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Presenter
Presentation Notes
Welcome and thank for you joining today.
The topic of our webinar today is Hot Topics in Continuous Disclosure and Prospectus Filings: What SME issuers need to know
My name is Marija Loubser. I’m an accountant in the Corporate Finance branch of the OSC and I’m the coordinator for the SME Institute this season
I’m delighted to introduce our speakers for today’s session:
Shari Liu, is an Accountant in our corporate finance branch 
Craig Waldie, is a Senior Geologist in our corporate finance branch
Michael Rizzuto, is an Accountant in our corporate finance branch; and
Adrian Molder, is legal counsel in our corporate finance branch
We will send evaluation forms at the end of the session, and we’d appreciate your feedback on this session.
We’ll also be sending CPD certificates via e-mail after the session.
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Disclaimer

“The views expressed in this presentation are the views of Corporate Finance staff and do not
necessarily represent the views of the Commission.

The presentation is provided for general information purposes only and does not constitute
legal or technical advice.

Information has been summarized and paraphrased for presentation purposes and the
examples have been provided for illustration purposes only. Responsibility for making
sufficient and appropriate disclosure and complying with applicable securities laws remains
with the company.

Information in this presentation reflects securities laws 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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Presentation Notes
Before we begin, I’d like to remind participants that… 

“The views expressed in this presentation are the views of Corporate Finance staff and do not necessarily represent the views of the Commission. 

The presentation is provided for general information purposes only and does not constitute legal or technical advice.

Information has been summarized and paraphrased for presentation purposes and the examples have been provided for illustration purposes only. Responsibility for making sufficient and appropriate disclosure and complying with applicable securities laws remains with the company.

Information in this presentation reflects securities laws 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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OSC SME Institute - Objectives

* Help SMEs navigate regulatory waters

* Demystify disclosure requirements so issuer can focus on building their
business

* Provide an opportunity for information dialogue with OSC staff


Presenter
Presentation Notes
- The objective of the OSC SME Institute is to support small and medium sized businesses in facilitating cost effective compliance through issuer outreach and education.

- It is important for issuers to know securities regulatory requirements and we are here to help them navigate regulatory waters.

- The idea is that if we can help issuers to better understand the disclosure requirements, they can focus their resources on building their company.

- Ultimately, we both have the same goal – for issuers to provide appropriate and meaningful information to investors and stay onside regulatory requirements.

- It is important to remember that at the end of the day, investor confidence in the information that companies provide is critical to the success of the company.
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Presentation Notes
Today, we’ll be going through some key topics, including:
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Hot Topics in Continuous Disclosure: Recent
Developments and Key Findings
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Presentation Notes
I will pass it on to Craig, who will be taking us through some recent developments in mining disclosure
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Mining Disclosure — Recent developments

Role of NI 43-101 mp Disclosure

* NI 43-101 sets minimum standards for disclosure - it does not prescribe
how exploration programs are designed and executed or how mineral
resource and mineral reserve estimates are prepared.

* This means the qualified person, with the required technical competence,
relevant experience, professional ethics, and utilizing industry best
practices plays a critical role in upholding the success, or failure, of the
disclosure regime.
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Good Afternoon

The goal of my portion of the presentation is to cover in about 10 minutes a number of mining disclosure issues that you should be aware of in order to reduce the chances of receiving a comment letter requesting that the company revise, clarify, or retract its technical disclosure. 

The issues that I will cover relate to National Instrument 43-101 Standards of Disclosure for Mineral Projects (or, NI 43-101) which governs how mining issuers publicly disclose scientific and technical information about their mineral properties.

I will also cover recent updates to the CIM Best Practice Guidelines which are incorporated into the NI 43-101 Policy

The key point to remember is that the role of NI 43-101 is to set minimum standards for DISCLOSURE - it does not prescribe how exploration programs are designed and executed or how mineral resource and mineral reserve estimates are prepared. 

This means the qualified person, with the required technical competence, relevant experience, professional ethics, and utilizing industry best practices plays a critical role in upholding the success, or failure, of the disclosure regime.
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Technical reports filed/year (2001 to 2019)
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Presentation Notes
Start with an interesting chart that can be used as a proxy for the state of the mining industry

Chart shows the number of technical reports filed/year across Canada since the inception of NI 43-101 in 2001 (19 years)

Blue bars represent # of technical reports filed
Decrease in 2019 compared to the upward trend over the previous 3 years from 2016-2018
See where we are today compared to the peak during the height of the super cycle in 2011
2011 was also the peak for exploration budgets 

Green line represents the average annual indexed metal price for 8 metals (S&P Global)
(Au, Ag, Cu, Ni, Co, Pt, Mo, Zn)
See that the decrease in metal prices in 2019 is reflected in the decrease in technical report filings
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What are the core principles of NI 43-1017?
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Core Principles of NI 43-101

Many of you will be aware of the core principles, or pillars, of NI 43-101 – but as a reminder:

1st Pillar - QP – the foundation or key gate-keeper of NI 43-101
All public disclosure of technical information must be prepared or approved by a QP
This individual needs to satisfy the definition of a QP in NI 43-101
Education - university degree in geoscience or engineering related to mining
Ethics - member of a professional association referred to in NI 43-101
Experience - specifically “relevant experience” in the task they are responsible for (e.g. mineral resource estimate) 

