiesare of the opinion
that specia purpose issuers of asset-backed securities will have a promoter
because someone will typicaly have taken the initiative in founding, organizing or
substantidly reorganizing the business of the issuer. The Canadian securities
regulatory authorities interpret the business of such issuersto include the business
of issuing assat-backed securities and entering into the supporting contractua
arrangements.

For example, in the context of a securitization program under which assets of one
or morerel ated entitiesarefinanced by i ssuing asset-backed securities (sometimes
cdled a"sngle sdler program™), an entity trandferring or originating a sgnificant
portion of such assats, an entity initially agreeing to provide on-going collection,
adminidrative or smilar services to the issuer, and the entity for whose primary
economic benefit the asset-backed program isestablished, will each beapromoter
of the issuer if it took the initidive in founding, organizing or subgtantidly
reorganizing the business of theissuer. Persons or companies contracting with the
issuer to provide credit enhancements, liquidity facilities or hedging arrangements
or to be areplacement servicer of assets, and investors who acquire subordinated
investments issued by theissuer, will not typicaly be promotersof theissuer solely
by virtue of such involvement.

In the context of a securitization program established to finance assets acquired
from numerous unrelated entities (sometimes cdled a "multi-seler program™), the
person or company (frequently a bank or an investment bank) establishing and
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administering the program in cong deration for the payment of an on-going fee, for
example, will be a promoter of the issuer if it took the initiative in founding,
organizing or substantially reorganizing thebusinessof theissuer. Individua sdlers
of the assets into a multi-seller program are not ordinarily considered to be
promoters of the issuer, despite the economic benefits accruing to such persons
or companies from utilizing the program.  As with single-sdler programs, other
persons or companies contracting with the issuer to provide services or other
benefitsto theissuer of the asset-backed securitieswill not typicaly be promoters
of the issuer soldly by virtue of such involvement.

While the Canadian securities regulatory authorities have included this discusson
of promoters as guidance to issuers of asset-backed securities, the question of
whether a particular person or company isa"promoter” of an issuer is ultimately
aquestion of fact to be determined in light of the particular circumstances.



APPENDIX A

OVERVIEW OF BUSINESSACQUISITIONSDECISION CHART?

Have the operating results of the s the acquired business of Provide audited statements of
acquired business been included ‘major significance” such that Yes ncome and cash flows for
n the audited financia Y& the significance tests are met at fwo years of the acquired
statements of the issuer for a 100%7? business.
complete fiscal year?
No No
No Has more than one acquisition
ccurred?
Yes No _ _ No Financial statements of the
Are the acquisitions related? po the individually insignificant peqired business(es) are ot
quisitions, on a combined basis, L
- equired.
meet any of the significance tests
Yes gt greater than 50%7?
FFor purposes of applying the
5 gnificance tests, the results of Provide audited statements of
the related businesses should be Yes ncome and cash flows for most

L__Imet at greater than 20%?

combined.?

Yes

Are any of the significance tests

Financial statements of the
pequired business(es) are not
equired.

Yes

Are any of the significance tests
Imet at greater than 40%?

Yes

Are any of the significance tests
Imet at greater than 50%?

No

No

No

Provide audited statements of
ncome and cash flows for 1 year
plus most recent unaudited
nterim period of the acquired
business and a pro forma income
statement for 1 year plus most
Fecent interim period.?

Provide audited statements of
ncome and cash flows for 2
ears plus most recent unaudited

nterim period of the acquired
business and a pro forma income
statement for 1 year plus most
recent interim period.?

recent year plus most recent

unaudited interim period for each
pf amajority of the companies
based on assets, investment or
ncome) and a pro forma income
statement for 1 year plus most
recent interim period.

Provide audited statements of

Was the acquisition completed

efter the date of the most recent

balance sheet of the issuer
ncluded in the prospectus.

Yes
No
s the most recent A separate audited
palance sheet of the balance sheet of the
ssuer included in pcquired business
the prospectus pnd apro forma
audited. balance sheet are
hot required.

Yes

ncome and cash flows for 3
years plus most recent unaudited
nterim period of the acquired

usiness and a pro forma income
statement for 1 year plus most
recent interim period.

G

-

A separate audited
palance sheet of the

re not required.

pcquired business and a
pro forma balance sheet

Provide an audited balance sheet as at the
Imost recent year end of the acquired
business; 2 most recent balance sheets if
significant acquisition at the greater than
H0% level. Also include apro forma

bal ance sheet.
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This decision chart provides general guidance and should be read in conjunction with National
Instrument 44-101 and Companion Policy 44-101CP. No reference is made to pre-acquisition
periods for the sake of simplicity.

