
Registrant outreach seminar: 
working capital calculations 
September 20, 2013 

Presenter
Presentation Notes
To start, Jon and I would like to welcome everyone and we thank you for your interest today’s seminar



Disclaimer 
 
The views expressed in this presentation are the personal views of the 
presenting staff and do not necessarily represent the views of the 
Commission or other Commission staff. 
 
The presentation is provided for general information purposes only and 
does not constitute legal or accounting advice. 
 
Information has been summarized and paraphrased for presentation 
purposes and the examples have been provided for illustration purposes 
only.  
 
Information in this presentation reflects securities legislation and other 
relevant standards that are in effect as of the date of the presentation. 
The contents of this presentation should not be modified without the 
express written permission of the presenters. 
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Presenter
Presentation Notes
Now before continuing any further, I must draw your attention to the following disclaimer above and must read you the following sentence from the disclaimer:The views expressed in this presentation are the personal views of thepresenting staff and do not necessarily represent the views of theCommission or other Commission staff.



Agenda 
 
 Capital requirements 
 Frequency of working capital calculations 
 Financial reporting obligations 
 Subordinated loans 
 Case study 
 Capital deficiencies 
 Opportunity to be heard process 
 Useful references 
 Electronic submissions 
 Summary 
 Questions 
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Presenter
Presentation Notes
The purpose of today’s presentation to increase your proficiency in working capital calculationsTo do this, todays agenda will start with an overview of the rules and applicable guidanceWe will talk about What the minimum capital requirements areFrequency of working capital calculations – So how often working capital calculations need to be doneFinancial reporting obligations –covering off what needs to be filed and whenSubordination loans – how to properly use themFrom there we will break off into a case study.  We built the case study from actual issues that the CRR branch has come across AND concluded on during compliance reviews.The items in the case study will address those items that can be a little trickier to deal with and should reflect some of those items that you would find on your firm’s statement of financial positionAfter the case study we will provide an overview of what happens if a firm does have a capital deficiency AND touch on the opportunity to be heard processWe will then provide a summary of main take away points and point you to some useful referencesWe will then finish up with a question period.  We ask that in the interest of time that you please hold questions until the question period. 



Capital requirements 
 
 S. 12.1 of National Instrument 31-103 

Registration Requirements, Exemptions and 
Ongoing Registrant Obligations (NI 31-103) 
outlines the capital requirements that firms 
must maintain 
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Presenter
Presentation Notes
Firms’ capital requirements are laid out in s.12.1 of National Instrument 31-103 



Capital requirements (cont’d) 
 
 For the purpose of completing Form 31-103F1 

Calculation of Excess Working Capital (Form 31-
103F1), the minimum capital is: 
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Registration category Minimum capital 

Adviser $25,000 

Dealer $50,000 

Investment fund manager (IFM) $100,000 

Presenter
Presentation Notes
The following table summarizes firms’ minimum capital amounts when completing Form 31-103F1 Which you will hear Jon and I refer to as the F1



Capital requirements (cont’d) 
 

 
 Where a firm is registered in multiple categories 

(S. 12.1 of Companion Policy 31-103CP 
Registration Requirements, Exemptions and 
Ongoing Registrant Obligations (31-103CP)): 

 
• Minimum capital amounts are NOT cumulative 

 
• Minimum capital amount is the highest minimum 

capital amount applicable to the firm’s registration 
categories (e.g. the minimum capital for a firm 
registered as a dealer and IFM would be $100,000) 
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Presenter
Presentation Notes
Note, where a firm is registered in multiple categories the minimum capital amount are NOT cumulative.Therefore, where the firm is registered in more than one category of registration, the minimum capital is the highest amount applicable to the firm’s registration categoriesSo for example, a firm registered as a dealer and IFM would use the minimum capital amount of an IFM being $100,000 rather than the $50,000 requirement of a dealerREFERENCE ONLY:S. 8.6 exemption: The $100,000 minimum capital amount would not apply to an IFM that is exempt from the dealer registration requirement under section 8.6 of NI 31-103 in respect of all investment funds for which it acts as adviser.  (S. 12.1(4) of NI 31-103 and s. 12.1 of 31-103CP). Therefore, minimum capital is $25,000 (adviser requirement)



Frequency of working capital 
calculations 

 
 

 Section 12.1 of 31-103CP provides the following 
guidance: 
 

• Registered firms should know their working capital 
position at all times 

 
• Frequency of preparing working capital calculations 

depends on many factors: 
• Size of firm 
• Nature of business and stability of the components of 

firm’s working capital 
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Presenter
Presentation Notes
Moving to the next section- How often should firms prepare their working capital requirementsSo while their isn’t a rule that states firms must prepare their calculations every x days or months Section 12.1 of the companion policy to 31-103 does provide the following guidanceFirms should know their working capital at all times And in terms of frequency, the CP says it depends CP says that we should look to Size of the firmNature of business andStability of the components of the firms working capitalSo a firms who has working capital that fluctuates considerably and whose business is unpredictable should do the calculation more frequently than a firm who working capital stays relatively consistent



Frequency of working capital 
calculations (cont’d) 

 
 

 “For example, it may be sufficient for a sole proprietor 
firm with a dedicated and stable source of working 
capital to do the calculation on a monthly basis” 
 

 Maintain evidence of calculations  
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Presenter
Presentation Notes
The CP does go further to suggest what might be considered as a minimum expectation in terms of frequency by stating:For example, it may be sufficient for a sole proprietor firm with a dedicated and stable source of working capital to do the calculation on a monthly basis”As an examiner, I would say that there may be instances that it would be appropriate to prepare your working capital calculations less frequently than monthly.  However, I would also suggest that if you determine this to be case, that you prepared to explain to examination staff why this is the case.Also, of importance, it is important that you are able to prove to me that you knew your working capital – you would do this by maintaining evidence of your calculations.  This will show that you did the calculations and knew your working capital at x points during the year.