2nd Pillar - Standards and Best Practices developed by industry (CIM)
CIM Standards – sets definitions for terms such as mineral resources / mineral reserves 
CIM Best Practices – provides guidance related to professional practice for the QP to follow

3rd Pillar - Technical Report
Publicly filed report prepared in accordance with a prescribed form and signed-off by a QP which may need to be independent of the issuer in some situations

What is important to know is the “UPDATE” related to the CIM Best Practices
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There are two important updates to the CIM Best Practice Guidelines that are important to be aware of:

1st:  2018 – CIM updated the guidance for mineral exploration (updates previous 2000 guidance) - Relates to best practices during exploration, discovery and up to the point just before 	estimating a mineral resource

2nd: 2019 – CIM updated a very important guidance document related to best practices for MR and MR estimation (updates previous 2003 guidance)
	- Covers the best practices for estimation of MR and MR

The reason that both of these updates are important is because they are incorporated by reference into the Companion Policy of NI 43-101 and are used by regulators when assessing whether QPs are following the best practices.


http://www.google.ca/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwjTuOLHxY3SAhVOxCYKHeq8BU0QjRwIBw&url=http://www.m4society.org/&psig=AFQjCNFNUmbQXY80N6S8HpgQFJg3mMNJnw&ust=1487091452018178
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Here is what they look like and the CIM website in order to find them

What is important to know is that both of these documents provide Principle-based guidance only, they do not cover all situations of circumstances the QP will encounter
	Example: discusses geophysical surveys, but does not cover IP, gravity, & Mag-EM best practices

But:
These documents represent very significant updates to the previous best practices and represent a “modernization” of the guidance reflecting today’s practices
Cover many more topics, and much more “in-depth” information

For example: 
Exploration	 - 17 pages compared to 2 pages
	 - Covers the planning, supervising, and executing of exploration programs 

MRMR	 - 75 pages compared to 35 pages
	 - Addresses a number of professional practice concerns raised by securities commission staff including:
Mineral resources
Technical and economic factors (cut-off grade)
Constraining surfaces
Mineral reserves
Capital cost estimates
Economic analysis


http://www.google.ca/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwjTuOLHxY3SAhVOxCYKHeq8BU0QjRwIBw&url=http://www.m4society.org/&psig=AFQjCNFNUmbQXY80N6S8HpgQFJg3mMNJnw&ust=1487091452018178
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Top 5 deficiencies: NI 43-101 (Rule)

* 2.4 Disclosure of historical estimates
* Source and date, main assumptions used, cautionary language

3.3 Requirements for written disclosure of exploration information
* Analytical procedures & name of lab, QA/QC, true widths, higher grade intervals

2.3 Restricted disclosure
* PEA caution related to inferred, exploration target ranges, cautionary language

2.2 All disclosure of mineral resources or mineral reserves
* Resource & reserve categories, contained metal only, adding inferred

3.1 Written disclosure to include name of qualified person
* Qualified person’s name and relationship to the issuer

R ——— =
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Top 5 deficiencies: NI 43-101 (Rule)
Most common disclosure deficiencies (Represents about 80% of the observed deficiencies) 
Typically related to disclosure in news releases, MD&A, AIF, and websites

2.4 Disclosure of historical estimates
Missing source and date, main assumptions used, and required cautionary language

3.3 Requirements for written disclosure of exploration information
Missing analytical procedures, name of the lab, QA/QC information, true widths (if known) and higher grade intervals within wide intersection in drill core

2.3 Restricted disclosure
Missing PEA caution related to using inferred resources, exploration target ranges for tonnes and grade, required cautionary language  

2.2 All disclosure of mineral resources or mineral reserves
Not providing the resource & reserve categories, reporting only contained metal without associated tonnes and grade, adding inferred resource to other categories of resources 

3.1 Written disclosure to include name of qualified person
Not including the QP’s name in the disclosure and relationship to the issuer (including websites)
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Top 5 deficiencies: Technical report (Report)

Item 3: Reliance on other experts
* Relying on other experts (Must be limited to legal, political, environmental, tax)

Item 12: Data verification
* No data verification by QP, lack of QP’s opinion on adequacy of data

Item 11: Sample preparation, analyses and security
* QA/QC information, assay & analytical procedures, name of lab, sample preparation

Item 10: Drilling
* Location, azimuth, width, true width, higher grade intervals

Item 14: Mineral resource estimates
* Key assumptions, parameters, methods, discuss known material risks
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Top 5 deficiencies: Technical report (Report)
Most common disclosure deficiencies (Represents about 60% of the observed deficiencies) 

Item 3: Reliance on other experts
Relying on other experts for critical information that is NOT related to legal, political, environmental, or tax matters
Put this in Item 2 Introduction under Sources of Information

Item 12: Data verification
This is a critical section, especially at the mineral resource stage
No data verification by the QP, lack of QP’s opinion on adequacy of data for use in the technical report

Item 11: Sample preparation, analyses and security
Lack of QA/QC information, no mention of the assay and analytical procedures, not naming the lab, missing sample preparation information

Item 10: Drilling
Missing information on the drill hole location, azimuth, width, no information about true widths (if known), higher grade intervals within wider intersections

Item 14: Mineral resource estimates
Lack of key assumptions, parameters, methods, used to establish RPEEE such as metal price, mining and processing method and costs related to mining, processing and G&A – and also a lack of discussion about known material risks 
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SN 51-358 Climate change disclosures

| Canadian Securities Autorités canadiennes
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CSA Staff Notice 51-358
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August 1, 2019

Executive summary
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Thank you, Craig.  We’ll move onto our next topic now, which will cover climate change disclosures.

