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Introduction and Pur pose

Nationa Ingtrument 51-102 Continuous Disclosure Obligations (the “Ingtrument”) sets
out disclosure requirements for al issuers, other than investment funds, that are reporting
issuersin one or more jurisdictionsin Canada.

The purpose of this Companion Policy (the “Policy”) is to hdp you understand how the
provincia and territorid regulatory authorities interpret or apply certain provisons of the
Insrument.  This Policy includes explanations, discusson and examples of various parts
of the Instrument.

Filing Obligations

Reporting issuers mugt file continuous disclosure documents under the Ingrument only in
the locd jurisdictionsin which they are a reporting issuer.

Corporate Law Requirements

Reporting issuers are reminded that they may be subject to requirements of corporate law
that address matters smilar to those addressed by the Instrument, and which may impose
additiond or more onerous requirements. For example, applicable corporate lav may
require the ddivery of annua financid dSatements to shareholders or may require the
board of directorsto gpprove interim financid statements.

Definitions

General — Many of the teems for which the Insrument or Forms prescribed by the
Insrument provide definitions ae defined somewhat differertly in the applicable
securities legidation of severd locd jurisdictions A term used in the Ingrument and
defined in the securities datute of a locd jurisdiction has the meaning given to it in the
datute unless () the definition in that datute is redricted to a specific portion of the
statute that does not govern continuous disclosure; or (b) the context otherwise requires.

For indance, the terms “form of proxy”, “materid change’, “proxy”, “published market”,
“recognized quotation and trade reporting system” and “solicit” are defined in loca
securities  legidation of mogt  jurisdictions. The provincid and territorid  regulatory
authorities condder the meanings given to these tems in securities legidation to be
substantidly smilar to the definitions set out in the Instrument.

Asset-backed security — Section 1.7 of Companion Policy 44-101CP provides guidance
for the definitions of “asset-backed securities” and “principa obligor”.
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Directors and Executive Officers — Where the Instrument @ any of the Forms use the
term “directors’ or “executive officers’, a reporting issuer that is not a corporation must
refer to the definitions in securities legidation of “director” and “officer”. The definition
of “office” may incdude any individud acting in a capacity smilar to that of an officer of
a company. Smilaly, the definition of “director” typicaly includes a person acting in a
capacity amilar to that of a director 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 the Insrument and the Forms.
Further, in conddering paragrgph (f) of the definition of “executive officer”, we would
consgder an individua that is employed by an entity separae from the reporting issuer,
but that performs a policy-making function in respect of the reporting issuer through thet
Sseparate entity or otherwise, to fit within this definition.

Invessment Fund - Generdly, the definition of “invesment fund” would not include a
trust or other entity that issues securities which entitle the holder to subgtantidly al of the
net cash flows generated by: (i) an underlying business owned by the trust or other entity,
or (i) the income-producing properties owned by the trust or other entity. Examples of
trusts or other entities that are not included in the definition are business income trudts,
red estate investment trusts and roydty trusts.

Reverse Takeover — The definition of reverse takeover is based upon the definition in
the Handbook. @ The Handbook adds further clarification that, dthough legdly the
enterprise (the legd parent) that issued the securities is regarded as the parent or
continuing enterprise, the enterprise (the lega subsdiary) whose former securityholders
now control (as that term is used in the Handbook) the combined enterprise is treated as
the acquirer for accounting purposes. As a result, for accounting purposes, the issuing
enterprise (the legd parent) is deemed to be a continuation of the acquirer and the
acquirer is deemed to have acquired control of the assets and business of the issuing
enterprise in consideration for the issue of capita.

Plain Language Principles

We bdieve that plain language will help investors understand your disclosure so that they
can make informed investment decisons. Y ou can achieve this by

7 using short sentences

using definite everyday language
using the active voice

avoiding superfluous words

organizing the document in clear, concise sections, paragraphs and sentences

¥ 3 ¥ 3 3

avoiding jargon
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7 using personal pronouns to speak directly to the reader

7 avoiding rdiance on glossyies and defined tems unless it faclitates
understanding of the disclosure

7? not relying on boilerplate wording

7 avoiding abstract terms by using more concrete terms or examples

7 avoiding multiple negatives

7 using technica terms only when necessary and explaining those terms

7 using charts, tables and examples where it makes disclosure easier to understand.
Signature and Certificates

Reporting issuers are not required by the Ingrument to sgn or certify documents filed
under the Instrument. In certain jurisdictions, certification requirements may aoply under
Multilatera Indrument 52-109 Certification of Disclosure in Companies Annual and
Interim Filings. Whether or not a document is signed or certified, it is an offence under
securities legidation to make a fase or mideading statement in any required document.

Audit Committees
Reporting issuers ae reminded that thar audit committees mug  fulfill  thar
reponsbilities st out in other securities legidation. For example, in cetan

jurisdictions, the responsbilities of audit committees ae st out in Multilaerd
Instrument 52-110 Audit Committees.

Acceptable Accounting Principles, Auditing Standards and Reporting Currency

An isue filing any of the following items under the Indrument must comply with
National Instrument 52-107 Acceptable Accounting Principles, Auditing Standards and
Reporting Currency (“NI 52-107"):

@ financid satements;

(b) an operating statement for an oil and gas property as referred to in section 8.10 of
the Insrument;

(© financid information as to the asses, liabilities and results of operations of a
business as referred to in section 8.6 of the Instrument; or

(d) financia information derived from a credit support issuer’s financial Statements as
referred to in section 13.4 of the Instrument.
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NI 52-107 sets out, anong other things, when issuers can use accounting principles and
auditing standards other than Canadian accounting principles and auditing standards in
preparing financia statements.

Ordinary Course of Business
Whether a contract has been entered into in the ordinary course of business is a question

of fact. It must be consdered in the context of the reporting issuer’s business and the
indugtry in which it operates.

PART 2 FOREIGN ISSUERSAND INVESTMENT FUNDS

2.1

2.2

Foreign Issuers

Nationa Instrument 71-102 Continuous Disclosure and Other Exemptions Relating to
Foreign Issuers provides rdief for foreign reporting issuers from certan continuous
disclosure and other obligations, including certan obligations contained in  the
[ nstrument.