Financial reporting requirements 

 
 Reporting requirements can be found in s. 12.10 

through s. 12.14 of NI 31-103 
 

 Annual and interim financial statements must be 
prepared using the same accounting principles (ss. 
12.11(2) of NI 31-103) 
 

 If registered in multiple categories use most stringent 
requirement (e.g. a firm registered as an adviser and 
IFM would follow the IFM reporting requirements) 
 
 
 
 

 

9 

Presenter
Presentation Notes
Next section – Financial reporting requirementsWhat needs to be filed and whenThe requirements are laid out in s.12.10 through s.12.14 of NI 31-103



Financial reporting requirements (cont’d) 
 

Registration 
category 

Annual financial 
information 

Interim financial  
information 

Adviser - No later than 90th day 
after end of financial year 

- Audited financial 
statements 

- Form 31-103F1 

- No filing requirement unless registered in another 
category where interim financial information is required. 
If applicable: 

- No later than 30th day after the end of first, 
second and third interim period of financial year 

- Unaudited financial statements 

- Form 31-103F1 

 
Dealer - No later than 90th day 

after end of financial year 

- Audited financial 
statements 

- Form 31-103F1 

- No filing requirement for exempt market dealers unless 
the firm is registered in another category. If applicable: 

- No later than 30th day after the end of first, 
second and third interim period of financial year 

- Unaudited financial statements 

- Form 31-103F1 

 
Investment fund 
manager (IFM) 

- No later than 90th day 
after end of financial year 

- Audited financial 
statements 

- Form 31-103F1 

- Net asset value 
adjustment 

- No later than 30th day after the end of first, second and 
third interim period of financial year 

- Unaudited financial statements 

- Form 31-103F1 

- Net asset value adjustment 

 

10 

Presenter
Presentation Notes
We have summarized these reporting requirements in table above:You will see that on an annual basis, that the requirements for each category are very consistent.Each category of registration must file audited financial statements and the F1 within 90 days of year-end.  Moving to the interim filing section we see that things aren’t so consistent:As an IFM, within 30 days of each quarter, you must file unaudited financial statements along with the F1 As an adviser or exempt market dealer, we see that there is no interim filing requirement unless the firm is also registered in another category where interim financial information is required.  (example, registered an as adviser and IFM).As an important note, even though interim financial statements don’t need to be audited, just like the year-end financial statements, they need to be prepared in accordance with NI 52-107.So if year-end is IFRS, they interim should be IFRS.It is also important to note the use cash basis accounting is not acceptable when preparing interim financial statements or year-end financial statements



Subordinated loan requirements 
 
Executing subordination agreements and delivery to 
the regulator 
 100% of long-term related party debt must be included on Line 5 

of Form 31-103F1 unless the firm and lender have executed a 
subordination agreement and delivered a copy to the regulator 
or, in Québec, the securities regulatory authority  
 

 Subordination agreement should be in the form set out in 
Appendix B of NI 31-103 
 

 The agreement must be delivered to the regulator prior to 
excluding the loan from Line 5 of Form 31-103F1 
 

 Deliver the subordination agreement showing the amount that 
the subordinated loan increased rather than the loan’s full 
balance 
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Presentation Notes
Executing subordination agreementsAs we know, 100% of long-term related party debt must be included on Line 5 of the F1 to reduce excess working capital unless the debt has been subordinated via subordination agreement.Subordination agreements should in the form is set out in Appendix B of NI 31-103and they must be delivered to the regulator PRIOR to excluding the loan from Line 5 of Form 31-103F1.  Not that any of you would do this, but agreements can’t be back dated and relied on for the purposes of increasing excess working capitalAlso, something that isn’t always done properly, where the amount of a subordinated loan is increased, the subordination agreement should show the amount of the increase rather than the full loan’s balance



Subordinated loan requirements 
(cont’d) 
 
Repayment of subordinated loans 
 
 Must notify the regulator or, in Québec, the securities 

regulatory authority 10 days before it: 
• repays the loan or any part of the loan, or 
• terminates the agreement 
(s. 12.2 of NI 31-103) 
 

 Provide OSC with: 
• updated interim financial information and Form 31-103F1 

to show firm will have sufficient working capital following 
repayment 

• Schedule indicating the updated outstanding subordinated 
loan balances (if more than one loan)  
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Presenter
Presentation Notes
In terms of repayments or terminations, 10 days before you repay or terminate a subordinated loan you must notify and provide the regulator with the.  You must provide the regulator with: Up-to-date F1 and interim financial statements showing that you will have sufficient working capital after the repaymentAnd where there is more than one loan, a Schedule showing the updated outstanding subordinated loan balance 



Case study 

 
 Please review case materials in 

Appendices A and B 

13 

Presenter
Presentation Notes
On to the case studyPlease take say 5 to 7 minutes to review the case materials found in appendices A and BAnd please also feel free to take a crack at computing the firm’s working capital. A blank F1 can be found in appendix CAfter the 5 to 7 we will take the case up 



Line 1 Current assets 

 When distinction is made between current and 
non-current assets on the statement of financial 
position or balance sheet: 
• Obtain current assets amount from statement of 

financial position or balance sheet 
 

 When no distinction is made: 
• Firm to provide additional documentation outlining 

the current and non-current assets 
 

 Total current assets per F/S = $5,017,600 
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Presenter
Presentation Notes
Time is up let’s take up the caseWe will take up the case moving line item by line item along the F1Line 1 Current assetsWhere your financial statements distinguish between current and non-current assets, this figure should come right from the financial statementsThis is the case for ABC Corporation, our case company, so we will take the current asset value of $5,017,600 and populate Line 1Note, if your financial statements do not distinguish between current and non current assets, when filing their F1, firms should provide documentation outlining which assets are current and which are non-current 



Line 1 Current assets (cont’d) 
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Presenter
Presentation Notes
So here we have Line 1 populated with the current asset value from the statement of financial position



Line 2 Less current assets not readily convertible 
to cash (e.g. prepaid expense) 

 
 “Readily convertible into cash” 

• Not defined in the Securities Act 
• Determination requires professional 

judgment and depends on the nature of 
the item and all relevant circumstances 

 
 Maintain documentation to support 

determinations that an item is readily 
convertible to cash 
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Presenter
Presentation Notes
On to Line 2, Less current assets not readily convertible cashThese line items can be a little trickier to determine largely because whether an asset gets included in here is NOT always clear cut.The Term “Readily convertible to cash” is NOT defined in the Securities ActSo whether and item is readily convertible to cash requires professional judgment and really depends on the nature of the item and all relevant circumstances As someone who performs compliance reviews, I recommend that if there is question whether an item is readily convertible to cash, that you maintain documentation to support this determination as it is something that we will likely want to see



Line 2 Less current assets not readily convertible 
to cash (cont’d) 

 
Prepaid expenses  
 Specifically identified as not readily convertible to 

cash on Form 31-103F1 
 Generally, are deposits or expenses paid in 

advance (e.g. rent) and can not be converted to 
cash quickly or at all 
 

 Prepaid expenses of $3,500 should be included in 
Line 2 
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Presenter
Presentation Notes
In terms of items included on Line 2, there were four current assets items that we believe should be included the first one that jumped out to us is the prepaid expenses on ABC corporation’s balance sheetThis is the one item that is clear cut as it is specifically identified as not readily convertible to cash in Line 2 title 



Line 2 Less current assets not readily convertible 
to cash (cont’d) 