If an acquisition of related businesses constitutes a significant acquisition when the results of the

related businesses are combined, the required financial statements shall be provided for each of
the related businesses.



APPENDIX B - ILLUSTRATIVE EXAMPLES

The following examplesillugtrate the gpplication of certain parts of the Nationa Instrument in
determining the financid statements which should be included in a progpectus based on the
specific facts and circumstances of the example. Sdlected explanations are provided to clarify
the outcome or results in some cases. The subheading “variations’ describes how the
requirements would change given achangein certain facts.

Unless otherwise gtated, the I ssuer is assumed to have a December 31 year end.
Terms and references used throughout the examples are defined as follows:

Year 1 - refersto the current year.

Year 2 - refersto the year immediately preceding Year 1.
Year 3 - refersto the year immediately preceding Year 2.
Year 4 - refersto the year immediately preceding Year 3.

QL1 - refersto the firgt quarter or 3-month period of ayear.
Q2 - refers to the second quarter or 3-month period of ayear.
Q83 - refer to the third quarter or 3-month period of ayear.

Company A or B or C, etc - refersto a completed or probable acquisition of abusiness.

EXAMPLE 1 - SIGNIFICANT ACQUISITION OF A COMPANY INYEAR 1
Assumptions:

The Issuer filesa prospectus on June 15, Year 1.

The Issuer acquired Company A on April 15, Year 1.

Company A has a December 31 year end.

Company A does not qualify as a short form issuer.

Company A’sfinancid statements for the year ended December 31, Year 2 have been audited.
Company A’sfinancia statementsfor Q1-Year 1 were filed before the preliminary prospectus
isfiled.

The sgnificance tests under subsection 1.2(2) of the Nationa Instrument are gpplied using the
audited financia statements of the Issuer and Company A for the year ended December 31,
Year 2. Company A is determined to be significant at 65%, 55% and 35% based on the
income test, the investment test, and the asset test, respectively.

Financial Statement Requirements:

The preliminary prospectus filed on June 15 should include or incorporate by reference, as
gopropriate, the following financid statements of the Issuer and Company A:



| ssuer:

Audited statements of income, retained earnings and cashflows for years 2, 3 and 4.
Audited balance sheets for years 2 and 3.

Unaudited statements of income, retained earnings and cashflows for Q1 of years 1 and

2.
Unaudited balance sheet as at March 30, Year 1.

Pro forma income statementsfor Year 2 and Q1- Year 1. Each pro forma income
datement is prepared to give effect to the acquisition of Company A asif it had
occurred on January 1, Year 2.

Pro forma baance sheet to give effect to the acquisition of Company A asif it hed
occurred on March 30 -Yearl.

Company A

Audited financid statementsfor Years 2, 3 and 4.

Unaudited statements of income, retained earnings and cash flowsfor Q1 - Years 1
and 2.

Unaudited balance sheet asat March 30, Year 1.

Explanations:

1

Financid statements would be required for three years which corresponds the leve of
sgnificance, as outlined in section 4.6 of the Nationd Instrumen.

A pro forma balance sheet is required because the March 30, Y ear 1 baance sheet of
the Issuer does not reflect the acquisition.

Variations;

1

If the Issuer filed its preliminary progpectus on April 15, it would be unnecessary to
include the Q1 financia statements of the Issuer, including the pro forma financid
gatements, unless those financia statements had been filed, because April 15 is not
more than 60 days from March 30, the last day of Q1. However, the Issuer would be
required to include audited financid statements for the year ended December 31, Year
2 because that year ended more than 90 days before April 15, the date of the

preliminary prospectus.

If the Issuer filed its preliminary prospectus on March 25 and its final progpectus on
April 5, theissuer would not be required to include the audited financia statements for
the year ended December 31, Year 2 in the find prospectus unless those financial
statements had been filed.
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3. If the Issuer filed itsfinal prospectus on September 10th, the Instrument would require it
to include in the prospectus its unaudited financid statements for Q2-Y earl because the
interim period ended more than 60 days from the date of the prospectus. The Issuer
would be required to update dl disclosure in the progpectus, including the pro forma
financid statements for the interim period, to reflect the Q2 results.

EXAMPLE 2 - RE-CALCULATING THE SIGNIFICANCE OF AN
ACQUISITION AND PREPARING PRO FORMA FINANCIAL
STATEMENTSWHEN THE YEAR END OF THE ISSUER AND
THE BUSINESSDIFFER BY MORE THAN 93 DAYS.

Assumptions:

The Issuer files a progpectus on April 15, Year 1.