I nvestment Funds

Section 2.1 of the Instrument states that the Instrument does not gpply to an investment
fund.  Investment funds should look to securities legidation of the locd jurisdiction
including, when implemented, Nationd Instrument 81-106 Investment Fund Continuous
Disclosure to find the continuous disclosure requirements applicable to them.

PART 3 FINANCIAL STATEMENTS

31

3.2

Length of Financial Year

For the purposes of the Ingtrument, unless otherwise expresdy provided, references to a
financid year apply irrespective of the length of that year. The firg financiad year of a
reporting issuer commences on the date of its incorporation or organization and ends at
the close of thet year.

Audit of Comparative Annual Financial Statements

Section 41 of the Indrument requires a reporting issuer to file annud financid
datements tha include compardive informaion for the immediatdy preceding financid
year and that are accompanied by an auditor's report. The auditor’s report must cover
both the most recently completed financia year and the comparative period, except if the
issuer changed its auditor during the periods presented in the financid statements and the
new auditor has not audited the comparative period. In this dtuation, the auditor’s report
would normally refer to the former auditor's report on the comparative period and the
former auditor's report would not be re-filed. This is consgent with Assurance and
Rdaed Sevices Guiddine AuG-8 Auditor's Report on Comparative Financial
Statementsin the Handbook.
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Filing Deadlinefor Annual Financial Statements and Auditor’s Report

Section 4.2 of the Insrument sets out filing deedlines for annud financid Satements.
While section 4.2 of the Instrument does not address the auditor’'s report date, reporting
issuers are encouraged to file their annud financia statements as soon as practicable after
the date of the auditor's report. The delivery obligations set out in section 4.6 of the
Ingrument are not tied to the filing of the financid Satements.

Auditor Involvement with Interim Financial Statements

The board of directors of a reporting issuer, in discharging its responghilities for ensuring
the rdiability of interim financa daements should condder engaging an externd
auditor to carry out areview of the interim financia statements.

Subsection 4.3(3) of the Instrument requires a reporting issuer to disclose if an auditor
has not performed a review of the interim financid datements, to disclose if an auditor
was unable to complete a review and why, and to file a written report from the auditor if
the auditor has performed a review and expressed a reservation in the auditor’s interim
review report. No postive statement is required when an auditor has performed a review
and provided an unqudified communication. If an auditor was engaged to peform a
review on interim financdd datements applying review dandards st out in the
Handbook, and the auditor was unable to complete the review, the issuer’s disclosure of
the reasons why the auditor was unable to complete the review would normdly include a
discussion of

@ inadequate internd control;
(b) alimitation on the scope of the auditor’ swork; or

(© the falure of management to provide the auditor with the written representations
the auditor believes are necessary.

If a reporting issuer's annud financid datements are audited in accordance with
Canadian GAAS, the terms “review” and “interim review report” used in subsection
4.3(3) of the Ingrument refer to the auditor's review of, and report on, interim financia
datements gpplying standards for a review of interim financid Statements by the auditor
as st out in the Handbook. However, if the reporting issuer’s financia datements are
audited in accordance with auditing Sandards other than Canadian GAAS, the
corresponding review standards should be applied.

Ddlivery of Financial Statements

Section 4.6 of the Instrument requires reporting issuers to send a request form to the
regigered holders and beneficid owners of their securities. The registered holders and
beneficid owners may use the request form to request a copy of the reporting issuer’'s
annud financid datements and related MD&A, interim financia Satements and related
MD&A, or both. Reporting issuers are only required to ddiver financia statements and
MD&A to the person or company that requests them. As a result, T a beneficid owner
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requests financid dStaements and MD&A through its intermediary, the issuer is only
required to deliver the requested documents to the intermediary.

Failing to return the request form or otherwise specificaly request a copy of the financid
datements or MD&A from the reporting issuer will override the beneficid owner's
danding indructions under Nationd Instrument 54-101 Communication with Beneficial
Owners of Securities of a Reporting Issuer (“NI 54-101") in respect of the financid
Satements.

The Instrument does not prescribe when the request form must be sent, or how it must be
returned to the reporting issuer.

Comparative Interim Financial I nformation After Becoming a Reporting | ssuer

Section 4.7(4) of the Instrument provides hat a reporting issuer does not have to provide
compardive financia information when it firs becomes a reporting issuer if it complies
with specific requirements.  This exemption may, for example, goply to an issuer that
was, before becoming a reporting issuer, a private entity and that is unable to prepare the
comparative financid information because it isimpracticable to do so.

Changein Year-End

Appendix A to this Policy is a chat outlining the financid datement filing requirements
under section 4.8 of the Ingrument if areporting issuer changesits financid year-end.

Reverse Takeovers

Following a reverse takeover, dthough the reverse takeover acquiree is the reporting
issuer, from an accounting perspective, the financid datements will be those of the
reverse tekeover acquirer. Those financia statements must be prepared and filed as if the
reverse takeover acquirer had aways been the reporting issuer.

The reverse takeover acquiree mus file its own financid satements required by sections
41 and 4.3 for dl interim and annua periods ending before the date of the reverse
takeover, even if the filing deadline for those financia datements is after the date of the
reverse takeover.

Changein Corporate Structure

Section 4.9 of the Instrument requires a reporting issuer to file a notice if the issuer has
been paty to certain redtructuring transactions. The reporting issuer may satisfy this
requirement by filing a copy of its materia change report or news release, provided that

@ the materid change report or news release contains al the information required in
the notice; and

(b) the reporting issuer files the materiad change report or news rdease with the
securities regulatory authority or regulator
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@) under the Change in Corporate Structure category on SEDAR, or
(i)  if theissuer isnot an eectronic filer, as anotice under section 4.9.
Change of Auditor

The term “disagreement” defined in subsection 4.11(1) should be interpreted broadly. A
dissgreement may not involve an argument, but rather, a mere difference of opinion.
Also, where a difference of opinion occurs that meets the criteria in item (b) of the
definition of “disagreement”, and the issuer reluctantly accepts the auditor's podtion in
order to obtain an unqualified report, a reportable dissgreement may dill exis.  The
subsequent rendering of an unqualified report does not, by itsdf, remove the necessity for
reporting a disagreement.