On August 1, 2019 the CSA published staff guidance on climate change disclosures in CSA Staff Notice 51-358 – Reporting of Climate Change-related risks (or, SN 51-358)


The key objective of this guidance is to provide issuers, particularly smaller ones, with guidance on how they might approach preparing disclosures of material climate change-related risks.
 
The guidance is harmonized across the CSA and is primarily focused on issuers’ disclosure obligations as they relate to the management’s discussion and analysis (or, MD&A) and the Annual Information Form (or, AIF). 

And to be clear, the guidance does not create any new disclosure requirements or modify existing ones. 


Sources

https://www.osc.gov.on.ca/documents/en/Securities-Category5/csa_20190801_51-358_reporting-of-climate-change-related-risks.pdf

https://www.osc.gov.on.ca/en/SecuritiesLaw_csa_20180405_51-354_disclosure-project.htm
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SN 51-358 Climate change disclosures

March 2017: CSA climate
change- related
disclosures initiative
announced

@ 00

April 2018: CSA Staff
Notice 51-354 Report
on Climate Change-
related Disclosures
Project

August 2019: CSA Staff
Guidance 51-358
Reporting of Climate
Change-related Risks

®
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Presentation Notes
In terms of background, in March 2017, we announced a CSA-wide project to review the disclosure by public companies of the risks and financial impacts associated with climate change. 
 
The work completed, the findings from our project and the recommended areas of future work were published in April 2018 in CSA Staff Notice 51-354 Report on Climate Change-related Disclosure Project. 
 
One of the areas of future work identified in that notice was to develop further guidance for issuers on business risks and opportunities and potential financial impacts of climate change. 

As a reminder, we previously published CSA staff guidance on environmental reporting, including reporting of material climate change-related risks in 2010 (CSA Staff Notice 51-333). 

We heard from our consultations that while that guidance was still useful, further specific guidance on the identification and disclosure of material climate change-related risks was needed. 

In response, on August 1st we published CSA Staff Guidance 51-358 Reporting of Climate Change-related Risks. 
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SN 51-358 Climate change disclosures

Role of board and management:

The guidance provides practical support to boards and
management by providing select questions to help
inform their consideration of material climate change-

related risks and making appropriate disclosure
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One of the purposes of the guidance is to provide practical support to boards and management by providing select questions to help inform their consideration of material climate change-related risks and making appropriate disclosure.
 
For example, some questions a Board can consider include: 

Whether the Board has been provided with appropriate orientation and information to help them understand sector specific climate change-related issues; and 
Whether the Board has been provided with sufficient information to appropriately oversee management’s assessment of these risks.

Some questions management can consider include: 

Whether management has access to, the appropriate expertise to understand and manage material climate change-related risks; and
Whether management has considered how each of the different categories of climate change-related risks may affect the issuer. 
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SN 51-358 Climate change disclosures

Key stakeholder
theme

Materiality
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of whether
information is
required to be
disclosed — only
MEIEE]
information needs
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an issuer’s AlIF and
MD&A

Guidance provides
both general
principles and
specific
considerations for
determining

materiality in the
context of climate
change-related risk
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The guidance is focused on materiality.
 
A key theme that emerged from the 2017 reviews was that issuers needed further guidance in this area. 

In particular, we noted that some companies appeared to have difficulty with determining the materiality of climate change-related risks due to uncertainties related to timing and potential impacts. 

It’s important to note that materiality is the determining factor in any assessment of whether information is required to be disclosed. 

For purposes of an issuer’s MD&A and AIF, materiality is based on a ‘reasonable investor test’, which means that information is likely material if a reasonable investor’s decision whether to buy, sell or hold securities in an issuer would likely be influenced or changed if the information in question was omitted or misstated. 

The staff notice provides guidance both on general principles and  climate change - specific considerations for determining materiality.
 
Its important to note climate change-related risks and their potential financial impacts are mainstream business issues. However, they may differ from many other business risks because their impacts may be uncertain and can develop over time. 

Despite the potential uncertainties and longer time horizon associated with climate change-related risks, boards and management should take appropriate steps to understand and assess the materiality of these risks to their business. 
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SN 51-358 Climate change disclosures

s Required disclosure

e Section 1.4(g) of Form 51-102F1 (MD&A)
e Section 5.2 of Form 51-102F2 (AIF)

s Categories of climate change-related risks

e Physical risks — acute or chronic
* Transitional risk — reputational, market, regulatory, policy, legal and technology
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There are 2 general categories of climate-change related risks that may effect issuers: 

These are Physical risks and Transitional risks. 

Physical risks from climate change can be event-driven or related to longer-term shifts in climate patterns. 

Physical risks may have direct financial implications for issuers, such as direct damage to assets, but they may also have indirect impacts, for example from supply chain disruption. 

Transitional risks include reputational, market, regulatory, policy, legal and technology-related risks.
 
The timing and magnitude of all of these risks may vary for issuers based on their industry and business, however most issuers will be impacted in some way by climate change. 

the guidance does not create any new obligations for issuers. Issuer’s are currently required to disclose material climate change-related risks in their continuous disclosure documents. 

