IN THE MATTER OF
THE SECURI TI ES ACT, 1988, S.S. 1988, c. S-42.2

AND

IN THE MATTER OF
GREAT PACI FI C MANAGEMENT CO. ( ALBERTA) LTD.

Hearing Hel d August 21, 1990

Bef or e: Marcel de | a Gorgendi ere, Chairnan
Her bert Dow, Vice Chairnman
Mor |l ey Mei kl ej ohn, Comm ssi on Menber

Janmes Hall, representing Comm ssion staff
Kennet h Karwandy, representing the respondent

DECI SI ON

The Notice of Hearing states the matter to be decided by the
Saskat chewan Securities Conm ssion (the "Conm ssion"”) at a hearing
is whether Geat Pacific Managenent Co. (Alberta) Ltd. ("Geat
Pacific") nmet its obligations as a registrant under The Securities
Act, 1988, S.S. 1988, C. S-42.2 (the "Act") and conplied wth
National Policy Statement 19, Mitual Sales Conpanies: "Conm ngling
of Funds and Securities" ("NP 19"). It was also to determne
whet her the sum of $33,279.00 and interest was payable in
accordance with NP 19, to certain nmutual funds or could be retained
by Geat Pacific. Finally, it was to consider whether G eat
Pacific's application for wthdrawal from registration should be
accepted pursuant to Section 29(4) of the Act.

At the commencenent of the hearing a Schedule of Adm ssions was
filed by agreenment which is attached as Appendix 1. The Notice of
Hearing filed is attached as Appendix 2. The Schedule of
Adm ssions follows the sanme order as the Notice of Hearing.

The Comm ssion feels that it would be a fair statenent of the above
admtted facts and evidence heard to say that Geat Pacific:
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1. as a registrant authorized to sell nutual funds received
certain paynents to be applied to the purchase of such
mut ual funds;

2 in the time period in question, deposited the purchase
proceeds in an interest bearing trust account;

3. paid the anounts required for purchase of the funds;

4. paid further bank charges from the account for the

operation of the account;

5. made a further paynent to the respective mutual fund
conpanies or distributing conpanies equivalent to what
it thought was the interest earned on anounts payable for
the nutual funds; and

6. retained for its own benefit, the interest on the anpunts
payable to it for conmssions on the sales that it had
not imrediately withdrawn to its own general account.
This anount is determned by Geat Pacific and the
Conmission to be $33,279.00 and is held by Geat
Pacific's solicitors pending a disposition order by this
Comm ssi on.

The question for determnation is whether in such a circunstance
the failure to effect an inmmediate withdrawal of Geat Pacific's
comm ssions entitles it to subsequently retain the interest
recei ved, or whether all such interest received is pursuant to NP
19, in effect for the period in question, payable to the nutual
funds in which the investors were investing.

A word m ght now be said about national policies like NP 19 and its
successor National Policy 39 ("NP 39") as issued by the Canadi an
Securities Adm nistrators. The Manitoba Securities Comm ssion in
its decision in regard to W G Knight and Associates Inc., which
al so involved the same two policies said:

"These policy statenents do not have the force of |law and are
not intended to have such ef f ect. They are, however,
intended to set forth <certain basic policies of the
Comm ssion relating to securities regulation in the Province
of Manitoba and the role of the Commssion with respect
thereto "and accordingly the conm ssion expects issuers to
conmply with The Manitoba securities Conm ssion policy
statenents unl ess conpliance is waived. 91

The Conmi ssion, however, recognized that the application of a
particular policy statenment may work a hardship or be otherw se
| nappropri ate and,
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“if it is not prejudicial to the public interest to do so"
upon application, "the statenents nade in the policy statenent
w |1 not be applicable".

The Saskatchewan Commi ssion agrees that while the national policy
statenents nust be applied because it is in the public interest
that there be a clear realization of policies to be followed in
securities matters, to the greatest possible extent, t hat
ci rcunstances nmay arise which require a Conm ssion to exercise the
di scretion that 1s left to it under the Act in order to ensure that
equity is not lost in the desire for standardization.

In the Comm ssion's mnd the application nust be | ooked at to see,
firstly, whether the policy was in fact breached and, secondly, if
in fact it was breached whether the particular facts in question
nerit a different application of the policy. Naturally, 1n this
matter the interpretation of NP 19 is not w thout contestation.

To facilitate the reading of this decision, NP 19 in its entirety
is set out in Appendix 3 and in Appendix 4 a portion of NP 39 is
set out, nanely the objectives of Sections 11 and 12 (Section
11.01) as well as Section 12).

The Conm ssion was urged by the staff solicitor that "anv interest”
where it occurs in Section 1(c) of NP 19, in a literal and a plain
interpretation, can only nean that all of the interest earned, |ess
bank charges, nust be turned over to a nutual fund. Counsel for
G eat Pacific feels that any has a nmeaning which can be restricted
by the context and that dictionary definitions show that the word
i s capabl e of neaning some or all.