Subsection 4.11(5) of the Insrument requires a reporting issuer, upon a termination or
resgnation of its auditor, to prepare a change of auditor notice, have the audit committee
or board of directors approve the notice, file the reporting package with the applicable
regulator or securities regulatory authority in each jurisdiction where it is a reporting
issuer, and if there are any reportable events, issue and file a news release describing the
information in the reporting package. Subsection 4.11(6) of the Instrument requires the
reporting issuer to perform these procedures upon an gppointment of a successor auditor.
If a termination or resgnation of a former auditor and gppointment of a successor auditor
occur within a short period of time, it may be possble for a reporting issuer to perform
the procedures described above required by both subsections 4.11(5) and 4.11(6)
concurrently and meet the timing requirements set out in those subsections. In other
words, the reporting issuer would prepare only one comprehensive notice and reporting
package.

PART 4 DISCLOSURE OF FINANCIAL INFORMATION

4.1
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Disclosur e of Financial Results

Subsection 4.5(1) of the Insrument requires that annud financid Statements be reviewed
by a company’s audit committee (if any) and approved by the board of directors before
filing. Subsection 45(2) of the Instrument requires that interim financid datements be
reviewed by a company’s audit committee (if any) and approved by the board of directors
or by the company’s audit committee before filing. ~We bdieve that extracting
information from financid datements that have not been gpproved as required by those
provisons and rdeasng tha information to the marketplace in a news reease is
incondgtent with the prior gpprova requirement. Also see Naiond Policy 51-201
Disclosure Sandards.

Reporting issuers that intend to disclose financid information to the marketplace in a
news release should consult NI 52-107. We bdlieve that disclosng financid informeation
in a news release without disclosng the accounting principles used is inconggtent with
the requirement in NI 52-107 to identify the accounting principles used in the financd
Satements.
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Non-GAAP Financial M easures

Reporting issuers that intend to publish financiad measures other than those prescribed by
GAAP should refer to CSA Staff Notice 52-306 Non-GAAP Financial Measures for a
discussion of gtaff expectations concerning the use of non- GAAP measures.

PART 5 MD&A

51 Delivery of MD&A
Reporting issuers are not required to send a request form to their securityholders under
Pat 5 of the Insrument. This is because the request form that must be delivered under
section 4.6 of the Ingrument relates to both a reporting issuer’s financid statements, and
the MD&A applicable to those financia statements.

5.2  Additional Information for Venture Issuers Without Significant Revenue
Section 5.3 of the Instrument requires certain venture issuers to provide in their annua or
interim MD&A or MD&A supplement (unless the information is induded in ther interim
and annud financid dsatements), a breskdown of materid costs whether capitdized,
deferred or expensed. A component of cost is generdly consdered to be a materid
component if it exceeds the grester of
@ 20% of the total amount of the class; and
(b) $25,000.

5.3 Disclosureof Outstanding Share Data
Section 54 of the Ingrument requires disclosure of information rdaing to the
outstanding securities of the reporting issuer as of the latest practicable date. The “latest
practicable date’ should be current, as close as possble, to the date of filing of the
MD&A. Distlodgng the number of securities outstanding at the period end is generdly
not sufficient to meet this requiremen.

PART 6 AIF

6.1  Additional and Supporting Documentation

Any materiad incorporated by reference in an AIF is required under section 6.3 of the
Instrument to be filed with the AIF unless the materid has been previoudy filed. When a
reporting issuer usng SEDAR files a previoudy unfiled document with its AlF, the
reporting issuer should ensure that the document is filed under the appropriate SEDAR
filing type and document type specificdly agpplicable to the document, rather than generic
type “Documents Incorporated by Reference’. For example, a reporting issuer that has
incorporated by reference an information circular in its AIF and has not previoudy filed
the drcular should file the crcular under the “Management Proxy Maerids’ filing
subtype and the “Management proxy/information circular” document type.
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AlF Disclosur e of Asset-backed Securities

Factors to consider - Issuers that have didributed asset-backed securities under a
prospectus are required to provide disclosure in their AIF under section 5.3 of Form 51-
102F2. Issuers of asset-backed securities must determine which other prescribed
disclosure is gpplicable and ought to be included in the AIF. Applicable disclosure for a
gpecial purpose issuer of asset-backed securities generally pertains to the nature,
perfformance and sarvicing of the pool of financid assets sarvicing the asset-backed
security.  The nature and extent of required disclosure may vary depending on the type
and attributes of the underlying pool.

An issuer of assat-backed securities should congder the following factors in preparing its
AlF:

1 The extent of disclosure respecting the issuer will depend on the extent of
the issuer's on-going involvement in the converson of the asssts comprisng the
pool to cash, and the didribution of cash to securityholders, this involvement
may, in turn, vary dramaicaly depending on the type, quaity and atributes of the
assats comprising the pool and on the overdl structure of the transaction.

2. Requested disclosure respecting the busness and affars of the issuer
should be interpreted to apply to the financia assets underlying the asset-backed
Securities.

3. Financid information respecting the pool of assets to be described and
andyzed in the AIF will consds of informaion commonly st out in sarvicng
reports prepared to describe the performance of the pool and the specific
dlocations of income, loss and cash flows gpplicable to outstanding asset-backed
securities made during the relevant period.

Underlying pool of assets - Paragraph5.3(2)(a) of Form 51-102F2 requires issuers of
asset-backed securities that were distributed by way of prospectus to include information
relating to the compostion of the underlying pool of financid assets, the cash flows from
which sarvice the asset-backed securities.  Disclosure respecting the composition of the
pool will vary depending upon the nature and number of the underlying financia assets
For example, in a geogrephicaly dispersed pool of financiad assets, it may be appropriate
to provide a summary disclosure based on the location of obligors. In the context of a
revolving pool, it may be appropriate to provide details relating to aggregate outstanding
baances during a year to illusrate historica fluctuations 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 obligors in order to illustrate
limits on available credit extended.
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PART 7 MATERIAL CHANGE REPORTS

7.1

Publication of News Release

Section 7.1 of the Indrument requires reporting issuers to immediately issue and file a
news reesse disclosng the nature of a materid change  This requirement is
ubgantively the same as the materid change reporting requirements in some securities
legidation for the news release to be issued forthwith.