In particular:
 
Issuers are required to disclose in their MD&A any material commitments, events, risks or uncertainties that they reasonably believe will materially affect the company’s future performance. 

Issuers are also required to disclose material risk factors in their AIF. 
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Management Discussion & Analysis (MD&A)

* MD&A is a narrative explanation “through the eyes of management”
which:

* Provides a balanced discussion of an issuer’s results, financial condition and
future prospects — openly reporting bad news as well as good news

* Helps current and prospective investors understand what the financial statements
show and do not show

* Discusses trends and risks that have affected or are reasonably likely to affect
the financial statements in the future

* Provides information about the quality and potential variability of an issuer’s
earnings and cash flow
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The next item we wanted to address today is some common areas of weakness observed in Management’s Discussion & Analysis, or MD&As filed by small and medium enterprises. 

MD&As should be meaningful to investors. As preparers and advisors, you can help add value to readers by ensuring that the MD&A complements the financial statements, provides balanced reporting, and is updated for new events.  In addition, the MD&A should discuss material information that may not be fully reflected in the financial statements, such as contingent liabilities, defaults under debt, off-balance sheet financing arrangements, or other contractual obligations.


https://www.osc.gov.on.ca/documents/en/Companies/sme_20130605_write-effective-mda.pdf
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The above diagram summarizes the key components of an Issuer’s annual MD&A, full requirements of which can be found in Form 51-102F1

The following slides will provide an overview of key issues, observations and best practices for several areas where we often see opportunities for improved disclosure.
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MD&A — Discussion of Operations

e We continue to see issuers that Example of boilerplate disclosure:
provide boilerplate disclosure when The Company reported revenue of
discussing their results of operations,  $7,600,000 for the year ended
such as simply repeating information December 31, 2019, compared with

that is readily available in the financial ~ $7,000,000 a year earlier, an increase
of 9%. The growth is mainly due to an

statements.
increase in the sales of product X.
* Issuers provide the year over year
change in the balance without Repetition 4
explaining, in sufficient detail, the key| from No discussion
drivers and reasons contributing to financial of variances
the change. statements

~ -
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The first area we would like to review is the results of operations section of the MD&A. Often we find the discussion relating to revenue and costs is boilerplate and includes very little discussion of the period-to-period variances.

It is important that you provide an analysis of operations by discussing why revenue and costs have changed. 

[animation] Simply repeating variances that can be calculated from the financial statements does not help investors understand the results. 

[animation] In the example above, it is disclosed that the increase in revenue is mainly due to sales of product X, but it doesn’t explain why sales of product X increased or any changes in other product lines that may have offset the sales of product X. 

This disclosure does not provide useful information to enable readers to understand the increase in revenue. 

The issuer should describe the key drivers of the sales of product X, including consumer trends, selling prices, sales mix, and introduction of new products and services, as applicable. The MD&A allows management to provide insight beyond what is contained in the financial statements.

Source: From 2019 slides


CNTARIC
SECURITIES
COMMISSION

MD&A — Discussion of Operations

Areas Considerations

Revenue . Have changes caused by the following factors been disclosed?
=  Selling prices
=  Volume / quantity of goods and services
" Introduction of new products or services
=  Any other factors

Costs  Have changes caused by the following factors been disclosed?
" Labour and material costs
" Price changes

" Inventory adjustments

R ——— =
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Presentation Notes
This slide captures examples of things to consider when discussing revenue and costs.  To reiterate the previous slide, issuers should focus on why things change in order to provide more meaningful MD&A disclosure. 

Source: from 2016 SME slides
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MD&A — Discussion of Operations: Projects
not yet generating revenue

Significant Projects

* We continue to see issuers disclose or announce significant projects that
are in the early stages of development, but fail to disclose sufficient
information about the project. This issue is often observed with issuers who

had a change of business and/or are in emerging industries.
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We also continue to see issuers disclose or announce significant projects that are in the early stages of development, yet fail to disclose sufficient information about the project. This issue is often observed with issuers who had a change of business and/or are in emerging industries.


https://www.osc.gov.on.ca/documents/en/Securities-Category5/csa_20180719_51-355_continuous-disclosure-review-program.pdf
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MD&A — Discussion of Operations: Projects
not yet generating revenue

Overall plan for . Regulatory and
: Project ] ;
the project T Budget licensing Updates
. Timeline .
and/or business requirements
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* Current and timeline expenditures
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milestones generating timing
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Items 1.4(d), 1.6(a) and 1.7(a)(iii) of Form 51-102F1 and section 5.8 of NI 51-102 prescribes disclosure for issuers that have significant projects that have not yet generated revenue. The requirements include:

a) A description of the project: This should include a discussion of both current and long term plans. The disclosure should be robust and include a discussion of the key milestones and what specific events need to occur for the issuer to meet those milestones.

b) Project timeline: The expected timeline of the project must be clearly disclosed, including the issuer’s progress compared to the timeline and the date at which it expects to begin generating revenues.

c) Budget: The estimated total expenditures related to the project, expenditures to date, expected timing of remaining expenditures and how the issuer anticipates funding the remaining expenditures should be discussed. 

d) Regulatory and licensing requirements: There should be a discussion of license(s) and regulatory approval(s) the issuer must obtain. The discussion should include the anticipated timeline and expenditures associated with obtaining the license or regulatory approval and the risks and associated impact if regulatory approval and licenses are not obtained. 

e) Updates: The issuer must include an update on the status of the project in each MD&A, including any delays in the disclosed timeline and/or anticipated cost overruns. 