The Commssion is not quite prepared to grant the staff's
contention that the wording of the policy has the neaning they
state. In the end, however, a decision on that point does not
solve the issue in this case. That is because the Conm ssion
concludes that it was entirely possible for Geat Pacific and its
firm of chartered accountants to have a different opinion and not
be acting in a spirit contrary to the principle on which the policy
was based and not to be considered as trying to hide behind or
circunvent the intention of the policy:

"by hair splitting and the interpretation of a word or phrase
to suit or justify their means”

as was suggested in the Manitoba case ref erred to above. Wat then
is the basic principle? The Commi ssion notes when NP 39 was
instituted it was clearly stated in objective 3 of Section 11.01
that the interest on a trust account established for investors
pur chase of funds

"accrues to the benefit of either the mutual fund or the
i nvestor"



and in Section 12.01, subsection 4 provides:

“.... all interest earned on the trust accounts referred to
in clause (1) less any bank charges applicable thereto shal
be paid to the nutual fund no less frequently than nonthly
and. . ... the participating dealer shall not be entitled under
any circunstances to any interest earned on the trust account
or trust accounts referred to in clause (1);"

The sane provision is made for sub-distributors in Section 12.03,
subsection 4.

one can argue whether the difference in the use of all or anv
interest in policies NP 19 and 39 is a substantive change or not,
or whether it constitutes nere hair splitting. However, the
Commi ssion notes wth interest that the Ontario Securities
Comm ssion in a release dated the 22 of Mirch 1989, which was
entitled "OSC Settles Interest Issue Wth Miutual Fund Deal ers" that
the Ontari o Conm ssion staff acknow edged

"sone inherent wuncertainty in the provisions and effect of
Nat i onal Policy 19."

They stated, however, their firm faith that the interest on the
suns deposited should not go to the dealers on the ground that

"fiduciary obligations existed in the circunstances and
retention of interest constituted an unjust enrichnent and
created a potential conflict of interest for the nutual fund
deal ers.”

This is nore extensive but still in basic agreement wth the
Mani t oba Conmission's interpretation that NP 19's intention is:

"that no person receiving noney from the public should retain
the interest earned on that noney if and when deposited in its
account".

This Conmi ssion can certainly accept these statenents as being a
fair and proper interpretation of the policy. But, it is also true
that the Ontario Comm ssion staff at least felt there could be a
bona fide wuncertainty caused in the mnd of dealers |like the
applicant and that the resolution of this particular unique issue
involves an exam nation of the circunstances in order to see
whet her any exist which could warrant the retention of the
i nterest.

Counsel for Geat Pacific contends that the circunstances in this
particular case are unique. In this particular case, Geat Pacific
felt that it was clearly required to pay the nutual funds the
purchase price required in a timely fashion and that it was
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entitled to deduct from the trust account bank charges for the

operation of the account. However, it also felt that while it was
entitled to forthwith deduct earned commssions, it was not
obligated to do so immediately. In the rushed and harried

ci rcunst ances of the boom year of 1986-87, nade worse by the stroke
and death of the principal ower, it had sufficient inconme fromthe
paynments of comm ssions fromthe nutual funds that had received the
entire deposit fromthe custonmers. These cheques went directly to
the firms general account from which it was able to neet its
sal espersons' commi ssions and operating expenses. It did not
attend to the tinmely wthdrawal of comm ssions and this
circunstance was probably not contenplated by the |awers who
drafted the policy. They would not Ilikely imgine soneone not
transferring fees when earned froma trust to a general account.

When reporting to the Manitoba Securities Comm ssion, as part of
its annual return and subsequently thereto, it was determ ned that
Great Pacific should have paid sone interest to the nutual funds.
According to its accountant's evidence, it thereupon had its
accounting firm do an el aborate reassessnent of the interest paid
to it, calculated the anmount that would be payable on the nonies
due to the funds in which its custoners invested as a result of the
arrangenent nmade with its bankers for paynent based on the average

account float. It retained to itself that anmount which its
accountants determned as being interest on the comm ssions which
it had not paid to itself and remained in the account. The

accountant's nethodology for determining this was outlined to the
Mani t oba Securities Comm ssion in 1986 for the conpany's 1985 year
whi ch nmethod of conputation was deened acceptable in a letter from
t he Mani toba Comm ssion dated the 26 day of June, 1986.