PART 8 BUSINESSACQUISITION REPORTS

8.1
D)

@)

©)

(4)

Obligationsto File a Business Acquisition Report

Filing of a Material Change Report - The requirement in the Instrument for a reporting
isuer to file a business acquistion report is in addition to the reporting issuer's
obligation to file a materid change report, if the ggnificant acquidgtion conditutes a
materia change.

Filing of a Business Acquisition Report by SEC Issuers - If a document or a series of
documents that an SEC issuer files with or furnishes to the SEC in connection with a
busness acquistion contains dl of the information, including finencid Satements
required to be included in a business acquistion report under the Indrument, the SEC
issuer may file a copy of the documents asiits business acquisition report.

Financial Statement Disclosure of Significant Acquisitions — Appendix B to this
Policy is a chat outlining the key obligations for financid dSatement disclosure of
dgnificant acquistions in a busness acquigtion report.  Reporting issuers are reminded
that NI 52-107 prescribes the accounting principles, auditing standards and reporting
currency that must be used to prepare and audit the financial statements required by Part
8 of the Instrument.

Acquisition of a Business — A reporting issuer that has made a sgnificant acquistion
mugt include in its budness acquidtion report cetan financid dSatements of each
busness acquired. The term “business’ should be evduaed in light of the facts and
circumgances involved. We generdly consder that a separate entity, a subsdiary or a
divison is a busness and that in cetan drcumsances a smdler component of a
company may aso be a busness, whether or not the business previoudy prepared
financid datements. In determining whether an acquistion conditutes the acquistion of
a busness, a reporting issuer should consder the continuity of busness operations,
including the following factors

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

(b) whether any of the physcd fadilities, employees, marketing systems, sales forces,
customers, operaing rights, production techniques or trade names are acquired by
the reporting issuer ingtead of remaining with the vendor after the acquisition.
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Significance Tests

Nature of Significance Tests — Subsection 8.3(2) of the Instrument sets out the required
dgnificance tests for determining whether an acquistion of a business by a reporting
issuer is a “dgnificant acquidtion”. The firs tet measures the assats of the acquired
business againgt the assets of the ieporting issuer. The second test measures the reporting
issuer’s investments in and advances to the acquired business againg the assets of the
reporting issuer. The third test measures the income from continuing operetions of the
acquired busness againg the income from continuing operations of the reporting issuer.
If any one of these three tedts is satisfied a the prescribed leve, the acquidtion is
congdered “dgnificant” to the reporting issuer. The test must be gpplied as a the time of
the acquidtion usng the mos recent annud audited financid datements of the reporting
issuer and the busness. These tests are smilar to requirements of the SEC and provide
issuers with certainty that if an acquidtion is not sgnificant a the time of the acquigtion,
then no business acquisition or report will be required to be filed.

Business Using Accounting Principles Other Than Those Used by the Reporting
Issuer — Subsection 8.3(13) of the Insrument provides that where the financia
datements of the business or related businesses are prepared in accordance with
accounting principles other than those used in reporting issuer's financid Statements, for
purposes of applying the dggnificance tests the rdevant financid dSaements for the
business or related busnesses must be reconciled. It is unnecessary for the reconciliation
to be audited for the purpose of the tests.

Acquisition of a Previoudy Unaudited Business — Subsections 8.3(2) and 8.3(4) of the
Insrument require the significance of an acquidtion to be determined usng the mogt
recent audited financid datements of the reporting issuer and the business acquired.
However, if the financial statements of the business or related businesses for the most
recently completed financid year were not audited, subsection 8.3(14) of the Instrument
permits use of the unaudited financid datements for the purpose of applying the
ggnificance tets. If the acquigtion is determined to be dgnificant, then the annud
financia statements required by subsection 8.4(1) of the Instrument must be audited.

Application of Investment Test for Significance of an Acquisition — One of the
ggnificance tests st out in subsections 8.3(2) and (4) of the Instrument is whether the
reporting issuer's consolidated investments in and advances to the business or related
businesses exceed a specified percentage of the consolidated assets of the reporting
issuer.  In goplying this test, the “investments in” the business should be determined
usng the totd cost of the purchese, as determined by generdly accepted accounting
principles, including consideration paid or payable and the codts of the acquistion. If the
acquistion agreement includes a provison for contingent consderation, for the purpose
of gpplying the test, the contingent consderation should be included in the tota cost of
the purchase unless the likelihood of payment is consdered remote a the date of the
acquistion. In addition, any payments made in connection with the acquistion which
would not constitute purchase consderation but which would not have been pad unless
the acquisition had occurred, should be considered part of investments in and advances to
the business for the purpose of applying the dgnificance tedts. Examples of such
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payments include loans, roydty agreements, lease agreements and agreements to provide
a pre-determined amount of future services.

Application of the Significance Tests When the Financial Year Ends are Non-
Coterminous — Subsection 8.3(2) of the Instrument requires the dgnificance of a
busness acquistion to be determined usng the most recent audited financid statements
of both the reporting issuer and the acquired busness. For the purpose of applying the
tests under this subsection, the year-ends of the reporting issuer and the acquired business
need not be coterminous. Accordingly, neither the audited financid Statements of the
reporting issuer nor those of the business should be adjusted for the purposes of applying
the dgnificance teds. However, if the acquigtion of a busness is determined to be
dgnificant and pro forma income statements are required by subsection 8.4(3) of the
Indrument and, if the busness year-end is more than 93 days before the reporting
issuer's year-end, the business reporting period required under paragraph 8.4(4)(c) of the
Instrument should be adjusted to reduce the gap to 93 days or less. Refer to subsection
8.7(3) of this Policy for further guidance.

Optional Significance Tests

Optional Significance Tests — Decrease in Significance — The optiond sgnificance
tests under subsections 8.3(3) and (4) of the Instrument have been included to recognize
the possble growth of a reporting issuer between the date of its most recently completed
year-end and the dae of acquidtion and the corresponding potentid decline in
ggnificance of the acquigtion to the reporting issuer.  If the Sgnificance of an acquigtion
increases at the second date under subsection 8.3(4), only the financid <tatements
required for the level of dgnificance caculated by the required sgnificance tests under
subsection 8.3(2) of the Ingrument must be included in the business acquisition report.
Applying the optional sgnificance tests a the second date is not intended to incresse the
levd of dggnificace of an acquistion and thereby the number of years of financid
gatements included in a business acquisition report.