 
Restricted cash as a component of cash and 
cash equivalents 
 Per Note 3 to the financial statements, included in 

cash and cash equivalents are pledged monies 
 

 The pledged amount of $1,000,000 should be 
included in Line 2 because the amount is not 
available to meet short-term cash needs 
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Presenter
Presentation Notes
the next item that we noticed as being an adjustment is within cash and cash equivalentsNote 3 to the financial statements indicates that within cash, is an amount of $1,000,000 that has been pledged as collateral for the company’s long-term debtWhen I read the note, it says that The Company cannot withdraw, assign or transfer the pledged amount so long as a portion of the Company’s long-term debt remains outstanding.Because the company can’t use the money to pay any of its obligations,  the amount of $1,000,000 is not readily convertible to cash, and it should be included on line 2



Line 2 Less current assets not readily convertible 
to cash (cont’d) 

 
Accounts receivable  
 Per Note 4 to financial statements: 

• $34,000 due from Sister Company Inc., which 
is past due 
 

 Per case study Appendix B 
• $34,000 is not considered readily convertible 

into cash since the related party does not have 
the means to pay it back in a short period of 
time.  Therefore, include on Line 2 
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Presentation Notes
The next item – accounts receivableat first glance based on the accounts receivable financial statement (note 4) we did not see an adjustment being required for this item.  Based on note 4 we learn that included in accounts receivable is an amount due from a related party called sister company, that is past due but not considered impaired.So at this point we don’t have information to suggest that the amount is “not readily convertible to cash”However, in appendix BWe learn a little more about sister company.We see that sister company is start up company, that has minimal cash and minimal revenueSo while the amount from sister company may ultimately be collectible down the road, sister company is in no position to repay the amount in a short period of time because it has no cash, and it does not have the means to generate cash as it is a start up company with minimal revenues.Therefore, based on these facts we would take the position that the amount should be included on line 2



Line 2 Less current assets not readily convertible 
to cash (cont’d) 

 
Loan advanced to related party 
 Per Note 6 to the financial statements: 

• $300,000 loan due from Sister Company Inc. is non-
interesting bearing, unsecured and due on demand 
 

 Firms should be able to provide evidence that if 
related party receivable was called upon, the 
amount could be promptly received  
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Presenter
Presentation Notes
The last item we saw as belonging on line 2 to is the loan advanced to Sister Company Inc.Similar to the amount in accounts receivable, The $300,000 loan is not considered readily convertible into cash since the related party does not have the means to pay it back in a short period of time. Therefore, include on Line 2Note, if the situation was different, and it appear that the loan was readily convertible to cash, as many are, the firms should maintain evidence to support this.This same suggestion would also apply to related party loans, shareholder loans or third party loans And this evidence is something that compliance staff would very likely request during a compliance review.



Line 2 Less current assets not readily convertible 
to cash (cont’d) 

 
Loan advanced to related party (cont’d) 
 Evidence may include: 

• a copy of the most recent audited financial 
statements of the related party 

• bank statement supporting the amount of cash 
available 
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Presenter
Presentation Notes
Evidence to suggest that the amount is readily convertible to cash may includeMore recent audited financial statement of the debtorBank statement supporting the amount of cash available.



Line 2 Less current assets not readily convertible 
to cash (cont’d) 

 
Loan advanced to related party (cont’d) 
 Case study Appendix B 

• The $300,000 loan is not considered readily 
convertible into cash since the related party does not 
have the means to pay it back in a short period of 
time. Therefore, include on Line 2 
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Presentation Notes
So the loan receivable from sister co is not readily convertible to cash because the company does not and will not have the means to repay the loan in a period of timeAmount should be included on line 2



Summary of Line 2 Less current assets not 
readily convertible to cash 

 Current assets not readily convertible into cash Amount  

 Prepaid expenses 3,500 

 

 Restricted cash as a component of cash and cash equivalents 1,000,000 

 Related party receivables 34,000 

Related party loans receivable (shareholder and corporation) 300,000 

 Total 1,337,500 
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Presenter
Presentation Notes
The following is a summary or our line two adjustments that we will carry over to the F1



Line 2 Less current assets not readily convertible 
to cash (cont’d) 
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Presenter
Presentation Notes
Above is line 2 populated with our adjustments



Line 3 Adjusted current assets  
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Presenter
Presentation Notes
On Line 3 we calculate adjusted current assets as current assets less current assets not readily convertible to cash



Line 4 Current liabilities 
 
 When distinction is made between current and 

non-current liabilities on the statement of financial 
position or balance sheet: 
• Total current liabilities amount taken directly from 

statement of financial position or balance sheet 
 

 When no distinction is made: 
• Firm to provide additional documentation outlining 

the current and non-current liabilities 
 

 Total current liabilities per F/S= $2,164,000 
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Presentation Notes
Where your financial statements distinguish between current and non-current liabilities , this figure should come right from the financial statementsThis is the case for ABC Corporation so we will take the current liability value of 2,164,00 and populate Line 4Similar to our discussion in current assets, if your financial statements do not distinguish between current and non current liabilities, when filing their F1, firms should provide documentation outlining which assets are current and which are non-current 



Line 4 Current liabilities  
(cont’d) 

 
 Subordinated loan (current liabilities line item): 

• Per Note 7 to financial statements, loan bears 
interest at prime rate, repayment on demand  

• Loan is subordinated to the claims of the Company’s 
ordinary creditors 

 
 Line 4 requires all current liabilities to be included 

on Form 31-103F1 
 

 Related party debt classified as a current liability 
cannot be subordinated and excluded from Line 4 
for the purposes of excess working capital 
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Presenter
Presentation Notes
Before moving on, an item worth discussing in the current liabilities section, is the subordinated loanIf we turn to note 7 of the financial statements, we see that the loan is repayable on demand and is subordinated to the company’s other creditors.Despite the fact that this loan is subordinated, it must be included on Line 4 because Line 4 requires that all current liabilities be included on Line 4.Short-term related party debt:It is not intended to be a vehicle by which a firm can be provided with working capital to be used as ongoing financial support of day-to-day operations. The subordination of current related party debt is only for the purpose of meeting their capital requirement.  It has been discussed with the CSA and we do not see any plausible reasons for firms to subordinate current related party debt. Related party debt has been classified as current because either the firm’s management or the auditor have determined that the debt is current in nature and thus must be disclosed as such.  The auditors of the financial statements have expressed an opinion, and that opinion includes the consideration of the classification of liabilities.  We consider it contradictory to subordinate a current debt when it is in fact, according to the auditors and the firm’s management, current in nature and therefore payable within the next fiscal year or normal operating cycle.  If a debt is payable within the next fiscal year, then it will effect working capital and should be considered in the calculation of excess working capital.