Some question arose as to whether in fact this nethodol ogy was
accepted by the Manitoba Conm ssion as a proper resolution to the
requi renents of NP 19. The Comm ssion did not allow the Comm ssion
staff to bring in by telephone rebuttal evidence of M. Schaefer
of the Mnitoba Securities Comm ssion after the Comm ssion staff
had closed its case. The Comm ssion was satisfied that there were
enough facts in front of it on which to base a decision as to how
it viewed the requirements of NP 19. It is to be noted that the
Manit oba Commi ssion in its order of May 18, 1988 in regard to W
G Knight and Associates Inc., as referred to above, acknow edged
as follows on page 6:

"M Riley did present evidence that one fund, Geat Pacific
Managenment (Al berta) Ltd., where M. Knight was enployed at
that tinme, had not paid the interest earned to the nutual
funds. However, evidence later proved that after having this
failure drawn to its attention, the Broker-Dealer remtted the
interest to the nutual fund in conpliance with NP 19.”

That evidence confirns Exhibit R2, a letter to the accounting firm
fromthe Manitoba Securities Conmm ssion, dated June 26, 1986, which
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"I'n response to your letter of June 12, 1986 and our tel ephone
di scussion yesterday, wherein you clarified the nethodol ogy
enpl oyed. . ... pl ease be advised that the method of conputation
is acceptable.... W will also require confirmation from your
client that these procedures, in accordance wth National
Policy No. 19, will hereinafter be consistently applied.”

It may be that the conversation and the letter did not constitute
approval. Manitoba requested Saskatchewan to inquire into trust
account interest for subsequent years finally leading to this
application. Wether either Conm ssion accepted the "nethodol ogy”
is not essential in determining that Geat Pacific had sone bona
fides in its failure to change that nethodol ogy. VWhat is nore
inmportant in light of the reason for the policy is whether G eat
Pacific unjustly profited from sonmeone else's noney by retaining
the interest earned on that noney when deposited to its account.

The Conm ssion accepts the contentions of Ms. Panela Ann Wil er who
managed the account for the national accounting firm involved. In
determ ning the anounts of interest received, she is satisfied that
nore than a fair amount of interest was paid to the nutual funds
for the time in which the nonies payable to it were held in the
account. Over thirty-three mllion dollars was handled involving
sone thirteen thousand entries. After test calculations on an
i ndividual client basis she felt these averaged |less than two cents
an account and this was nore than conpensated for in the funds that
were remtted. The interest rate factored in as payable on the
average cash flow was a weighted average of 6% which was higher
than the actual average which she felt was 5.85% W accept that
her met hodol ogy used was reasonable in determ ning the anount paid.
She also felt that at all tines she had advised her client so as
to proceed in accordance with the intent of NP 19 and that her
client had not received any benefit from the nonies for the tine
period that they were in the account and belonged either to the
client or to the nutual fund. Her client paid tax on the anpunt
it retained.

The Commission nust decide then, in |light of these unique
circunstances, who should receive the funds. It is certain that
at this time if the nonies are paid to the mutual funds that were
the original recipients of the investnents that they wll with no
degree of certainty end up benefitting in any way the original
pur chasers. Shoul d the funds neverthel ess be the recipient, even
though it is clear that they have received the interest that they
woul d have received had Geat Pacific imediately transferred its
comm ssions? In that event, Geat Pacific would be out not only
the interest on its trust account that pertained to its own
comrissions, it would also be out the additional $13,000 to $15, 000
paid in accounting fees in order to determne the interest that was
payable to the mutual funds so that it could establish that it had



not retained interest on noney received from the public to which
the public was entitled.

The Commssion notes that the Ontario settlenent previously
referred to allowed for a 25% paynent from the total interest
received to cover not only bank charges but also to conpensate
dealers for sonme other costs for maintaining the separate trust
account. It was admtted as being in no way an exact determ nation
but accepted as rough justice. |In this particular case the anpunt
being retained, while not perfectly accurate, is reasonably so.
In any event, because Geat Pacific has paid the costs of making
an actual determnation it is not necessary to speculate, as the
Ontario Conm ssion did, that the costs approxi nated between 20% and
80% of the interest. W know to a reasonabl e degree that nore than
the interest due to the funds has been paid.

The Commission finds that it is not necessary to determne the
point as to whether NP 19 has been followed in order to decide the
di sposition of the funds. As NP 19 is no longer in existence a
deci sion would not have any value in that regard. W find that
there has been conpliance with its principal intent that there be
no benefit fromthe use of the funds that pertained to its clients.
The funds paid to Geat Pacific's solicitors can be released to
Geat Pacific. There has been no wundue enrichnent and no
deli berate breach of policy because Geat Pacific's retention was
done in a bona fide belief that it was correct and its custoners
have not suffered any | oss.

The Conm ssion further agrees that Geat Pacific's application for
wi thdrawal from registration pursuant to Section 29(4) of the Act
shoul d be accept ed.