Availability of the Optional Significance Tests — The optiond significance tests a the
second date are available to al reporting issuers. However, depending on how or when a
reporting issuer integrates the acquired business into its existing operations and the nature
of post-acquigtion financid records it maintans for the acquired business, it may not be
possible for areporting issuer to apply the optiona significance test at the second date.

Optional Investment Test — If an acquidtion is determined under subsection 8.3(2) of
the Instrument to be significant, a reporting issuer has the option under subsections 8.3(3)
and (4) of the Insrument of applying optiond Sgnificance tets usng more recent
financid daements than those used for the required sSgnificance tests in subsection
8.3(2). For the purpose of applying the optiond investment test under paragraph
8.3(4)(b) of the Ingrument, the reporting issuer's invesments in and advances to the
business should be as at the date of the acquisition and not as at the date of the reporting
isuer’s financid datements used to determine its consolidated assets for the optiond
investment test.
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Financial Statements of Related Businesses

Subsection 84(5) of the Instrument requires that if a reporting issuer includes in its
busness acquidtion report financia dSatements for more than one related business,
separate financia dtatements must be presented for each business except for the periods
during which the busnesses were under common control or management, in which case
the reporting issuer may present the financid statements on a combined bass.  Although
one or more of the related busnesses may be inggnificant relative to the others, separate
financid datements of each budness for the same number of periods required must be
presented.  Reief from the requirement to include financia daements of the least
ggnificant related business or businesses may be granted depending on the facts and
circumstances.

Application of the Significance Testsfor Step-By-Step Acquisitions

Subsection 8.3(11) of the Instrument explains how the significance test should be applied
when the reporting issuer increases its investment in a business by way of a step-by-step
purchase as described in the Handbook. If the reporting issuer acquired an interest in the
busness in a previous year and tha interest is reflected in the most recent audited
financid daements of the reporting issuer filed, then the issuer should determine the
dggnificance of only the incrementd invesment in the busness which is not reflected in
the reporting issuer's most recent audited financia statements filed.

Prepar ation of Divisonal and Carve-out Financial Statements
I nter pretations — In this section of this Policy, unless otherwise stated,

@ a reference to “a busness’ includes a divison or some lesser component of
another business acquired by a reporting issuer that conditutes a sgnificant
acquigtion; and

(b) the term “parent” refers to the vendor from whom the reporting issuer purchased a
business.

Acquisition of a Divison - As discussed in subsection 8.1(4) of this Policy, the
acquigtion of a divison of a husness and in certain circumstances, a lesser component of
a person or company, may conditute an acquistion of a busness for purposes of the
Instrument, whether or not the subject of the acquistion previoudy prepared financid
datements. To determine the sgnificance of the acquidtion and comply with the
requirements for financid Statements in a business acquidtion report under Part 8 of the
Instrument, financid statements for the business must be prepared. This section provides
guidance on preparing these financid statements.

Divisonal and Carve-Out Financial Statements — The terms “divisond” and “carve-
out” financid daements ae often used interchangesbly dthough a didtinction is
possble.  Some companies maintain separate financid records and financid Satements
for a busness activity or unit that is operaed as a divison. Financid Statements prepared
from these financia records are often referred to as “divisond” financid datements. In
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other circumgtances, no separae financid records for a busness activity are mantaned;
they are smply consolidated with the parent's records. In these cases, if the parent’'s
financid records are aufficiently detalled, it is possble to extract or “carve-out” the
information specific to the business activity in order to prepare separate financid
datements of that busness Financid datements prepared in this manner are commonly
referred to as “carve-out” financid datements. The guidance in this section gpplies to the
preparation of both divisona and carve-out financid statements unless otherwise stated.

Preparation of Divisional and Carve-Out Financial Statements

€) When complete financid records of the busness acquired have been maintained,
those records should be used for preparing and auditing the financid Satements of
the busness. For the purposes of this section, it is presumed that the parent
maintains separate financia records for its divisons.

(b) When complete financial records of the business acquired do not exist, carve-out
financiad oatements should generdly be prepared in accordance with the
following guiddines

() Allocation of Assets and Liabilities - A baance sheet should include al
assets and liabilities directly attributable to the business.

(i)  Allocation of Revenues and Expenses - Income statements should include
al revenues and expenses directly attributable to the busness. Some
fundamenta expenditures may be shared by the business and its parent in
which case the parent's management must determine a reasonable basis
for dlocating a share of these common expenses to the business. Examples
of such common expenses include saaries, rent, depreciation, professiond
fees, generd and adminigtration.

(i)  Calculation of Income and Capital Taxes - Income and capita taxes
should be cdculated as if the entity had been a separate legd entity and
filed a separate tax return for the period presented.

(iv) Disclosure of Basis of Preparation - The financid Statements should
include a note describing the basis of preparation. [ expenses have been
dlocated as discussed in subparagraph  (b)(ii), the financid <Statements
should include a note describing the method of dlocation for each
sonificant line item, & aminimum.

Statements of Assets Acquired, Liabilities Assumed and Statements of Operations —
When it is impracticable to prepare carve-out financid datements of a business, a
reporting issuer may be required to include in its busness acquistion report an audited
datement of assets acquired and liabilities assumed and a Statement of operations of the
busness. The dtatement of operaions should exclude only those indirect operating costs
not directly attributable to the business, such as corporate overhead. If indirect operating
costs were previoudy dlocated to the busness and there is a reasonable bass of
alocation, they should not be excluded.
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Preparation of Pro Forma Financial Statements Giving Effect to Significant
Acquistions

Objective and Basis of Preparation — The objective of pro forma satements is to
illugtrate the impact of a transaction on a reporting issuer’s financid podtion and results
of operations by adjuging the higtoricd financid datements of the reporting issuer to
give effect to the transaction. Accordingly, the pro forma financid datements should be
prepared on the bads of the reporting issuer’s financid statements as dready filed. No
adjustment should be made to eliminate extraordinary items or discontinued operations.