Line 4 Current liabilities  
(cont’d) 
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Presenter
Presentation Notes
So here we have Line 4 populated with the current liability value from the statement of financial position



Line 5 Add 100% of long-term 
related party debt unless… 

 
 Line 5 Add 100% of long-term related party debt unless 

the firm and the lender have executed a subordination 
agreement in the form set out in Appendix B to NI 31-
103 and the firm has delivered a copy of the agreement 
to the regulator or, in Québec, the securities regulatory 
authority 
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Presentation Notes
**This line only addresses LONG-TERM related party debt.As discussed in the previously slide, if a debt is due within the next fiscal year (and is thus classified as a current liability), then it will affect working capital and should already be included on Line 4 already of the calculation of excess working capital. 



 
Line 5 Add 100% of long-term 
related party debt unless… (cont’d) 
  
 Loan payable: 

• Note 8 to financial statements indicates loan is from a 
chartered bank 

• Not related party 
• Therefore, loan is not required to be added back 

 
 Redeemable preferred shares: 

• $900,000 of preferred shares issued to a shareholder 
• Per Note 11 to financial statements: 

• Redeemable at option of holder – financial liability 
• $500,000 subordinated 

• Therefore $400,000 not subordinated 
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Presentation Notes
If we turn to the Statement of Financial Condition from the case study (pg. 4), there are two line items that may involve related party transactions, the Loan Payable and the Redeemable Preferred Shares. Loan payable: see slide infoPreferred Shares: see slide info. For the $500,000 amount that is subordinated, a signed copy of the subordination agreement should have already been delivered to the OSC. If the agreement has not been delivered to us, we do not consider the amount subordinated.Financial liability vs. Equity is defined in IAS 32 Financial Instruments: PresentationSubordination agreement: The agreement must be delivered to the OSC before the amount can be excluded from Line 5 of Form 31-103F1.



 
Line 5 Add 100% of long-term 
related party debt unless… (cont’d) 
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Line 6 Adjusted current liabilities 
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Presenter
Presentation Notes
Line 6 shows the adjusted current liabilities, which is calculated as the current liabilities from the Statement of Financial Position plus the long-term related party debt that hasn’t been subordinated.



Line 7 Adjusted working capital 
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Line 8 Less minimum capital  
 

34 

 Note 1 to financial statements: 
• Registered as portfolio manager, investment fund 

manager and exempt market dealer 
 

 Greater of: 
• Adviser - $25,000 
• Dealer - $50,000 
• Investment fund manager - $100,000 

Presenter
Presentation Notes
Line 8 onwards determines the additional deductions required to the adjusted working capital.Line 8 requires a minimum capital amount to be included in the working capital calculation. The amount of the minimum capital depends on the firm’s category of registration.As discussed earlier, s. 12.1 of NI 31-103 outlines the capital requirements, which are either $25K, $50K or $100K. Minimum capital amounts are NOT cumulative. Therefore, where the firm is registered in more than one category of registration, the minimum capital is the highest amount applicable to the firm’s registration categories, i.e. investment fund manager, which requires a minimum capital of $100,000.REFERENCE ONLY:S. 8.6 exemption: The $100,000 minimum capital amount would not apply to an IFM that is exempt from the dealer registration requirement under section 8.6 of NI 31-103 in respect of all investment funds for which it acts as adviser.  (S. 12.1(4) of NI 31-103 and s. 12.1 of 31-103CP). Therefore, minimum capital is $25,000 (adviser requirement)



Line 8 Less minimum capital 
(cont’d) 
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Line 9 Less market risk 
 
 For each security/investment included on Line 1 Current 

assets, a market risk is required to be calculated 
 

 Schedule 1 to Form 31-103F1 outlines margin rates to 
be applied to the fair value of each type of security 
 

 Case Study: Note 5 to the financial statements 
indicates the types of investments 

 

36 

Presenter
Presentation Notes
Securities include bonds, debentures, treasury bills, bank paper, mutual funds, stocks, mortgages, etc.Riskier securities have a greater chance of being exposed to fluctuations of market value and thus require a higher margin rate to be applied.CASE STUDY: Statement of Financial Condition shows $1.5 million in investments. To calculate market risk, the firm will need a breakdown of the investments. In Note 5, the types of investments include bonds, exchange traded funds, mutual funds and investments in private companies.REFERENCE ONLY:Line 9 Instructions: For each security whose value is included in line 1, Current Assets, multiply the fair value of the security by the margin rate for that security set out below. Add up the resulting amounts for all of the securities you hold. The total is the “market risk” to be entered on line 9.If question arises on why margin rates are the way they are (or whether any amendments will be made), note that Schedule 1 mirrors IIROC margin rates. There will not be any amendments unless IIROC amends the margin rates.



Line 9 Less market risk 
(cont’d) 

 
 Canadian government bonds 

• Note 5 to financial statements 
• $500,000 issued and guaranteed by the Government of 

Canada, maturing Dec. 31, 2016 
• Due over 3 to 7 years 
 

• Paragraph (a) from Schedule 1 to Form 31-103F1: 
• 2% margin for government bond maturing over 3 to 7 years 

 
• Market risk calculation: 

• Fair value X margin rate  
• $500,000 X 2% = $10,000 
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Presentation Notes
(a) Bonds, Debentures, Treasury Bills and Notes(i) Bonds, debentures, treasury bills and other securities of or guaranteed by the Government of Canada, of the United Kingdom, of theUnited States of America and of any other national foreign government (provided such foreign government securities are currently ratedAaa or AAA by Moody’s Canada Inc. or its DRO affiliate or Standard & Poor’s Rating Services (Canada) or its DRO affiliate, respectively),maturing (or called for redemption):- within 1 year: 1% of fair value multiplied by the fraction determined by dividing the number of days to maturity by 365- over 1 year to 3 years: 1% of fair value- over 3 years to 7 years: 2% of fair value- over 7 years to 11 years: 4% of fair value- over 11 years: 4% of fair value



Line 9 Less market risk 
(cont’d) 

 
 Exchange traded funds (ETFs) 

• ETFs are securities listed on an exchange 
• Note 5 to financial statements - Fair value of $190,000 
• Case study Appendix B - All ETFs trading on TSX with 

stock price > $2 
 

• Paragraph(e)(i) from Schedule 1 to Form 31-103F1: 
• Securities listed on any exchange in Canada that are selling at 