These disclosures are necessary to help investors further understand an issuer’s operations, and are particularly meaningful in certain situations when discussion of revenues are not sufficient such as a company that is still in the development stage.

The next few slides will go through some examples

https://www.osc.gov.on.ca/documents/en/Securities-Category5/csa_20180719_51-355_continuous-disclosure-review-program.pdf
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MD&A — Discussion of Operations: Projects
not yet generating revenue

Projects Not Yet Generating Revenue — Example of
Boilerplate Disclosure:

In 2019, the Company continued its exploration efforts on the
Lacks Detail XYZ Lake property including additional drilling on the Fire Zone
which continued to intersect significant zone of mineralization.

In 2020, the Company expects to continue its drilling efforts to
outline the Fire Zone mineralization and also drill test the

Eg’gfeg‘;’t geophysical targets. The Company anticipates it will be in a
future position to disclose an initial mineral resource estimate on the
spending XYZ Lake property in 2020.
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Here is a boilerplate example that does not adequately describe the project, the status of the development or expenditures.

Take a moment to read the example, and note that the disclosure lacks sufficient detail and does not discuss current or future expenditures.

Source: 2014 SME
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MD&A — Discussion of Operations: Projects
not yet generating revenue

Projects Not Yet Generating Revenue — Example of Entity Specific Disclosure:
In 2019, the Company spent $873,100 on exploration expenses on the XYZ Lake
property which consisted mainly of two phases of diamond drilling on the Fire Zone
(totaling 25 holes for 4,820 metres) which were completed in February, 2019 and
September, 2019. This drilling continued to outline significant zones of mineralization,
the results of which were reported by the Company in news releases on May 30,
2019, June 24, 2019 and November 29, 2019.

In early 2020, the Company expects to spend approximately $800,000 conducting
additional diamond drilling on the Fire Zone as well as follow-up drill testing of the
high priority geophysical targets. It is expected that both drilling programs will consist
of approximately 20 drill holes totaling about 5,000 metres. The Company anticipates
it will be in a position to disclose an initial mineral resource estimate on the XYZ Lake
property in 2020.

—
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Here is the previous example enhanced by providing entity-specific details. 

Source: 2014 SME
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MD&A — Discussion of Operations: Projects
not yet generating revenue

Projects Not Yet Generating Revenue — Example of Entity Specific Disclosure:
In 2019, the Company spent $873,100 on exploration expenses on the XYZ Lake
property which consisted mainly of two phases of diamond drilling on the Fire Zone
(totaling 25 holes for 4,820 metres) which were completed in February, 2019 and
September, 2019. This drilling continued to outline significant zones of mineralization,
the results of which were reported by the Company in news releases on May 30,
2019, June 24, 2019 and November 29, 2019.

Expenditures

In early 2020, the Company expects to spend approximately $800,000 conducting
additional diamond drilling on the Fire Zone as well as follow-up drill testing of the

Status high priority geophysical targets. It is expected that both drilling programs will consist
compared to of approximately 20 drill holes totaling about 5,000 metres. The Company anticipates
plan it will be in a position to disclose an initial mineral resource estimate on the XYZ Lake

property in 2020.



Presenter
Presentation Notes
You’ll note that expenditures spent to date and expected to be spent to continue the project are disclosed.  In addition, this disclosure provides a detailed status of the project and discusses the progress of the project relative to the big picture.
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MD&A — Discussion of Operations: Projects
not yet generating revenue

Areas Considerations

Status * Is there disclosure of the project’s progress compared to the plan?

*  What is being planned next?

Expenditures <+ Have the following been disclosed?
= Expenditures to date.

=  Whether the issuer anticipates spending more than budget on each
project.

= Amounts that need to be spent to take the project to next level
and how it will be funded.

R ——— =


Presenter
Presentation Notes
Here are some specific items to consider when discussing projects that have not yet generated revenue. 

-Is there disclosure of the project’s progress compared to the plan?
-What is being planned next?
- Have Expenditures to date been disclosed?
-Has the issuer disclosed whether it anticipates spending more than budget on each project.
-Is there disclosure of the amount needed to get project to next level and how it will be paid for?


Source: 2014 SME
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MD&A - Discussion of Operations: Use of
Proceeds from a Financing

Example of Boilerplate Disclosure

“Although the company intends to expend the net proceeds from the prospectus offering
as described in its 2019 prospectus, there may be circumstances where for sound
business reasons, a reallocation of funds may be deemed prudent or necessary. While
actual expenditures may differ from the above amounts and allocations, the net
proceeds will be used by the company in furtherance of its business.”



Presenter
Presentation Notes
Item 1.4(i) of Form 51-102F1 requires disclosure of any updates or changes to the use of proceeds previously disclosed from prior financings and the impact of the changes on the issuer’s ability to achieve its business objectives and milestones.

The above is an example of boilerplate disclosure, take a moment to review the disclosure.

Source:

https://www.osc.gov.on.ca/documents/en/Companies/sme_20130605_write-effective-mda.pdf
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MD&A - Discussion of Operations: Use of
Proceeds from a Financing

Example of Entity Specific Disclosure

Previously | Spent to Date | Variance Reason Revised
Disclosed Budget
$8,800 $10,500 $1,700 Additional design $11,000
modifications required
Testing $1,200 Nil (51,200) Delayed start $1,200

Total $10,000 $10,500 $500 $12,200



Presenter
Presentation Notes
This slides provides an example of improved entity specific disclosure.