Pro Forma Balance Sheet and Income Statements — Subsection 84(3) of the
Instrument does not require a pro forma balance sheet to be prepared to give effect to
ggnificant acquidtions that are reflected in the reporting issuer’'s most recent annua or
interim balance sheet filed under the Instrument.

Non-coterminous Year-ends - Where the financid year-end of a business differs from
the reporting issuer's year-end by more than 93 days, paragraph 8.4(4)(c) requires an
income datement for the business to be congructed for a period of 12 consecutive
months. For example, if the constructed reporting period is 12 months and ends on June
30, the 12 months should commence on July 1 of the immediady preceding year; it
should not begin on March 1s¢ of the immediately preceding year with three of the
following 15 months omitted, such as the period from October 1 to December 31, since
this would not be a consecutive 12 month period.

Effective Date of Adjustments - For the pro forma income statements included in a
business acquigtion report, the acquisition and the adjustments should be computed as if
the acquistion had occurred a the beginning of the reporting issuer's most recently
completed financid year and carried through the mogt recent interim period presented, if
any. However, one exception to the preceding is that adjustments related to the alocation
of the purchase price, including the amortization of fair vaue increments and intangibles,
should be based on the purchase price dlocation aising from giving effect to the
acquidtion as if it occurred on the date of the reporting issuer’'s most recent baance sheet
filed.

Acceptable Adjustments — Pro forma adjustments should be limited to those that are
directly attributeble to the specific acquigtion transaction for which there ae firm
commitments and for which the complete financid effects are objectively determinable.

Multiple Acquistions — If the pro forma financid datements give effect to more than
one acquisition, the pro forma adjustments may be grouped by line item on the face of the
pro forma financia statements provided the details for each transaction are disclosed in
the notes.

Rdief from the Requirement to Audit Operating Statements of an Oil and Gas
Property

The applicable securities regulatory authority or regulator may exempt a reporting issuer
from the requirement to include the report of an auditor on the operating Statements
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referred to in section 8.10 of the Instrument if, during the 12 months preceding the date of
the acquidition, the average dally production of the property is less than 20 percent of the
total average daily production of the vendor for the same or smilar periods, and

@ the reporting issuer provides written submissions prior to the deadline for filing
the busness acquigtion report which edablishes to the satifaction of the
gppropriate  regulator, that despite reasonable efforts during the purchase
negotiaions, the reporting issuer was prohibited from including in the purchase
agreement the rights to obtain an audited operating statement of the property;

(b) 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

(© the reporting issuer discloses in the busness acquidtion report its inability to
obtain an audited operating Statement, the reasons therefor, the fact that the
representations and warranties referred to in paragraph (b) have been obtained,
and a datement that the results presented in the operating Statement may have
been materidly different if the statement had been audited.

For the purpose of determining average daily production when production includes both
ol and naturd gas, production may be expressed in barels of oil eguivdent usang the
conversion ratio of 6000 cubic feet of gas to one barrd of oil.

Exemptions From Requirement for Financial Statements in a Business Acquisition
Report

Exemptions — We are of the view tha rdief from the financid Statement requirements of
Pat 8 of the Indrument should be granted only in unusua circumstances and generdly
not rdaed soldy to cost or the time involved in preparing and auditing the financid
datements. Reporting issuers seeking rdief  from the financid dSatement or  audit
requirements of Pat 8 must gpply for the rdief before the filing deadline for the business
acquisition report and before the closing date of the transaction, if applicable. Reporting
isuers are reminded that many securities regulatory authorities and regulators do not
have the power to grant retroactive relief.

Conditions to Exemptions — If relief is granted from the requirements of Pat 8 of the
Insrument to include audited financid datements of an acquired busness or related
businesses, conditions will likely be imposed, such as a requirement to include audited
divisona or patid income dSatements or divisond dSatements of cash flow, or an
audited statement of net operating income for a business.

Exemption from Comparatives if Financial Statements Not Previoudy Prepared —
Section 8.9 of the Instrument provides that a reporting issuer does not have to provide
compadive financid information for an acquired busness in a budness acquistion
report if it complies with specific requirements.  This exemption may, for example, apply
to an acquired busness that was, before the acquistion, a private entity and that the
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reporting issuer is unable to prepare the comparative financid information for because it
isimpracticable to do so.

Exemption from Including Two Years — Rdiegf may be granted from the requirement to
include financia statements of an acquired business or relaed businesses for two years in
abusiness acquisition report in some Stuations that may include the following:

@

(b)

the business's higtorical accounting records have been destroyed and cannot be
recondructed. In this case, as a condition of granting the exemption, the reporting
issuer may be requested by the securities regulatory authority or regulator to

()

(ii)

represent in writing to the securities regulatory authority or regulator, no
later than the time the business acquidtion report is required to be filed,
that the reporting issuer made every reasonable effort to obtain copies of,
or recondtruct the historical accounting records necessary to prepare and
audit the financid statements, but such efforts were unsuccessful; and

disclose in the busness acquistion report the fact that the higtorica
accounting records have been destroyed and cannot be reconstructed;

the busness has recently emerged from bankruptcy and current management of
the business and the reporting issuer is denied access to the higtorical accounting
records necessary to audit the financid satements. In this case, as a condition of
granting the exemption, the reporting issuer may be requested by the securities
regulatory authority or regulator to

()

(i)

(iii)

represent in writing to the securities regulatory authority or regulator, no
later than the time the business acquistion report is filed that the reporting
issuer has made every reasonable effort to obtain access to, or copies of,
the higtoricd accounting records necessary to audit the financid
Satements but that such efforts were unsuccessful;

disclose in the busness acquistion report the fact that the busness has
recently emerged from bankruptcy and current management of the
busness and the reporting issuer are denied access to the historicd
accounting records;

the busness has undergone a fundamenta change in the nature of its
business or operations affecting the mgority of its operations and al, or
subgantialy dl, of the executive officers and directors of the company
have changed. @ The evolution of a busnes or progresson of a
development cycle will not be consdered to be a fundamentad change in a
reporting issuer’s busness or operations. Reief from the requirement to
incdlude audited financid datements of the busness 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 business's
current financid year, generdly will not be granted.
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8.10 Unaudited Comparativesin Annual Financial Statements of an Acquired Business

Where item 85(1)1. and subsection 85(2) of the Insrument require audited financid
datements for the most recently completed financid year of the business, accounting
principles, as defined in NI 52-107, generdly require the financid satements to include
compardtive financd information.  This comparaive financid information may be
unaudited.