$2.00 or more, apply 50% margin 
 

• Market risk calculation: 
• Fair value X margin rate 
• $190,000 X 50% = $95,000 
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Presentation Notes
Margin is calculated on the fund level, not based on underlying assets of the ETF. Therefore, if the underlying assets are invested in Corporate Bonds, the firm cannot apply the margin rates for corporate bonds. The firm must apply the rates based on paragraph (e) Stocks.(e) Stocks In this paragraph, “securities” includes rights and warrants and does not include bonds and debentures.(i) On securities including investment fund securities, rights and warrants listed on any exchange in Canada or the United States of America:Long Positions—Margin RequiredSecurities selling at $2.00 or more—50% of fair valueSecurities selling at $1.75 to $1.99—60% of fair valueSecurities selling at $1.50 to $1.74—80% of fair valueSecurities selling under $1.50—100% of fair valueShort Positions—Credit RequiredSecurities selling at $2.00 or more—150% of fair valueSecurities selling at $1.50 to $1.99—$3.00 per shareSecurities selling at $0.25 to $1.49—200% of fair valueSecurities selling at less than $0.25—fair value plus $0.25 per shares



Line 9 Less market risk 
(cont’d) 
 Mutual funds 

• Note 5 to financial statements 
• Total fair value of $635,000 
• Includes funds qualified by prospectus in Canada of $400,000 

 
• Case study Appendix B - NAV per unit > $2 

 
• Paragraph (d)(ii) from Schedule 1 to Form 31-103F1: 

• For securities of mutual funds (other than money market 
funds) qualified by prospectus for sale in any jurisdiction of 
Canada, the margin rate determined on the same basis as for 
listed stocks, multiplied by the net asset value of the fund 

 
• Market risk calculation for mutual funds qualified by 

prospectus for sale in Canada: 
• NAV X margin rate 
• $400,000 X 50% = $200,000 
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Presentation Notes
(d) Mutual FundsSecurities of mutual funds qualified by prospectus for sale in any jurisdiction of Canada:(i) 5% of the net asset value per security as determined in accordance with National Instrument 81-106 Investment Fund Continuous Disclosure, where the fund is a money market mutual fund as defined in National Instrument 81-102 Mutual Funds; or(ii) the margin rate determined on the same basis as for listed stocks multiplied by the net asset value per security of the fund as determined in accordance with National Instrument 81-106 Investment Fund Continuous Disclosure.



Line 9 Less market risk 
(cont’d) 
 Mutual funds (cont’d) 

• Note 5 to financial statements 
• Total fair value of $635,000 
• Includes funds qualified by prospectus in Canada of $400,000 
• Therefore, $235,000 are not qualified by prospectus in 

Canada 
 

• Paragraph (g) from Schedule 1 to Form 31-103F1: 
• For all other securities, 100% of fair value 

 
• Market risk calculation for mutual funds not qualified by 

prospectus in Canada: 
• NAV X margin rate 
• $235,000 X 100% = $235,000 
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Presentation Notes
Note: Canadian Prospectus funds go through a review process in Ontario and are regulated, that is why a lower margin rate can be applied if the mutual fund is qualified by prospectus for sale in any jurisdiction of Canada.REFERENCE:(d) Mutual FundsSecurities of mutual funds qualified by prospectus for sale in any jurisdiction of Canada:(i) 5% of the net asset value per security as determined in accordance with National Instrument 81-106 Investment Fund Continuous Disclosure, where the fund is a money market mutual fund as defined in National Instrument 81-102 Mutual Funds; or(ii) the margin rate determined on the same basis as for listed stocks multiplied by the net asset value per security of the fund as determined in accordance with National Instrument 81-106 Investment Fund Continuous Disclosure.



Line 9 Less market risk 
(cont’d) 

 
 Investment in Private Co. 

• Private company 
• Does not meet any of the criteria under (a) to (f) of 

Schedule 1 to Form 31-103F1 
 

• Paragraph (g) from Schedule 1 to Form 31-103F1: 
• For all other securities, 100% of fair value 

 
• Market risk calculation: 

• Fair value X margin rate 
• 125,000 X 100% = $125,000 
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Line 9 Less market risk 
(cont’d) 

 
 Investment in ABC Partnership 

• Private company 
• Does not meet any of the criteria under (a) to (f) of 

Schedule 1 to Form 31-103F1 
 

• Paragraph (g) from Schedule 1 to Form 31-103F1: 
• For all other securities, 100% of fair value 

 
• Market risk calculation for investment in private 

companies: 
• Fair value X margin rate 
• 50,000 X 100% = $50,000 
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Similar to the investment in Private Co.



Line 9 Less market risk 
(cont’d) 

Summary of market risk calculation 
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Type of security Fair value Margin rate  

(per Schedule 1 to 
Form 31-103F1) 

Market risk Schedule 1 
reference 

Government 
bonds 

 

$500,000 2% $10,000 Paragraph (a) 

ETFs $190,000 50% $95,000 Paragraph (e)(i) 

Mutual funds $400,000 50% $200,000 Paragraphs 
(d)(ii) and (e)(i) 

Mutual funds 
(other) 

$235,000 100% $235,000 Paragraph (g) 

Investment in 
Private Co. 

$125,000 100% 

 

$125,000 Paragraph (g) 

 

Investment in 
ABC Partnership 

$50,000 100% 

 

$50,000 Paragraph (g) 

 

Total market risk to 
be included on Line 9 

$715,000 

Presenter
Presentation Notes
Firm needs to calculate margin rate for each type of security. For firms with many securities, a spreadsheet to calculate the market risk is likely required.



Line 9 Less market risk 
(cont’d) 
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Recommendation: 
 Provide OSC with breakdown of market risk calculation 



Line 10 less any deductible under 
the bonding or insurance policy… 
 

 
 Appendix B to case study: 

 
• Bonding policy meets all requirements under Part 12 

of NI 31-103 
 

• Deductible amount from the bonding policy is 
$25,000 
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Presentation Notes
Line 10. Less any deductible under the bonding or insurance policy required under Part 12 of National Instrument 31-103, Registration Requirements, Exemptions and Ongoing Registrant ObligationsInsurance requirements are outlined in s. 12.3, 12.4 and 12.5 of NI 31-103 for EMD, PM and IFMs. S. 12.6 outlines requirements for firms with a global bonding/insurance policy.12.6 Global bonding or insurance— A registered firm may not maintain bonding or insurance under this Division that benefits, or names as an insured, another person or company unless the bond provides, without regard to the claims, experience or any other factor referable to that other person or company, the following:(a) the registered firm has the right to claim directly against the insurer in respect of losses, and any payment or satisfaction of those losses must be made directly to the registered firm;(b) the individual or aggregate limits under the policy may only be affected by claims made by or on behalf of(i) the registered firm, or(ii) a subsidiary of the registered firm whose financial results are consolidated with those of the registered firm.12.6—Global bonding or insuranceRegistered firms may be covered under a global insurance policy. Under this type of policy, the firm is insured under a parent company’s policy that covers the parent and its subsidiaries or affiliates. Firms should ensure that the claims of other entities covered under a global insurance policy do not affect the limits or coverage applicable to the firm.