Instead of general statements that do not provide specific updates, the table above provides an update on the anticipated use of proceeds raised in the most recent financing, along with amounts actually expended and a description of the variances

The issuer should also discuss whether additional financing will be needed and how any increases in expected expenditures will be funded. 
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MD&A - Discussion of Operations: Use of
Proceeds from a Financing

Example of Entity Specific Disclosure

“The table above provides an update on the anticipated use of proceeds raised in the
most recent financing, along with amounts actually expended and a description of the
variances. The company recently determined that additional investment is required to
get Project A to the testing phase. The final column of the table indicates the company’s
revised estimate of the total expenditure required to complete the indicated phase.
Given the anticipated increased costs for Project A, the company was not able to use the
funds for Project B as noted in the prospectus. The expected budget for Project B
remains unchanged from that disclosed in the prospectus and the company is developing
a strategy to ensure funding is available so that the time of Project B is not delayed.”



Presenter
Presentation Notes
This slide provides the narrative that helps add context to the table on the previous slide.

I’ll allow everyone a minute to read the example.
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MD&A - Discussion of Operations: Use of
Proceeds from a Financing

Variances .

Disclosure .

How does the nature and amount of expenditures made by the company
compare to the use of proceeds from previous financing?

How do variances impact future operations?

How will the variance affect the company’s ability to achieve its business
objectives and milestones?

Will the company require additional financing to meet its next milestone?

Have the above items been disclosed?

Does the disclosure comply with MD&A requirements?



Presenter
Presentation Notes
Here are Some things to think about while you prepare the disclosure related to updating the use of proceeds.

These include How did you spend the money? How does that compare to your previous disclosures? What will the impact be on future operations, business objectives and milestones?  And Is additional financing necessary?
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MD&A - Related party disclosures

IAS 24

Form 51-102F1

e Relationship of parents
and subsidiaries

* Nature of the related
party relationship

e Amount of RPT, including
commitments

e Relationship of related
parties

e [dentity of related
parties

® Business purpose of the
RPT

¢ Recorded amount and
measurement basis used

* Ongoing commitments

The MD&A should
complement and supplement
the financial statements. While
many of the MD&A
requirements for RPTs in Form
51-102F1 are similar to the
requirements under IAS 24,
Form 51-102F1 specifically
requires an issuer to identify
the related person or entity, as
well as to discuss the business
purpose of the transaction.

—


Presenter
Presentation Notes
Next, we will review related party disclosures.

Financial statement disclosure requirements under International Financial Reporting Standards (IFRS) and disclosure requirements under securities law serve to ensure that investors are provided with sufficient information to make informed investment decisions. 

The table presented provides a high level overview of the disclosure requirements under accounting and securities rules.
�MD&A disclosure of related party transactions is intended to provide both qualitative and quantitative information that is necessary for an understanding of the business purpose and economic substance of a transaction.  The MD&A should complement and supplement the financial statements. While many of the MD&A requirements for RPTs in Form 51-102F1 are similar to the requirements under IAS 24, Form 51-102F1 specifically requires an issuer to identify the related person or entity, as well as to discuss the business purpose of the transaction.


Source: https://www.osc.gov.on.ca/en/SecuritiesLaw_sn_20150129_51-723_transaction-disclosure.htm
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MD&A - Related party disclosures

p
Repetition from

financial
statements As at December 31, 2019, the Company
was owed $10,000 from a related party

p
Related party is (2018 - $7,500).

not identified

.
/

No business
purpose of the
transactions
\_were disclosed.



Presenter
Presentation Notes
This is an example of disclosure of related party transactions that would not meet the MD&A form requirements.

The disclosure is not specific, and repeats information that a reader can obtain from the financial statements

it doesn’t state who the related party is, and nature of the relationship [Animation 2] or [Animation 3] why the related party owes the issuer money. 

Further, it does not identify whether there is an ongoing contractual obligation or other commitment.

This disclosure does not provide useful information to enable a reader to understand the transactions’ business purpose and economic substance. 
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MD&A - Related party disclosures

~
Related party

IS identified.
\_

(Business
purpose of the
transaction is
\disclosed.

Measurement
basis of the
loan is
disclosed.

As at December 31, 2019, the Company
was owed $9,742 (2018 - $12,000) from
John Smith, the CEO of the Company.
An amount of $12,000 was loaned to
the CEO at the end of 2018 as a
personal loan for a home. The
Company offers personal loans for a
home to all employees that have
worked at the company for 5 years or
more up to an amount of $15,000. The
loan to the CEO carries interest at 3%
and is payable in monthly instalments
over a term of 5 years. The loan is
carried at amortized cost.



Presenter
Presentation Notes
This is an example of improved disclosure for the same company. 

You’ll note that this improved disclosure provides a lot more detail beyond what the reader can find in the financial statements, including [Animation 1] the identity of the related party, [Animation 2] the business purpose of the transaction and [Animation 3] the measurement basis of the transaction. 