PART 9 PROXY SOLICITATION AND INFORMATION CIRCULARS

9.1

Beneficial Owners of Securities

Reporting issuers are reminded that NI 54-101 prescribes certain procedures relating to
the ddivery of materids, including forms of proxy, to beneficid owners of securities and
rdated matters. It aso prescribes certain disclosure that must be included in the proxy-
related materids sent to beneficid owners.

PART 10 ELECTRONICDELIVERY OF DOCUMENTS

10.1

Electronic Ddlivery of Documents

Any documents required to be sent under the Insrument may be sent by dectronic
delivery, as long as such delivery is made in compliance with Québec Staff Notice, The
Delivery of Documents by Electronic Means, in Québec, and National Policy 11-201
Delivery of Documents by Electronic Means, in the rest of Canada.

PART 11 ADDITIONAL FILING REQUIREMENTS

111

Additional Filing Requirements

Paragraph 11.1(1)(b) of the Instrument requires a document to be filed only if it contans
information that has not been included in disclosure dready filed by the reporting issuer.
For example, if a reporting issuer has filed a materid change report under the Instrument
and the Form 8-K filed by the reporting issuer with the SEC discloses the same
information, whether in the same or a different format, there is no requirement to file the
Form 8-K under the Insirument.

PART 12 FILING OF CERTAIN DOCUMENTS

121

Statutory or Regulatory Instruments

Paragraph 12.1(1)(a) of the Instrument requires reporting issuers to file copies of ther
aticles of incorporaion, amagamation, continuation or any other condating or
establishing documents, unless the document is a datutory or regulaory indrument. This
IS a very narrow exception. For example, it would apply to Schedule | or Schedule I
banks under the Bank Act, whose charter is the Bank Act. It would not apply when only
the form of the congtating document is prescribed under satute or regulation, such as
articles under the Canada Business Cor porations Act.
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Contractsthat Affect the Rightsor Obligations of Securityholders

Paragraph 12.1(1)(e) of the Instrument requires reporting issuers to file contracts that can
reasonably be regarded as materidly affecting the rights of its securityholders generdly.
A warrant indenture is one example of this type of contract. We would expect that
contracts entered into in the ordinary course of busness would not usudly affect the
rights of securityholders generaly, and so would not have to be filed.

Filing of Other Material Contracts

We expect that the contracts required under section 12.2 of the Instrument to be filed by a
reporting issuer will generdlly be the same contracts the reporting issuer is required to
provide disclosure of under section 15.1 of Form 51-102F2. The exemption in subsection
12.2(2) of the Instrument does not affect the issuer’s obligation in section 15.1 of Form
51-102F2 to disclose the particulars of the materid contracts.

PART 13 EXEMPTIONS

131

Prior Exemptionsand Waivers

Section 132 of the Instrument essentidly dlows a reporting issuer, in certan
circumgances, to continue to rey upon an exemption or waver from continuous
disclosure obligations obtained prior to the Instrument coming into force if the exemption
or waver reates to a subdantidly Smilar provison in the Insrument and the reporting
issuer provides written notice to the securities regulatory authority or regulator of its
riance on such exemption or waiver. Upon receipt of such notice, the securities
regulatory authority or regulator, as the case may be, will review it to determine if the
provison of the Indrument refered to in the notice is subdantidly smilar to the
provison from which the prior exemption or waiver was granted. The written notice
should be sent to each jurisdiction where the prior exemption or waiver is relied upon.
Contact addresses for these notices are:

Alberta Securities Commission
4th Floor

300 — 5th Avenue SW.

Cdgary, Alberta

T2P 3C4

Attention: Director, Capitd Markets

British Columbia Securities Commission
P.O. Box 10142, Pacific Centre

701 West Georgia Street

Vancouver, British Columbia

V7Y 1L2

Attention: Financid Reporting
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M anitoba Securities Commission
1130 — 405 Broadway

Winnipeg, Manitoba

R3C 3L6

Attention: Filings Department

Office of the Administrator, New Brunswick
P.O. Box 5001

133 Prince William Street, Suite 606

Saint John, NB

E2L 4Y9

Attention: Minigter of Finance

Securities Commission of Newfoundland
P.O. Box 8700

2nd Floor, West Block

Confederation Building

75 O'Leary Avenue

St. John's, NFLD

A1B 436

Attention: Director of Securities

Department of Justice, Northwest Territories
Legd Regidries

P.O. Box 1320

1st Floor, 5009-49th Street

Ydlowknife, NWT X1A 2L9

Attention: Director, Legd Regidtries

Nova Scotia Securities Commission
2nd Hoor, Joseph Howe Building
1690 Hollis Stregt

Halifax, Nova Scotia B3J319
Attention: Corporate Finance

Department of Justice, Nunavut
Legd Regidries Divison

P.O. Box 1000 — Station 570

1< Floor, Brown Building
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lgaluit, NT XO0A OHO
Attention: Director, Lega Regidtries DiviSon

Ontario Securities Commission

Suite 1903, Box 55

20 Queen Street West

Toronto, ON M5H 3S8

Attention: Manager, Team 3, Corporate Finance

Registrar of Securities, Prince Edward Idand
P.O. Box 2000

95 Rochford Street, 5th Floor,

Charlottetown, PEI

C1A 7N8

Attention: Regidtrar of Securities

Agence nationale d’encadrement du secteur financier
800 Square Victoria, 22nd Floor