The Issuer acquired Company A on November 15, Year 2.

Company A isapublic company.

Company A does not qualify as a short form issuer.

Company A’syear end is June 30.

Company A’sfinancia statements for the year ended June 30, Y ear 2 have been audited.
Company A filed its Q1-Year 2 financiad statements on October 31.

Note: Company A’sfisca year 1 beginson July 1 of the issuer’sfisca year 2 whichis
aso the caendar year. For smplicity, al references will be to caendar years
ingtead of fiscd year. For example, Company A’s Q1 financid statements for
itsfisca year 1 will be referred to asits Q1-Year 2 financial statements.

The sgnificance tests are gpplied usng the Issuer’ s audited financia statements for the year
ended December 31, Year 3 and Company A’s audited financial statements for the year ended
June 30, Year 2. Company A is determined to be significant at 55% based on the Income test.

Company A became the Issuer’s Subsidiary A following the acquisition. Subsidiary A operates
much asit did prior to the acquisition and has not been restructured by the Issuer. Separate
financia records are maintained.

The Issuer recdculated the sgnificance of Subsidiary A based on the Issuer’ s financia
statements for the year ended December 31, Y ear 2 after deconsolidating the results of
Subsidiary A from the date of acquisition. For the purpose of gpplying the significance tests at
this second date, December 31, Y ear 2, the financid results of Subsidiary A for the period
January 1 to December 31, Year 2 were used. Asaresult of the calculations, Subsidiary A is
sgnificant at 46% based on the income test.



Financial Statement Requirements:
The progpectus filed on April 15 should include the following financia statements:
| ssuer:

Audited statements of income, retained earnings and cash flows for the years ended
Years 2, 3and 4.
Audited balance sheets as at December 31, Years 2 and 3.

Company A:

Audited statements of income, retained earnings and cash flows for the years ended
June 30, Years 2 and 3.

Audited balance sheets as at June 30, Years 2 and 3.

Unaudited statements of income, retained earnings and cash flows for Q1- Years 2 and
3.

Unaudited balance sheet as at June 30, Year 2.

Pro forma | ncome Statement

In addition to the financia statements listed above, a pro forma income statement of
the Issuer must beincluded in the prospectus. A pro forma balance sheet is not
required because the acquisition occurred prior to December 31, Year 2, the most
recent balance sheet of the Issuer included in the prospectus. The December 31 year
end of the Issuer and the June 30 year end of Company A (prior to the acquisition)
differ by more than 93 days. The following dternatives are some of those available to
the Issuer for the purpose of preparing apro forma income statement:

@ Prepare an income statement for Company A for the period January 1, Year 2
to November 14 and compile these results with the Issuer’ s audited
consolidated income statement for the year ended December 31, Year 2. A
comfort letter would be filed with the Securities Regulator(s) in connection with
Company A’sincome statement.

2 Prepare an income statement for Company A for the period October 1, Year 3
to September 30, Y ear 2 which period ends not more than 93 days from
December 31. This may be accomplished by starting with Company A’s
income statement for the year ended June 30, Y ear 2, deducting Q1 of that
year (July 1 to September 30, Year 3) and adding Q1 of fisca year 1 (July 1 to
September 30, Year 2). Deduct the post-acquisition results of Subsidiary A
from the Issuer’ s consolidated income statement for the year ended December
31, Year 2. Compile the two income statements. A comfort letter would be
filed with the securities regulators with respect to both the Issuer’s
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deconsolidated income statement and Company A’s constructed income
Satement.

3 Prepare an income statement for Company A for the period January 1, Year 2
to September 30, Year 2 and add this to the Issuer’ s consolidated income
statement for the year ended December 31, Year 2. The results of Company
A for the period October 1 to October 31 would have to be included as a
separate column in the pro forma income statement. A comfort letter would
be filed with the Securities Regulator(s) in connection with Company’s A
income statement for the period January 1 to September 30 and with respect to
the results for the stub period October 1 to November 14, either separately or
on acombined basis.

4 Prepare an income statement for Company A for the period April 1, Year 2to
March 30, Year 2 and add this to the Issuer’ s consolidated income statement
for the year ended December 31, Year 3. A comfort letter would be filed with
the securities regulator(s) in connection with Company’s A income statement
for the 12 months ended March 30, Year 2.

Variations;

1.

Historical Financial Statements of Company A to be included in the Prospectus
- If Company A’s year end was December 31 and pre-acquisition financid statements
for the period January 1 to November 14, Y ear 2 were prepared and audited,
assuming Company A issgnificant at the 46% threshold, the audited financid
gtatements for the 10.5 month period ended November 14 would have satisfied the
requirement for one of the two years of audited financid statements otherwise required
because they are audited and for a period greater than 9 months. The prospectus
would aso include audited financid statements of Company A for the year ended
December 31, Year 3 however, no interim financia statements would be required.