The key takeaway from this example is that the disclosure requirements for related party transactions are different under IFRS and the MD&A form.
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Forward-looking information

Forward-looking information
Disclosure regarding:

» possible events

» possible financial performance
Based on:

» future economic conditions

» future courses of action

* includes other information such as:

» key performance indicators
* FOFI

+ financial outlook
 targeted efficiencies

* metal price assumptions

e projected production levels

FOFI

Forward-looking financial information
presented in the format of historical
financial statements.

Financial Outlook
Forward-looking financial information NOT
presented in the format of historical financial
statements.
Examples include:
* projected EBITDA
» projected earnings per share
(EPS)

* revenue targets

* operating ratios

* R&D spending

» projected operating costs



Presenter
Presentation Notes
Now we’ll move onto forward-looking information, or FLI – so, what is FLI?
It is disclosure about possible events, conditions or financial performance that is based on assumptions about future economic conditions and courses of action

FLI includes two subcategories dealing with financial information: 

(a) Future-oriented financial information or FOFI and (b) financial outlook. 
Both FOFI and financial outlooks are subsets of FLI that are about prospective financial performance, financial position or cash flows, which, in turn, are based on assumptions about future economic conditions and courses of action.
 The difference between the two outlooks is the format in which the financial information is presented.  In the case of FOFI, the information is presented in the format of a historical financial statement
Examples of a financial outlook would include projected EBITDA, expected revenue, profit or loss, EPS or R&D spending.
We don’t see FOFI very often.  When we do, the disclosure is generally found in prospectuses or rights offerings.

An example of FLI that is not FOFI or financial outlook would be: an estimate of future store openings by an issuer in the retail industry. 

Source: https://www.osc.gov.on.ca/documents/en/Securities-Category5/sn_20130613_51-721_forward-looking.pdf
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Forward-looking information

* National Instrument 51-102 — Continuous Disclosure Obligations

 PART 4A — Forward-looking information
* PART 4B — FOFI and financial outlooks

» Part 5.8 — Disclosure relating to previously disclosed material forward-looking
information



Presenter
Presentation Notes
Requirements of disclosure relating to forward-looking information can be found in National policy 51-102 at:

PART 4A – Forward-looking information
PART 4B – FOFI and financial outlooks
Part 5.8 – Disclosure relating to previously disclosed material forward-looking information

Some key requirements include that:
A reporting issuer must not disclose forward-looking information unless the issuer has a reasonable basis for the forward-looking information.
Further, a reporting issuer must state the material factors or assumptions used to develop forward-looking information; and
FOFI or a financial outlook that is based on assumptions that are reasonable in the circumstances must, without limitation, be limited to a period for which the information in the FOFI or financial outlook can be reasonably estimated.
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Forward-looking information

 Example of deficient disclosure

* Since starting operations in 2018, we have focused on growing the number of new stores, and have seen a
substantial increase in the pace of store openings as of the most recent quarter (with 17 of the 20 new stores
for fiscal 2019 opened in Q4 2019), leading to accelerated sales. New store openings, sales levels and net

income for the last two fiscal years are shown below.

Year ended December 31, | Year ended December 31,
2019 - opened 2018 - opened
# of Stores 20 16

Sales 15M 12.6M

Growth targets® We will aggressively pursue growth opportunities, and anticipate that we will increase our store
count by 70 new stores in 2020, to reach 106 stores by end of fiscal 2020. We also anticipate that we will reach
256 stores by end of fiscal 2021, and 400 stores by end of fiscal 2022. By rapidly growing our store base, we
expect to grow sales to $500 million by the end of fiscal 2021.

(1) Certain disclosures, including the number of new stores and store count as well as future sales levels, represent forward-looking information within the meaning of securities legislation. Readers are urged
to consider the risks, uncertainties and assumptions carefully in evaluating the forward-looking information and are cautioned not to place undue reliance on such information. See “Forward-looking

Statements” in this MD&A.


Presenter
Presentation Notes
The above slide is an example of deficient disclosure.
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Forward-looking information

 Example of deficient disclosure

* Since starting operations in 2018, we have focused on growing the number of new stores, and have seen a
substantial increase in the pace of store openings as of the most recent quarter (with 17 of the 20 new stores
for fiscal 2019 opened in Q4 2019), leading to accelerated sales. New store openings, sales levels and net
income for the last two fiscal years are shown below.

Year ended December 31, | Year ended December 31,
2019 - opened 2018 - opened
# of Stores 20 16

Sales 15M 12.6M

Growth targets® We will aggressively pursue growth opportunities, and anticipate that we will increase our store
count by 70 new stores in 2020, to reach 106 stores by end of fiscal 2020. We also anticipate that we will reach
256 stores by end of fiscal 2021, and 400 stores by end of fiscal 2022. By rapidly growing our store base, we
expect to grow sales to $500 million by the end of fiscal 2021.

(1) Certain disclosures, including the number of new stores and store count as well as future sales levels, represent forward-looking information within the meaning of securities legislation. Readers are urged
to consider the risks, uncertainties and assumptions carefully in evaluating the forward-looking information and are cautioned not to place undue reliance on such information. See “Forward-looking

Statements” in this MD&A.


Presenter
Presentation Notes
In the example, the issuer presented FLI for the next three years, which did not appear to be supported by reasonable assumptions, nor was the FLI limited to a period of time for which the information could be reasonably estimated (which is generally considered to be a year).