Line 10 less any deductible under 
the bonding or insurance policy… 
(cont’d) 
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Presentation Notes
Firms should provide a copy of updated insurance policies in accordance with section 12.7 of NI 31-103- Requires notification to the regulator of any claim made under, change in, or cancellation of an insurance/bonding policy under NI 31-103 (provide OSC with updated insurance policy even if it is just a change in expiry date)



Line 11 Less guarantees 
 
 If registrant guarantees the liability of 

another party: 
• Total amount of the guarantee must be included on 

Line 11 of Form 31-103F1 (if not already included on 
Line 4 Current Liabilities) 
 

 ABC Corporation 
• No guarantees identified from financial statements 
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Presentation Notes
Line 11. Guarantees—If the registered firm is guaranteeing the liability of another party, the total amount of the guarantee must be includedin the capital calculation. If the amount of a guarantee is included in the firm’s statement of financial position as a current liability and isreflected in line 4, do not include the amount of the guarantee on line 11.



Line 11 Less guarantees 
(cont’d) 
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Line 12 Less unresolved differences 
 
 Any unresolved differences that could result in a 

loss from either firm or client assets must be 
included in the capital calculation 
 

 Note 14 to financial statements 
• Company in dispute regarding a number of units of a 

security held by a client that the Company manages  
• Fair value of the discrepancy is $200,000  

 
 Include $200,000 on Line 12 of Form 31-103F1 
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Presentation Notes
Note 14: ABC Corporation cannot currently determine whether there will be any liability on the part of the company.REFERENCE: Line 12 – Any unresolved difference that could result in a loss from either firm or client assets must be included in the capital calculation. The example below provides guidance as to how to calculate unresolved difference:If there is an unresolved difference relating to client securities, the amount to be reported on Line 12 will be equal to the fair value of the client securities that are short, plus the applicable margin rate for those securities.If there is an unresolved difference relating to the registrants’ investments, the amount to be reported on Line 12 will be equal to the fair value of the investments (securities) that are short.If there is an unresolved difference relating to cash, the amount to be reported on Line 12 will be equal to the amount of the shortfall in cash.



Line 12 Less unresolved differences 
(cont’d) 
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Line 13 Excess working capital 
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Presenter
Presentation Notes
- Reminder: Firms have an obligation to know their capital at all times.



Management certification 

 Two officers or directors (where applicable) of the 
registered firm should sign and date that they have 
examined the capital calculation and certify that the 
firm is in compliance with the capital requirements 

 Where possible, a person independent of the preparer 
should be one of the officers or directors who sign and 
certify the calculation 
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Presentation Notes
Form 31-103F1 must be signedWhere the UDP and CCO are the same individual, there may only be one signature if the firm has no other management.



Capital deficiencies 
 
 Requirements when capital deficiency is identified: 

 
• Section 12.1(1) of NI 31-103 

• If at any time, the excess working capital of a 
registered firm is less than zero, the firm must notify 
the regulator as soon as possible 
 

• Section 12.1(2) of NI 31-103 
• The excess working capital must not be less than zero 

for 2 consecutive days 
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Presentation Notes
- What happens if the excess working capital is a negative amount? This means that the firm is capital deficient and not meeting the capital requirements.- Once you determine that the firm is capital deficient, do not wait two weeks and try to rectify the deficiency. Notify the OSC immediately and let us know how the firm plans to rectify the deficiency.NOTE: Solvency is very important.



Capital deficiencies 
(cont’d) 

 
 Resolving a capital deficiency - Examples: 

• Cash injection into the firm in return for equity 
• Borrowing from a related party and entering into a 

subordination agreement with the related party for the 
long-term portion of the amount borrowed 

 
 Documentation to be provided to OSC: 

• Bank statement to support cash injection 
• Executed subordination agreement for long-term related 

party debt 
• Most recent interim financial information (e.g. trial balance 

or general ledger) 
• Form 31-103F1 to support most recent interim financial 

information 
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Presentation Notes
Reminder: Firms are required to know their capital at all times.It is ultimately up to the firm to rectify the deficiency, but we are providing common examples on how a firm can rectify the deficiency.



Capital deficiencies 
(cont’d) 

 
 Possible regulatory actions by OSC to address 

capital deficiencies: 
• Terms and conditions 
• Warning letter 
• Suspension 

 
 Determined on a case-by-case basis 
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Presentation Notes
Terms and conditions: Monthly delivering of financial information and Form 31-103F1 for a minimum period of six months.May be longer for repeat offendersA report setting out:	(a) the reasons for its failure to meet the minimum capital requirements; 	(b) a certification from its CCO that the firm has reviewed its system for on-going compliance; and	(c) details of procedures put in place to ensure that the Capital Requirement will be satisfied at all times in the future. Suspension:- If a firm has not rectified the deficiency or if there are other issues with the firm outside of the capital requirements, we may recommend the firm’s registration be suspended.



Opportunity to be heard process 
 

 
 Firm can exercise an opportunity to be heard 

under s. 31 of the Act before Director imposes 
terms and conditions or suspension 
 

 OTBH general link: 
http://www.osc.gov.on.ca/en/Dealers_opportunity-heard_index.htm 

 

56 

Presenter
Presentation Notes
The OTBH procedures can be found on the OTBH general link shown on the slide.- An opportunity to be heard is normally conducted in writing, although it can be conducted in person. - The Director will issue a decision on the matter in writing to the firm or individual, and to OSC staff. The firm or individual has the right to ask the OSC to review the Director’s decision.Opportunity to Be HeardFirms and individuals have the right to a hearing with the Director before the OSC:- imposes terms and conditions on a registration, or refuses an application for registration, reinstatement of registration, or amendments to a registration.  This is known as an “opportunity to be heard”. The Director will issue a decision on the matter in writing to the firm or individual, and to OSC staff. The firm or individual has the right to ask the OSC to review the Director’s decision.

http://www.osc.gov.on.ca/en/Dealers_opportunity-heard_index.htm


Useful references 
 
Form 31-103F1 Calculation of Excess Working Capital: 
http://www.osc.gov.on.ca/en/SecuritiesLaw_reg_forms_index.htm 
 
NI 31-103 and Companion Policy 31-103CP Registration 
Requirements, Exemptions and Ongoing Registrant 
Obligations: 
http://www.osc.gov.on.ca/en/13596.htm 
 
Guide to financial filing requirements: 
http://www.osc.gov.on.ca/en/Dealers_ro_guide-financial-filing-
requirements.htm 
 
OSC Staff Notice 33-738 – 2012 Annual Summary Report 
for Dealers, Advisers and Investment Fund Managers: 
http://www.osc.gov.on.ca/en/SecuritiesLaw_33-738.htm 
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Presentation Notes
Guide to Financial Filing requirements:Provided as part of the Registrant Outreach program. The guide includes financial statement requirements and deadlines, along with F1 guidance similar to the examples provided in this session.For individuals other than CCOs or UDPs, subscribe to our communications is you are not already signed up.The Registrant Outreach website can be accessed from the home page of the OSC website.2013 Annual Report will be released in Fall 2013.