DATED at the City of Regina, in the Province of Saskatchewan, this
19'" day of Septenber, 1990.

j b | /9
yp;%gé/)@wwm

MARCEL de | a GORGENDI ERE, Q C.
CHAI RVAN

SASKATCHEWAN SECURI TI ES COMM SSI ON

Attachnments:
Appendix 1 to 4



APPENDI X 1

IN THE MATTER OF
THE SECURITI ES ACT, 1988, S.S. 1988, C S-42.2

AND

IN THE MATTER OF
GREAT PACI FI C MANAGEMENT CO. ( ALBERTA) LTD.

Schedul e of Adm ssi ons

J. M Hall o K. J. Karwandy
Advi sor to the Commi ssion Counsel for the Respondent
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11.

12.

13.

Schedul e of Adm ssi ons

Great Pacific was incorporated pursuant to the laws of the
Province of Alberta on May 27, 1969;

Geat Pacific was first registered as a nutual fund dealer in
Saskatchewan in 1970 and at all material tinmes in this mtter
was so registered to sell nutual funds within the Province of
Saskat chewan;

Since incorporation Geat Pacific has been primarily engaged
in the business of selling units of nutual funds as an agent
for mutual funds and has done business in the Provinces of
Mani t oba, Saskat chewan & Al bert a;

G eat Pacific has never been a nenber of a stock exchange
recogni zed by the Conmm ssion or of the Investnent Dealers'
Associ ati on of Canada;

In April 1990, Geat Pacific, applied to wthdraw from
registration as a nutual fund dealer within the neaning of the
Act and ceased to do business in the Province of Saskatchewan
fromand after that date;

In 1971 the Conmmi ssion adopted NP 19 and it remained in effect
until Decenber 31, 1987; (bal ance del et ed)

In October 1987, the Conm ssion adopted National Policy
Statenment No. 39 "Mitual Funds" (“NP 39"), effective January
1, 1988; (bal ance del et ed)

(No agreenent on wording);

Wen the Act canme into force, the Comm ssion reaffirmed the
adoption of NP 39 on Novenber 7, 1988, in Saskatchewan Loca
Policy Statenent 1.1 "General";

Section 12 of NP 39 was subsequently anended in the fall of
1988; (bal ance del et ed)

Throughout Great Pacific’s financial year from August 1, 1986
to July 31, 1987 (the "Relevant Period") Geat Pacific
mai ntai ned a trust account nunbered 41-00212 at the Canadi an
| nperial Bank of Commerce, Albert Street and Gordon Road
(Southland Mall) branch, Regina, Saskatchewan (the "Trust
Account");

During the Relevant Period, NP 19 was in effect in Saskatchewan;
(bal ance del et ed)

Geat Pacific deposited into the Trust Account all funds
received fromits clients for investnment and it paid fromthe
Trust Account, inter alia, mutual funds for the purchase of

units in such nmutual funds for the benefit of its clients.
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15.

16.

17.
18.
19.
20.

21.
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Great Pacific also deposited into the Trust Account all funds
received from various nutual funds on behalf of clients with
respect to the redenption of nmutual funds and it paid fromthe
Trust Account its clients for the redenptions of units in such
mut ual funds;

During the Relevant Period, $69,480.00 was credited to the
Trust Account wth respect to interest earned on (word
del eted) funds held on deposit in the Trust Account and bank
charges in the anount of $12,513.00 were incurred by Geat
Paci fic | eaving a bal ance of $56,967.00 in the Trust Account;

G eat Pacific allocated $23,688.00 of the $56,967.00 credited
to the Trust Account to interest earned on the funds of
clients held on deposit in the Trust Account and remtted the
noney to the nutual funds purchased by clients during the year
in the same proportion as the original purchases. The npney
remtted augnented the nutual funds for the indirect benefit
of Great Pacific's clients;

Fol |l owi ng such allocation, Geat Pacific clained ownership of
the balance of the interest of $33,279.00 on the basis that
It was 1 nterest earned on commssions due to Geat Pacific
that had not been paid out of the Trust Account;

(No agreenent on wording);
(No agreenent on wording);
(No agreenent on wording);
By witten agreenent between the staff of the Comm ssion and
Geat Pacific dated April 20, 1990 the sum of $33,279.00 has
been deposited in an interest bearing trust account by G eat

Pacific with its solicitors in Regina, Saskatchewan, pending
the direction of the Conmm ssion;

Not appli cabl e;

August 20, 1990



APPENDI X 2

IN THE MATTER OF
THE SECURI TI ES ACT, 1988, S.S. 1988, c. S-42.2

AND
IN THE MATTER OF
GREAT PACI FI C MANAGEMENT CO.  (ALBERTA) LTD.