Pro forma Income Statement - If Company A’s year end was December 31, a pre-
acquisition income statement for the period January 1 to November 14 could have been
prepared and compiled with the Issuer’ s audited consolidated income statement for the
year ended December 31, Year 2. No other interim financia statements would be
required, other than the Y ear 3 comparative financid statements.

EXAMPLE 3 - PREPARING PRO FORMA FINANCIAL STATEMENTSTO

GIVE EFFECT TO A BUSINESSACQUIRED DURING THE
ISSUER’S CURRENT YEAR WHEN THE YEAR-ENDS OF THE
ISSUER AND THE BUSINESS DIFFER BY MORE THAN 93
DAYS.



Assumptions:

The Issuer files a prospectus June 10, Year 1.

The Issuer acquired Company A on April 5, Year 1.

The Issuer filed its Q1-Year 1 interim financia statements on May 30.

Company A isapublic company.

Company A does not qualify as a short form issuer.

Company A’syear end is May 30.

Company A’sfinancid statements for the year ended April 30, Year 1 are not audited as a the
time the prospectusis filed.

Company A filed its Q3-Year 1 interim financia statements on April 29, Year 1.

Company A is determined to be significant at 44%.

Financial Statement Requirements:

The preliminary prospectus filed on June 10 should include the following financid statements:
| ssuer:

Audited statements of income, retained earnings and cash flows for the years ended
December 31, Years 2, 3 and 4.

Audited balance sheets as at December 31, Years2 and 3.

Unaudited statements of income, retained earnings and cash flowsfor Q1- Years1
and 2.

Unaudited balance sheet asat March 31, Year 1.

Company A:

Audited statements of income, retained earnings and cash flows for the years ended
April 30, Years2 and 3.

Audited balance sheetsas at April, Years2 and 3.

Unaudited statements of income, retained earnings and cash flows for Q3-Years 1 and
2.

Unaudited balance sheet as at February 28, Year 1.

Pro forma Financial Statements

In addition to the financid statements listed above, the following pro forma financid
statements of the Issuer are required to be included in the prospectus because the
acquisition occurred subsequent to the date of the most recent financial statements of
the Issuer included in the prospectus:

A pro forma balance sheet asat March 31, Year 1.



-7-

A pro forma income statement for the year ended December 31, Year 2.
A pro forma income statement for the 3 months ended March 31, Year 1.

The December 31 year end of the Issuer and the April 30 year end of Company A
(prior to the acquisition) differ by more than 93 days. The pro forma balance sheet
should be prepared as follows:

Pro forma balance sheet - Combine the Issuer’ s balance sheet as at March
30, Year 1 with Company A’s balance sheet as at February 28, Year 1.

The following is one dternative available to the Issuer for preparing the pro forma
income statements:

Pro forma income statement for the year ended December 31, Year 2 -
Combine the Issuer’ s audited income statement for the year ended December
31, Year 2 with the 12 month income statement of Company A for the period
March 1, Year 2 to February 28, Year 1.

Pro forma income statement for the 3 monthsended March 31, Year 1 -
Combine the Issuer’s Q1- Year 1 income statement with the income statement
of the Issuer for the three month period ended February 28, Year 1.

The 12 month and 3 month pro forma income statements should be prepared to give
effect to the acquisition of Company A asif it occurred on January 1, Year 2. Each
pro forma income statement includes results of Company A for the period December
1, Year 2 to February 28, Year 1. The notesto the pro forma financid satements
should disclose the fact that the results of Company A for the 3 months ended February
28, Year 1, which were used to prepare the 3 month pro forma income statement, are
aso induded in the 12 month pro forma income statement. The overlapping period is
Company A’sthird quarter, the results of which are fully disclosed in the 3 month pro
forma income statement therefore, it is unnecessary to provide additiona disclosure
about the revenue, expenses, gross profit or income from continuing operations.

EXAMPLE 4- APPLICATION OF THE SIGNIFICANCE TESTSFOR
INDIVIDUALLY INSIGNIFICANT ACQUISITIONS- ALL
COMPANIESHAVE INCOME FROM CONTINUING
OPERATIONS

Assumptions

The Issuer acquired five companies, A, B, C, D and E, during Y ear 2, its most recently
completed financia year. The Issuer files a prospectus on April 15, Year 1.  Each company
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reported net income from continuing operations during its most recently completed year ended
before the date of the acquisition.