Electronic submissions 
 
 Currently firms can deliver required documents to: 

registration@osc.gov.on.ca 
 

 Proposed OSC Rule 11-501 Electronic Delivery of 
Documents to the Ontario Securities Commission will 
require mandatory electronic delivery of: 

• Form 31-103F1, financial statements and other interim 
financial information required by s. 12.12, 12.13 and 
12.14 of NI 31-103 

• Notice of repayment of subordinated related party loan or 
termination of subordination agreement (s. 12.2) 

• Notice of change in, claim made under or cancellation of 
insurance/bonding policy (s. 12.7) 

 
 Online submission process to be in place in 2014 
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Presentation Notes
External testing to begin from October 1 to October 31, 2013.

mailto:registration@osc.gov.on.ca


Summary 
 
 Frequency of calculations depends: 

• Size of firm 
• Nature of business and stability of the components 

of firm’s working capital 
 

 Subordinated loans: Provide copy/notice to regulator 
 

 Form 31-103F1: 
• Readily convertible to cash – depends on the nature 

of the item and all relevant circumstances 
• Only non-current related party debt can be 

subordinated 
• Market risk must be calculated for all types of 

securities (provide calculation as backup) 
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Frequency: A complex firm might need to know their capital more frequently than small firm that has simple operations. Subloans: Provide a copy to the regulator before excluding any long-term related party debt from the working capital calculation. If we don’t have a copy, it is not considered subordinated for the purposes of the calculation.F1:We expect firms to be able to provide evidence that receivables are readily convertible to cash.Current related party debt must be included on Line 4, which is current liabilities.



Summary (cont’d) 
 

 
 Capital deficiencies:  

• Know minimum capital at all times 
• Notify regulator ASAP when deficient 

 
 Electronic submission process to be implemented 

in 2014 
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Capital deficiencies: Notify OSC of a deficiency ASAPRectify within 48 hoursProvide evidence that the firm has rectified the deficiency, including updated interim financial information and Form 31-103F1Electronic submission process:Electronic delivery of financial information required under Part 12 of NI 31-103. We are currently in the testing phases and it will be implemented in conjunction with the implementation of OSC Rule 11-501 Electronic Delivery of Documents to the OSC



Contact information 
 
If you have any questions regarding the contents of this presentation, 
please contact: 
 
Registrant Outreach program 
Email: RegistrantOutreach@osc.gov.on.ca 
 
Jonathan Yeung, Senior Financial Analyst 
Compliance and Registrant Regulation 
Tel: 416-595-8924 
Email: jyeung@osc.gov.on.ca  
 
Jeff Sockett, Accountant  
Compliance and Registrant Regulation 
Tel: 416-595-8162 
Email: jsockett@osc.gov.on.ca 
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Note: These materials will also be posted on the Registrant Outreach website that can be accessed from the OSC website homepage.
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Questions? 

 
 

Presenter
Presentation Notes
REMINDER: Please fill out the survey and provide input on other topics that you would like to see, along with any suggestions for improvements to the Outreach Program or this seminar.
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INDEPENDENT AUDITORS' REPORT

To the Directors of ABC Corporation

We have audited the accompanying financial statements of ABC Corporation, which comprise the
statement of financial position as at December 31, 2012 and 2011 and the statements of comprehensive
income, statements of changes in equity and statements of cash flows for the years then ended, and notes,
comprising a summary of significant accounting policies and other explanatory information. The financial
statements have been prepared by management to meet the requirements of National Instrument 31-103
Registration Requirements, Exemptions and Ongoing Registrant Obligations, based on the financial
reporting framework specified in paragraph 3.2(3)(a) of National Instrument 52-107 Acceptable
Accounting Principles and Auditing Standards, for financial statements delivered by registrants.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with the financial reporting framework specified in paragraph 3.2(3)(a) of National Instrument
52-107, Acceptable Accounting Principles and Auditing Standards for financial statements delivered by
registrants, and for such internal control as management determines is necessary to enable the preparation
of financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on our judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, we consider internal control relevant to the entity's preparation and fair presentation of
the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity's internal control. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a
basis for our audit opinion.
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Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of ABC
Corporation as at December 31, 2012 and 2011, and its financial performance and its cash flows for the
years then ended in accordance with the financial reporting framework specified in paragraph 3.2(3)(a) of
National Instrument 52-107, Acceptable Accounting Principles and Auditing Standards for financial
statements delivered by registrants.

Basis of Accounting and Restriction on Use

Without modifying our opinion, we draw attention to Note 2 to the financial statements, which describes
the basis of accounting. The financial statements are prepared to assist ABC Corporation to meet the
requirements of National Instrument 31-103 Registration Requirements, Exemptions and Ongoing
Registrant Obligations. As a result, the financial statements may not be suitable for another purpose. Our
report is intended solely for the Directors of ABC Corporation and the Ontario Securities Commission and
should not be used by parties other than the Directors of ABC Corporation and the Ontario Securities
Commission.

ABC Audit Firm, LLP, Chartered Professional Accountants, Licensed Public Accountants
March 19, 2013

Toronto, Canada
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THE STATEMENTS OF COMPREHENSIVE INCOME,

STATEMENTS OF CHANGES IN EQUITY AND STATEMENTS

OF CASH FLOWS HAVE BEEN EXCLUDED FOR THE

PURPOSES OF THIS CASE STUDY
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1. ORGANIZATION

ABC Corporation (the "Company") is a limited company incorporated under the laws of the Province of
Ontario and domiciled in Toronto. The Company is principally regulated by the Ontario Securities
Commission (“OSC”) and registered in the categories of portfolio manager, investment fund manager and
exempt market dealer. The Company’s registered office is 123 ABC Street, Toronto.

These non-consolidated financial statements of the Company as at December 31, 2012 and 2011 and for the
years ended December 31, 2012 and 2011 were authorized by the Board of Directors on March 19, 2013.

The significant accounting policies used in the preparation of the non-consolidated financial statements are
summarized below.

2. BASIS OF PRESENTATION

These non-consolidated financial statements are prepared in accordance with the financial reporting
framework specified in subsection 3.2(3)(a) of National Instrument 52-107 Acceptable Accounting
Principles and Auditing Standards for financial statements delivered by registrants (the "framework").
This framework requires the financial statements relating to a financial year beginning on or after January
1, 2011 be prepared in accordance with International Financial Reporting Standards ("IFRS"), except that
any investments in subsidiaries, jointly controlled entities and associates must be accounted for as
specified for separate financial statements in IAS 27 Separate Financial Statements. The financial
statements have been prepared by management to meet the requirements of National Instrument 31-103,
Registration Requirements, Exemptions and Ongoing Registrant Obligations, and as a result, the financial
statements may not be suitable for another purpose.