NOTI CE OF HEARI NG

TAKE NOTICE that the Saskatchewan Securities Conm ssion
(the "Commission") wll hold a hearing pursuant to section 9 of
The Securities Act, 1988, S.S. 1983, c. S-42.2 (the "Act") at the
offices of the Commission, 8th Floor, Toronto-Dom nion Bank
Bui | di ng, 1914 Ham | t on Street, Regi na, Saskat chewan, on
Tuesday the 21st day of August, 1990 at 9:00 o'clock in the
f orenoon;

TO CONSI DER:

1. Whet her Great Pacific Mnagenent Co. (Alberta) Ltd. ("G eat
Pacific") has net its obligations as a registrant under the
Act and has conplied wth National Policy Statenent No. 19
"Mutual Fund Sales Conpanies: Commingling of Funds And
Securities" ("NP 19") with respect to the retention by G eat
Pacific of the sum of $33,279.00 earned as interest on its
trust account;

2. The disposition of the sum of $33,279.00, and the interest
thereon, currently held in trust by the solicitors for G eat
Pacific, being interest earned on nonies received fromclients
for investnent in nutual funds and upon redenption of clients’
shares in nutual funds; and,

3. Whether Geat Pacific's application for wthdrawal from
registration should be accepted pursuant to section 29(4) of
t he Act.
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BY REASON OF THE FOLLOW NG MATTERS AND ALLEGATI ONS:

1.

Great Pacific was incorporated pursuant to the laws of the
Province of Alberta on May 27, 1969;

Geat Pacific was first registered as a nutual fund dealer in
Saskatchewan in 1970 and at all material tinmes in this mtter
was so registered to sell nutual funds within the Province of
Saskat chewan;

Since incorporation Geat Pacific has been primarily engaged
in the business of distributing nutual funds and has done
busi ness in the Provinces of Manitoba, Saskatchewan & Al bert a;

G eat Pacific has never been a nenber of a stock exchange
recogni zed by the Comm ssion or of the Investnent Dealers’
Associ ati on of Canada;

In April 1990, Geat Pacific, applied to wthdraw from
registration as a nutual fund dealer within the neaning of the
Act and ceased to do business in the Province of Saskatchewan
fromand after that date;

In 1971 the Conmm ssion adopted NP 19 and it remained in effect
until Decenber 31, 1987. Section 1 of NP 19 required that al
mut ual fund distributors receiving noney for investnent in a
mutual fund or upon redenption of shares of the nutual fund,
deposit such noney in a trust account. Any interest earned
on the trust account, |ess bank charges, was to be remtted
to the nmutual fund for the benefit of all shareholders or
uni t hol ders;

In October 1987, the Conm ssion adopted National Policy
Statenment No. 39 "Mitual Funds" ("NP 39"), effective January
1, 1988. NP 39 represented a conprehensive statenent of
national policies applicable to all nutual funds. As such it
consolidated the nmjority of national policies on nutual
funds, including NP 19;

Section 12 of NP 39 restated the requirenment from NP 19 that
all rmutual fund distributors deposit nonies received for
investnment or on redenption in a trust account (now interest-
bearing). As well, all interest earned on the trust account,
(unless paid to the investors pro rata), |ess bank charges,
is to be remtted to the nutual fund;

Wen the Act canme into force, the Comm ssion reaffirnmed the
adoption of NP 39 on Novenber 7, 1988, in Saskatchewan Loca
Policy Statenent 1.1 "General";
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Section 12 of NP 39 was subsequently anended in the fall of
1988 to explicitly provide that nmutual fund dealers shall not
be entitled under any circunstances to any interest earned on
the trust accounts containing nonies received for investnent
or on redenption;

Throughout Great Pacific's financial year from August 1, 1986
to July 31, 1987 (the "Relevant Period") Geat Pacific
mai ntai ned a trust account nunbered 41-00212 at the Canadi an
| rperial Bank of Commerce, Albert Street and Gordon Road
(Southland Mall) branch, Regina, Saskatchewan (the "Trust
Account");

During the Relevant Peri od, NP 19 was in effect in
Saskat chewan and Great Pacific was subject to its provisions;

Geat Pacific deposited into the Trust Account all funds
received fromits clients for investnent and it paid fromthe
Trust Account various nutual funds for the purchase of units
in such nmutual funds for the benefit of its clients. Geat
Pacific also deposited into the Trust Account all funds
received from various nutual funds on behalf of clients wth
respect to the redenption of mutual funds and it paid fromthe
Trust Account its clients for the redenptions of units in such
mut ual funds;

During the Relevant Period, $69,480.00 was credited to the
Trust Account wth respect to interest earned on clients'
funds held on deposit in the Trust Account and bank charges
in the anpunt of $12,513.00 were incurred by Geat Pacific
| eavi ng a bal ance of $56,967.00 in the Trust Account;

Geat Pacific allocated $23,688.00 of the $56,967.00 credited
to the Trust Account to interest earned on the funds of
clients held on deposit in the Trust Account and remtted the
noney to the nutual funds purchased by clients during the year
in the same proportion as the original purchases. The npbney
remtted augnented the nutual funds for the indirect benefit
of Great Pacific's clients;

Fol |l owi ng such allocation, $33,279.00 renained as a net credit
to the trust account for the Relevant Peri od;