Discussion

Section A of the following table presents the consolidated assets and consolidated net income
from continuing operations of each company as reported on the audited financid statements of
each company for its most recently completed financia year ended prior to the date of its
acquidition by the Issuer.  The “investment” column presents the |ssuer’ s consolidated
investments in and advances to each company as & the date of its acquisition by the Issuer.
Section B presentsthe individud significant of each acquigition as aresults of applying the
dgnificancetests. Each company acquired isindividudly indggnificant. However, ona
combined bas's, the acquigtions are Sgnificant, satisfying the asset, income and investment tests
at 40%, 50% and 75%, respectively.

Section A Section B
$ Millions % of Issuer's Results
Company Assets Income Invesment Assets Income  Investment
A 300 30 550 8% 8% 14%
B 200 20 500 5% 5% 13%
C 400 35 700 10% 9% 17%
D 500 55 600 13% 14% 15%
E 200 60 650 5% 15% 16%
1,600 200 3,000 40% 50% 75%

Issuer’s Dec. 31 balance $4,000 $400

Aggregate Sgnificance 40%  50% 75%
of Companies

Combined Results

Highest Sgnificance 75%

The investment test is satisfied at the highest percentage. As areault, the Issuer should include
in its prospectus audited financid statements of those companies which comprise at least 50%
of the totd investment in al five companies acquired - i.e. 50% of $3000 or $1500.

The following table shows some of the combinations of the companies financid statements
which the Issuer may include in its progpectus. Column B shows the Issuer’s combined
investments in and advances to the companies identified in column A. Column C shows that the
combined investments in and advances to each combination of companies represents more than
50% of the Issuer’ sinvestmentsin and advancesto al five companies acquired. The Issuer
should include in its progpectus audited financid statements for each of the companiesin the
selected combination for the most recently completed financid year and the most recently
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completed interim period of the company, which ended more than 90 and 60 days before the
date of the prospectus, respectively, and before the date of the acquisition.

A B C
Companie Combined Investmentsin and Combined Purchase Price of
S Advances to the Companies Selected Companiesasa
$ Greater than $1,500 % of $3000

A+B+C 1,750 58%

A+B+D 1,650 55%

A+D+E 1,800 60%

B+C+D 1,800 60%

C+D+E 1,950 65%

EXAMPLES5 - APPLICATION OF THE SIGNIFICANCE TESTSFOR
INDIVIDUALLY INSIGNIFICANT ACQUISI TIONSWHEN
SOME OF THE COMPANIESHAVE LOSSES FROM
CONTINUING OPERATIONS

Assumptions

The Issuer acquired seven companies, A, B, C, D, E, F and G during Year 2, its most recently
completed financia year. The Issuer files a prospectuson May 20, Year 1. Companies A, C,
E, and G reported net income from continuing operations during its most recently completed
year ended before the date of the acquisition while companies B, D and F reported net losses
from continuing operations.

Discussion

Section A of the following table show the consolidated net income or net loss reported by each
company acquired by the Issuer during the most recently completed financia year of the
company ended before the date of the acquigtion. For the purposes of caculating the
sgnificance of each company, the companies have been segregated. Section B includesthe
companies which reported consolidated net income while section C includes those companies
which reported net losses. The second column of sections B and C illudtrate that each company
isindividualy inggnificant based on the incometest. However, in aggregate, the companies
reporting net income are significant at 65% while those reporting net losses are significant at
46%, based on the absolute value of the aggregate net losses.  As aresult, companies A
through G inclusive, are significant at 65% and financia statements should be provided for any
combination of companies whose aggregate net incomeis at least $485 (ie. 50% of $970). The
combination of companies should be sdected using the absolute value of any net losses.
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The Issuer should include in its progpectus audited financid statements for each of the
companies in the selected combination for the most recently completed financid year and the
most recently completed interim period of the company, which ended more than 90 and 60
days before the date of the prospectus, respectively, and before the date of the acquisition.

Note that if the aggregate significance under both sections B and C was less than 50%, then no
financia statements of any of the companies would be required.

Section A Section B Section C
Company Net Income(L 0ss) Net Significance  Net Loss Significance
from Continuing Income
Operations
A $235 $235 16%
B (200) $ (200) -16%
C 210 210 14%
D (245) (245) -18%
E 250 250 17%
F (250) (250) -18%
G 275 275 18%
$275 $970 $ (695)
Absolute $970 $ 695
Vdue
Issuer’s
Net Income $1,500
Aggregate sgnificance based on
the absolute value of the
companies net income(loss) asa 65% 46%

% of Issuer’s net income

638622.1