P.O. Box 246, Tour de laBourse

Montréal, Québec

H4z 1G3

Attention: Direction du marché des capitaux

Saskatchewan Financial Services Commission — Securities Division
6th Floor,

1919 Saskatchewan Drive

Reging, SK AP 3V7

Attention: Deputy Director, Corporate Finance

Registrar of Securities, Government of Yukon
Corporate Affairs }9

P.O. Box 2703

Whitehorse, Y ukon

Y 1A 5H3

Attention: Regigtrar of Securities




APPENDIX A
EXAMPLESOF FILING REQUIREMENTSFOR CHANGESIN THE YEAR END

The following examples assume the old financia year ended on December 31, 20X0

Transition
Y ear

Comparative
Annual Financial
Statementsto
Transition Year

New
Financial
Y ear

Comparative
Annual Financial
Statementsto New
Financial Year

I nterim Periods for
Transition Year

Comparative Interim
Periodsto Interim
Periodsin Transition
Y ear

Interim Periodsfor New
Financial Year

Comparative Interim
Periodsto Interim
Periodsin New Financial
Y ear

Financial year

end changed by up to 3 month

7]

2 months 12 monthsended | 2/28/X2 2 months ended Not applicable Not applicable 3 months ended 5/31/X1 | 3 months ended 6/30/X0
ended 2/28/X1 | 12/31/X0 2/28/X1 and 12 6 months ended 8/31/X1 | 6 months ended 9/30/X0
months ended 9 months ended 11/30/X1 | 9 months ended 12/31/X0
12/31/X0*
Or
14 months 12 monthsended | 2/28/X3 14 months ended 3 months ended 3/31/X1 3 months ended 3/31/X0 3 months ended 5/31/X2 3 months ended 6/30/X1
ended 2/28/X2 | 12/31/X0 2/28/X2 6 months ended 6/30/X1 | 6 months ended 6/30/X0 6 months ended 8/31/X2 | 6 months ended 9/30/X 1
9 months ended 9/30/X 1 9 months ended 9/30/X0 9 months ended 11/30/X2 | 9 months ended 12/31/X1
12 months ended 12/31/X1 | 12 months ended 12/31/X0
or
2 months ended 2/28/X1 3 months ended 3/31/X0 3 months ended 5/31/X2 3 months ended 6/30/X1
5 months ended 5/31/X1 | 6 months ended 6/30/X0 6 months ended 8/31/X2 | 6 months ended 9/30/X 1
8 months ended 8/31/X1 9 months ended 9/30/X0 9 months ended 11/30/X2 | 9 months ended 12/31/X1
11 monthsended 11/30/X1 | 12 months ended 12/31/X0
Financial year end changed by 4 to 6 months
6 months 12 monthsended | 6/30/X2 6 months ended 3 months ended 3/31/X1 3 months ended 3/31/X0 3 months ended 9/30/X 1 3 months ended 9/30/X0
ended 6/30/X1 | 12/31/X0 6/30/X1 and 12 6 months ended 12/31/X1 | 6 months ended 12/31/X0
months ended 9 months ended 3/31/X2 9 months ended 3/31/X1
12/31/X0*
Financial year end changed by 7 or 8 months
7monthsended | 12 monthsended | 7/31/X2 7 months ended 3 months 3 months ended 3/31/X0 3 months ended 10/31/X1 | 3 months ended 9/30/X0
7/31/X1 12/31/X0 7/31/X1 and 12 ended 3/31/X1 6 months ended 1/31/X2 | 6 months ended 12/31/X0
months ended 9 months ended 4/30/X 1 9 months ended 3/31/X1
12/31/X0*
or
4 months 3 months ended 3/31/X0 3 months ended 10/31/X1 | 3 months ended 9/30/X0
ended 4/30/X1 6 months ended 1/31/X2 | 6 months ended 12/31/X0
9 months ended 4/30/X 1 10 months ended 4/30/X 1
Financial year end changed by 9to 11 months
10 months 12 monthsended | 10/31/X2 | 10 monthsended 3 months 3 months ended 3/31/X0 3 months ended 1/31/X2 3 months ended 12/31/X0
ended 10/31/X1 | 12/31/X0 10/31/X1 ended 3/31/X1 6 months ended 6/30/X0 6 months ended 4/30/X 2 6 months ended 3/31/X1
6 months ended 6/30/X1 9 months ended 7/31/X2 | 9 months ended 6/30/X 1
or
4 months 3 months ended 3/31/X0 3 months ended 1/31/X2 3 months ended 12/31/X0
ended 4/30/X1 6 months ended 6/30/X0 6 months ended 4/30/X 2 6 months ended 3/31/X1

7 months ended 7/31/X1

9 months ended 7/31/X2

9 months ended 6/30/X1

* Baance sheet required only at the trandition year end date




APPENDIX B
FINANCIAL STATEMENTSREQUIRED IN A BUSINESSACQUISITION REPORT

Wasthe acquisition
completed &fter the date

A 4

of themost recent
baance shet of the
issuer filed.

A 4

Yes No

Provideapro
formabalance
shet.

A profoma
balance shet is
not reguired.

No Has morethan one
acouistion occurred
Financid satementsof
> the acquired
l Yes ,|  busnestes) arenct
No | Aretheacquistions Yes required.
reaed?
l Yes Provide audited
finencid gatementsfor
For purposss of gpplying 7 1year plusmogt recent
thesgnificant tedts the unaudited interim period
resultsof therdated of theacquired business
busnessesshould be No ”| and apro formaincome
combined.? satement for 1 year plus
mogt recent interim
period23
> Areay o the No
Sonificant tetsmet & - -
> gregter than 20%2 Isthe reporting issuer a _ Provideadited
; finencid statementsfor
Yes verture issuer?
2 years plusmost recent
Areay of the No unaudited interim period
sgnificant tetsmet a of theacquired business
grester than 40967 and apro fomaincome
Yes Satement for 1 year plus
Yes most recent interim
Isthereporting issuer a period? 3
venture issuer?
Notes:

1 Thisdecision chart provides generd guidance and should be reed in conjunction with National Instrument 51-102 and Companion Policy 51-102CP.

2 If anacguistion of related businesses condtitutes a significant acquisition when the results of the related businesses are combined, the requiired financid Satements shal
be provided for each of the rlated businesses, except for the periods during which the businesses have been under common contral or manegement, in which casethe
reporting issuer may present thefinandid statements of the businesses on acombined basis

3 Asandtenativeto the most recent interim period, financid statementsfor the acouired business may be provided for the period thet started the day after the business
most recent annual balance sheet and ended on aday that is more recent than the ending dete of the mast recent interim period otherwise required and is not later then
thedate of acquisition.