Great Pacific subsequently clainmed ownership of the sum of
$33,279.00 and has refused to remt to the nutual funds the
sum of $33,279.00 earned as interest on clients' funds,
despite receiving directions to do so from the staff of the
Commi ssi on;

In retaining the sum of $33,279.00 earned as interest on
clients' funds during the Relevant Period, Geat Pacific was
and is knowingly in violation of National Policy 19;
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19. The actions of Geat Pacific in retaining the sum of
$33,279.00 and in contravening NP 19 in so doing are contrary
to the public interest;

20. By witten agreenent between the staff of the Comm ssion and
Geat Pacific dated April 20, 1990 the sum of $33,279.00 has
been deposited in an interest bearing trust account by G eat
Pacific with its solicitors in Regina, Saskatchewan, pending
the direction of the Comm ssion;

21. Such further matters and all egati ons as counsel nay advi se and
t he Conmm ssion may all ow,

AND TAKE FURTHER NOTICE that Geat Pacific may be
represented by counsel at the hearing and may nake representations
and | ead evi dence;

AND TAKE FURTHER NOTICE that Geat Pacific is required
to give witten notice of its intention to attend or not to attend
the said hearing, such notice to be addressed to the Secretary of
the Conmm ssion, 850 - 1914 Hamilton Street, Regina, Saskatchewan,
S4P 3V7, at |east two days before the said date of the hearing;

AND THAT upon failure of any person to attend at the tine
and place as aforesaid, the hearing may proceed in the absence of
such person and no further notice of the proceeding will be given
to such person

DATED at the City of Regina, in the Province of
Saskat chewan, this 18th day of July, 1990.

% o
1 -"--
f A
{ L]
ﬁ_.ﬁrﬂ_ﬂ . . e T
; Ta L. Shourounis
D rector

Saskat chewan Securities Conm SSion

Not e: Docunentary evidence to be used at the hearing may be
obtained by Geat Pacific or its counsel at the
Commi ssion's office, 850 - 1914 Ham |lton Street, Regina,
Saskat chewan, prior to the date of +the hearing by
appointnment with the Advisor to the Comm ssion, whose
t el ephone nunber is (306) 787-5645.



APPENDIX 3

NATIONAL POLICY No. 19

MUTUAL FUND SALES COMPANIES: COMMINGLING OF FUNDS
AND SECURITIES

The registrations of all mutual fund contractual plan (distributors or underwri-
holding provincial registration, exceptin% members of a stock exchange recog-
nized in the particular province or of the Investment Dealers' Association of
Canada, must comply with the following requirements-

1. All monies received by a contractual distributor or underwriter of a mutual
fund
(@) for investment in the shares of the mutual fund either directly or
through the medium of the plan, or

(b) upon redemption of shares of the mutual fund either directly or
through the distributor or underwriter-,

shall, when received by the distributor or underwriter be separately ac-
counted for and be deposited in a trust account out of which may be paid the
sales charges, service fees and monies received for purposes other than in-
vestment in shares of the mutual fund to which the distributor or underwri-
ter may be entitled, but which monies shall not be otherwise commingled
with the assets of the distributor or underwriter or used in any way to fi-
nance its operations;

(c) any interest earned on monies deposited in the trust account less bank
charges on the account should be turned over to the mutual fund as
received for the benefit of all shareholders or unitholders. In the case of
a trust account used for more than one fund a pro rata application shall
be made based on cash flow-,

(d) monies received for the purchase of shares or units shall be transferred
to the mutual fund within two business days following the determina-
tion of the price of the shares or units purchased.

2. Contractual distributors or underwriters of a mutual fund are prohibited
from transferring, pledging, encumbering or dealing with in any way,
shares of a mutual fund held for investors for safekeeping, under plans or
otherwise, except to the extent specifically provided for in any written
agreement between such distributors or underwriters and the investor set-
ting out the terms under which such mutual fund shares are being held.

3. To ensure compliance with these provisions each contractual distributor or
underwriter of a mutual fund is required to file with the administrator
#Commlssmn) annually the auditor's report that in the opinion of such audi-
or the company has complied with the provisions of this policy statement
regarding commingling of funds or shares.

4. The failure to comply with these provisions shall be deemed conduct mak-
ing a registrant subject to discipline by the administrator (Commission).

5. A contractual distributor or underwriter of a mutual fund shall be deemed
to comply with paragraph 1 of the foregoing provisions,

(a) if all the monies received from investors are placed in the same trust
account %with the monies received from the fund for redemption of
shares and the netting of proceeds from sales a?ainst proceeds from
redemptions anti the furnishing of one money settlement for both types
of transactions is within the intent of the foregoing provisions, or

(b) if all the monies received from investors are separately accounted for
and the not amount to be invested in the shares of the mutual fund is
paid to the mutual fund by certified cheque simultaneously with the
deposit in the distributor's or underwriter's general bank account of
the monies received from the investor provided the said deposit is
made within the time limits provided by paragraph 1(d).