The financial statements of the Company have been prepared on a going concern basis. The Company's
presentation currency is the Canadian dollar, which is also the Company's functional currency.



APPENDIX A - CASE STUDY

ABC CORPORATION

NOTES TO FINANCIAL STATEMENTS
(In Canadian dollars)

December 31, 2012

THE NOTES PRESENTED ARE RELEVANT FOR PRESENTATION PURPOSES ONLY.

THE NOTES PRESENTED DO NOT CONTAIN ALL REQUIRED DISCLOSURES. THE

NOTES ALSO DO NOT REFLECT ALL OF THE NOTES REQUIRED FOR A FULL SET

OF FINANCIAL STATEMENTS.

7

3. CASH AND CASH EQUIVALENTS

The Company has pledged $1,000,000 (2011: $ nil) as collateral for its long-term debt with ABC Bank.
The Company cannot withdraw, assign or transfer the pledged amount so long as a portion of the
Company’s long-term debt remains outstanding.

4. ACCOUNTS RECEIVABLE

Accounts receivable is comprised of the following:

2012 2011

$ $

Accounts receivable 1,764,000 20,000

The ageing of receivables is as follows:

2012 2011

$ $

Current 1,230,000 20,000
31-60 days 500,000 —
61-90 days — —
Over 90 days 34,000 —

1,764,000 20,000

There were no allowances for doubtful receivables or balances written-off for the years ended December

31, 2012 and 2011. Included in accounts receivable is a balance totaling $34,000 (2011: $ nil) due from

Sister Company Inc., which is past due but is not considered impaired.
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5. INVESTMENTS

Investments consist of the following:

2012 2011
Cost

$
Fair value

$
Cost

$
Fair value

$

Government bonds 500,000 500,000 100,000 100,000
Exchange traded funds 150,000 190,000 — —
Investment in mutual funds 520,000 635,000 — —
Investment in Private Co. 100,000 125,000 — —
Investment in ABC Partnership 50,000 50,000 — —

1,320,000 1,500,000 100,000 100,000

Bonds are issued and guaranteed by the Government of Canada at 3% with a maturity date of December 31,

2016.

Investment in mutual funds includes funds qualified by prospectus in Canada of $400,000 (2011: $ nil).

6. LOAN ADVANCED TO RELATED PARTY

The loan receivable from Sister Company Inc. is non-interesting bearing, unsecured and due on demand.

7. SUBORDINATED LOAN

As at December 31, 2012 2011

$ $

Subordinated loan from shareholder,
bearing interest at prime rate, repayment on demand 850,000 —

850,000 —
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The loan is subordinated to the claims of the Company’s ordinary creditors under an agreement between the

shareholder and the Company. Repayment of the loan or termination of the subordination agreement may

only be done after giving appropriate notice to the regulator.

8. LOAN PAYABLE

The loan was borrowed from a chartered bank at an interest rate of 6% on August 1, 2011, with the full

amount due on July 31, 2016.

9. RELATED PARTY TRANSACTIONS

In the normal course of business, related party transactions occur between the Company and several related
companies. These transactions give rise to intercompany receivables and payables, which are settled on a
regular and timely basis.

The Company has an agreement with 123 Company to provide services including financial, operations and
investment management of assets managed by 123 Company. These fees are included in other income and
amounted to $10,278,000 (2011 - $264,000).

Included in accounts receivable is $1,764,000 (2011 - $20,000) for management fees due from related
parties.

10. SHARE CAPITAL

On January 1, 2011, 100 Class A common shares were issued for $100 cash.

11. REDEEMABLE PREFERRED SHARES

The Company has authorized an unlimited number of preferred shares. The preferred shares have no par
value, are entitled to a non-cumulative dividend of 7% per annum and are redeemable at the option of the
holder provided certain conditions are met or at the option of the Company. The preferred shares are
classified as a financial liability in accordance with IAS 32 Financial Instruments: Presentation.

All of the preferred shares were issued to a shareholder of the Company. $500,000 has been subordinated
in favour of the Company’s creditors. Repayment of the loan is subject to the approval of the regulator.
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12. CREDIT FACILITY

As at December 31, 2012, the Company had an available operating line of credit to a maximum of
$2,500,000. The facility bears interest at prime plus 2.50% per annum. The company did not use its credit
facility during the year.

13. CAPITAL MANAGEMENT

The Company’s objectives when managing its capital are to maintain financial strength, manage liquidity
requirements and maintain compliance with regulatory capital requirements. The Company’s capital
consists of share capital and retained earnings. The Company’s registration with securities commissions in
Canada requires it to maintain a minimum working capital equal to the deductible under the financial
institution bond plus $100,000, which amounts to $125,000. The company is subject to no other externally
imposed capital requirements. The company is in compliance with its capital requirements as at December
31, 2012.

14. CONTINGENCIES

The Company is currently in dispute regarding a number of units of a security held by a client that the

Company manages. The fair value of the discrepancy is $200,000 (2011: $ nil). The Company is currently

working with the client to investigate the discrepancy and it cannot currently be determined whether there

will be any liability on the part of the Company.

15. SUBSEQUENT EVENTS

There were no events subsequent from the financial statements date to the date of authorization by the
Board of Directors.



jsockett
Typewritten Text

jsockett
Typewritten Text

jsockett
Typewritten Text

jsockett
Typewritten Text
                             APPENDIX C

jsockett
Typewritten Text

jsockett
Typewritten Text

jsockett
Typewritten Text













APPENDIX B

ADDITIONAL CASE STUDY INFORMATION

ABC CORPORATION

December 31, 2012

INVESTMENTS

1. Exchange traded funds:
- All exchange traded funds are trading on the Toronto Stock Exchange

(TSX).
- All exchange traded funds had a stock price of greater than $2 at closing on

December 31, 2012.

2. Mutual Funds:
- All mutual funds have a net asset value per unit of greater than $2 at

closing on December 31, 2012.

LOAN TO RELATED PARTY

The December 31, 2012 audited financial statements of Sister Company Inc. show that
Sister Company Inc. is a start-up company and that it has minimal amounts of cash and
revenue.

INSURANCE POLICY

ABC Corporation has a bonding policy that meets all of the requirements under Part 12
of National Instrument 31-103 Registration Requirements, Exemptions and Ongoing
Registrant Obligations. The deductible amount from the bonding policy is $25,000 for
each claim.
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