APPENDIX 4

SECTION Il
SALE AND REDEMPTION OF SECURITIES OF A MUTUAL FUND
SECTION 11.01 - OBJECTIVES

The provisions of Sections 11 and 12 of this policy are aimed at:

(1) ensuring that an investor’s funds which are to be invested in a mutual fund are
received by the mutual fund promptly and preferably concurrently with the inves-
tor’s order being accepted by the mutual fund

(2) eliminating or at least reducing the opportunity for loss of an investor’s funds
during the period from the delivery of such funds by the investor in respect of the
investor’s purchase of securities of the mutual fund to the time of receipt of such
funds by the mutual fund;

(3) ensuring that interest earned on an investor’s funds during the period from the
delivery of such funds by the investor in respect of the investor’s purchase of
securities of the mutual fund to the time of receipt of such funds by the mutual
fund, accrues to the benefit of either the mutual fund or the investor;

(4) ensuring that interest earned on an investor’s funds during the period from the
acceptance by the mutual fund of the investor’s order for redemption of securities of
the mutual fund to the time of receipt of such funds b y the investor, accrues to the
benefit of the mutual fund, regardless of whether the redemption monies are paid
dlrectly by the mutual fund or by an agent of the mutual fund.
The provisions of Sections 11 and 12 are to be interpreted with these objectives in mind
and all arrangements between or among a mutual fund, its principal distributor, it man-
ager, any dealer participating in the distribution of securities of the mutual fund or anyone
else should be made or brought into line to give effect to these objectives and their intent. In
particular, and without limitation, in making arrangements for services to or in respect of
the mutual fund, it should e ensured that an investor’s funds which are required by Section
12 of this policy to be held as trust funds retain their character as trust funds in the hands of
respective parties providing services and provision should be made for the mutual fund, its
manager and its principal distributor, through their designated representative, to examine
the books and records of the respective parties providing services to or in respect of the
mutual fund for the purpose of monitoring compliance with the requirements of the agree-
ments and of this policy.

In order to implement these objectives, it is essential that all persons participating in
the distribution of securities of a mutual fund be adequately organized to do so and have
adequate facilities and procedures in place to do so. In addition, in order to shorten the
period between the placing of an order for the purchase of securities of a mutual fund and the
time that the funds in respect of that order are actually received by the mutual fund, a
dealer receiving an order for the purchase of securities of a mutual fund must at the time of
receipt of the investor's order obtain from the investor all relevant documentation, informa-
tion and registration instructions so that the same is available at the time the order is
transmitted to the mutual fund or its principal distributor for transmittal in conjunction
with the acceptance of the order by or on behalf of the mutual fund. Similarly, in order to
shorten the period between the placing of an order for the redemption of securities of a
mutual fund and the payment to the investor of the redemption proceeds, a dealer receiving
an order for redemption must at the time of receipt of the investor’s order obtain from the
investor all relevant documentation required by the mutual fund in respect of the redemp-
tion including, without limitation, any written request for redemption that may be required
by the mutual fund, duly completed and executed, and any certificates representing the
mutual fund securities to be redeemed so that all required documentation is available at the
time the redemption order is transmitted to the mutual fund or its principal distributor for
transmittal in conjunction with the acceptance of the order by or on behalf of the mutual
fund.

In all arrangements that are made with respect to the distribution of securities of a
mutual fund, a dealer transmitting an order for the purchase of securities of a mutual fund
shall be responsible for ensuring that payment of the issue price of such securities is made
when due. Accordingly, dealers participating in the sale of mutual fund securities should
ensure that their arrangements with their clients are adequate to cover such obligations as
any loss which arises due to a failure of an investor to deliver funds or to a cheque being
dishonoured on presentation for payment or for any other reason shall be borne as between
the mutual fund, its principal distributor and the dealer in question by the dealer or
principal distributor and not by the mutual fund. Similarly, on the redemption of securities
of a mutual fund, any loss resulting from the failure to verify the identity of the person
requesting the redemption of securities of a mutual fund shall be borne as between the
mutual fund and anyone participating in the distribution or redemption of securities of the
mutual fund by such other participants and not by the mutual fund.



SECTION 12

COMMINGLING OF MONEY
SECTION 1201 - PRINCIPAL DISTRIBUTORS - COMMINGLING OF MONEY
Subject to Section 12.02, a principal distributor of a mutual fund shall comply with the
following requirements:
all monies received by a principal distributor:
(a) for investment in securities of the mutual fund; or

(b) upon the redemption of securities of the mutual fund:

shall be separately accounted for and shall be deposited in an interest-bearing trust
account or trust accounts, but may not otherwise be commingled with the assets of
the principal distributor and may not be commingled with money received by the
principal distributor with respect to the sale of redemption of securities other than
mutual fund securities or with respect to the sale or redemption of investment
contracts;

(2) the principal distributor shall not use any of the monies referred to in clause (1) to
finance its own or any other operations in any way;

(3) (i) remitting the net amount to be invested in the securities of the mutual fund to

the mutual fund;

(ii) paying redemption proceeds to the investors entitled thereto; or

(iii) paying sales charges, service fees and any other similar amounts to which the
principal distributor may be entitled,;

(4) unless the interest is paid to the investors pro rata, all interest earned on the trust
account or trust accounts referred to in clause (1) less any bank charges applicable
thereto shall be paid to the mutual fund no less frequently than monthly and where
the monies in the trust account or trust accounts are held for more than on mutual
fund, the amount payable on account of interest shall be prorated among the mutual
funds based on cash flow; the participating dealer shall not be entitled under any
circumstances to any interest earned on the trust account or trust accounts re-
ferred to in clause (1);

(5) all monies received by the principal distributor for the purchase of securities of the
mutual fund shall be paid to the mutual fund forthwith and in any event no later
than the second business day following the date of receipt;

(6) the principal distributor shall not transfer, lend pledge, encumber or otherwise
deal in any way with securities of a mutual fund held for investors in safekeeping or
under plans or otherwise except to the extent expressly provided for in any written
agreement between the principal distributor and the investor setting out the terms
on which the securities of the mutual fund are held and may be dealt with.

SECTION 12.02 - DEEMED COMPLIANCE

Where the principal distributor commingles in one trust account the monies referred to in
Section 12.01(1)(a) and (b), the principal distributor may net the proceeds from sales
against the proceeds from redemptions and make on cash settlement.

SECTION 12.03 — SUB-DISTRIBUTORS - COMMINGLING OF MONEY

Where any dealer participates with a mutual fund or with the principal distributor of the
mutual fund (the “participating dealer”) in the distribution of securities of the mutual fund,
such participating dealer shall comply with the following requirements:

(1) all monies received by the participating dealer for investment in securities of the
mutual fund shall be separately accounted for and shall be deposited in an interest-
bearing trust account or trust accounts, but may not otherwise be commingled with
the assets of the participating dealer and may not be commingled with money
received by the participating dealer with respect to the sale or redemption of
securities other than mutual fund securities or with respect to the sale or redemp-
tion of investment contracts;

(2) the participating dealer shall not use any of the monies referred to in clause (1) to
finance its operations in any way;

(3) the participating dealer shall be entitled to withdraw monies from the trust account or
trust accounts referred to in clause (1) only for the purpose of

(i) remitting the net amount to be invested in the securities of the mutual fund to
the mutual fund or the principal distributor of the mutual fund; or

(ii) for the purpose of paying sales charges, service fees and any other similar
amounts to which the participating dealer or the principal distributor may be
entitled;



(4) unless the interest is paid to the investors pro rata, all interest earned on the trust
account or trust accounts referred to in clause (1) less any bank charges applicable
thereto shall be paid to the mutual fund no less frequently than monthly and where
the monies in the trust account or trust accounts are held for more than one mutual
fund, the amount payable on account of interest shall not be prorated among the
mutual funds bused an cash flow; the participating dealer shall not be entitled
under any circumstances to interest earned on the trust account or trust accounts
referred to in clause (1);

(5) all monies received by the participating dealer for the purchase of securities of the
mutual fund shall be paid to the mutual fund or its principal distributor as soon as
practicable and in any event no later than the Settlement Date;

(6) the mutual fund or the principal distributor, as the case may be, shall be entitled
through their respective auditors or other designated representatives to examine
the books and records of the participating dealer for the purchase of securities of
the mutual fund shall be paid to the mutual fund or its principal distributor as soon
as practicable and in any event no later than the Settlement Date;

(6) the mutual fund or the principal distributor, as the case may be, shall be entitled
through their respective auditors or other designated representatives to examine
the books and records of the participating dealer for the purpose of verifying the
participating dealer’s compliance with the foregoing.

SECTION 12.04 — COMPLIANCE REPORT

The principal distributor of a mutual fund and each of the participating dealers referred
to in Section 12.03 shall complete and file with the securities authorities a report with
respect to its compliance during the last completed financial year with the applicable
requirements of Section 12, such compliance report to be filed within 120 days of the
applicable fiscal year end and to be accompanied by a letter form the auditors of the principal
distributor of the mutual fund or the participating dealer, as the case may be, advising
whether the auditors are in agreement with the information given in the report as to
compliance with the applicable requirements of Section 12.

SECTION 12.05 - EXEMPTION

The provisions of Section 12 of this policy, with the exception of Sections 12.01(5),
12.03(5), 12.03(6) and 12.04, do not apply to members of The Investment Dealers Association
of Canada.