Example from: https://www.osc.gov.on.ca/documents/en/Securities-Category5/csa_20180719_51-355_continuous-disclosure-review-program.pdf
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Forward-looking information

 Example of deficient disclosure

* Since starting operations in 2018, we have focused on growing the number of new stores, and have seen a
substantial increase in the pace of store openings as of the most recent quarter (with 17 of the 20 new stores
for fiscal 2019 opened in Q4 2019), leading to accelerated sales. New store openings, sales levels and net
income for the last two fiscal years are shown below.

Year ended December 31, | Year ended December 31,
2019 - opened 2018 - opened
# of Stores 20 16

Sales 15M 12.6M

Growth targets® We will aggressively pursue growth opportunities, and anticipate that we will increase our store
count by 70 new stores in 2020, to reach 106 stores by end of fiscal 2020. We also anticipate that we will reach
256 stores by end of fiscal 2021, and 400 stores by end of fiscal 2022. By rapidly growing our store base, we
expect to grow sales to $500 million by the end of fiscal 2021.

(1) Certain disclosures, including the number of new stores and store count as well as future sales levels, represent forward-looking information within the meaning of securities legislation. Readers are urged
to consider the risks, uncertainties and assumptions carefully in evaluating the forward-looking information and are cautioned not to place undue reliance on such information. See “Forward-looking

Statements” in this MD&A.


Presenter
Presentation Notes
The issuer has also did not disclose the assumptions used to develop the FLI or material risk factors that could cause actual results to differ materially from the FLI disclosed.

Example from: https://www.osc.gov.on.ca/documents/en/Securities-Category5/csa_20180719_51-355_continuous-disclosure-review-program.pdf
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Forward-looking information
 Example of enhanced disclosure

Growth targets® We will aggressively pursue growth opportunities, and anticipate that we will increase our store
count by 70 new stores in 2020, to reach 106 stores by end of fiscal 2020, which corresponds to expected sales of
$50 to 80 million for fiscal 2020. We are focused on expanding the number of stores in a responsible manner and
using a reasoned growth strategy, targeting major urban centres which meet pre-defined population and income
criteria. Management believes this growth target is achievable based on the assumptions and factors disclosed below,
and is committed to pursuing new growth opportunities and partnerships.

Assumptions:

* we have agreements, leases and planned launch dates in place for 40 of the 70 new store openings planned for
2020;

* we have substantially negotiated the terms for 15 of the 70 new store openings planned for 2020, but launch dates
and locations are still being finalized;

* we are in active discussions with major retail partners for 15 of the 70 new store openings planned for 2020;

* we assume stores are opened evenly throughout the year, and generate on average approximately $0.7- $1.1
million in sales, depending on location.

(1) Certain disclosures, including the number of new stores and store count as well as future sales levels, represent forward-looking information within the

meaning of securities legislation. Readers are urged to consider the risks, uncertainties and assumptions carefully in evaluating the forward-looking

information and are cautioned not to place undue reliance on such information. See “Forward-looking Statements” as well as “Material Risk Factors — FLI”
in this MD&A.


Presenter
Presentation Notes
This slide outlines improved FLI disclosure. 
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Forward-looking information
 Example of enhanced disclosure

Growth targets® We will aggressively pursue growth opportunities, and anticipate that we will increase our store
count by 70 new stores in 2020, to reach 106 stores by end of fiscal 2020, which corresponds to expected sales of
$50 to 80 million for fiscal 2020. We are focused on expanding our number of stores in a responsible manner and
using a reasoned growth strategy, targeting major urban centres which meet pre-defined population and income
criteria. Management believes this growth target is achievable based on the assumptions and factors disclosed below,
and is committed to pursuing new growth opportunities and partnerships.

Assumptions:

* we have agreements, leases and planned launch dates in place for 40 of the 70 new store openings planned for
2020;

* we have substantially negotiated the terms for 15 of the 70 new store openings planned for 2020, but launch dates
and locations are still being finalized;

* we are in active discussions with major retail partners for 15 of the 70 new store openings planned for 2020;

* we assume stores are opened evenly throughout the year, and generate on average approximately $0.7- $1.1
million in sales, depending on location.

(1) Certain disclosures, including the number of new stores and store count as well as future sales levels, represent forward-looking information within the

meaning of securities legislation. Readers are urged to consider the risks, uncertainties and assumptions carefully in evaluating the forward-looking

information and are cautioned not to place undue reliance on such information. See “Forward-looking Statements” as well as “Material Risk Factors — FLI”
in this MD&A.


Presenter
Presentation Notes
In this example, the financial outlook has been limited to a period of one fiscal year for which the information in the outlook can reasonably be estimated. 
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Forward-looking information
 Example of enhanced disclosure

Growth targets® We will aggressively pursue growth opportunities, and anticipate that we will increase our store
count by 70 new stores in 2020, to reach 106 stores by end of fiscal 2020, which corresponds to expected sales of
$50 to 80 million for fiscal 2020. We are focused on expanding our number of stores in a responsible manner and
using a reasoned growth strategy, targeting major urban centres which meet pre-defined population and income
criteria. Management believes this growth target is achievable based on the assumptions and factors disclosed below,
and is committed to pursuing new growth opportunities and partnerships.

Assumptions:

* we have agreements, leases and planned launch dates in place for 40 of the 70 new store openings planned for
2020;

* we have substantially negotiated the terms for 15 of the 70 new store openings planned for 2020, but launch dates
and locations are still being finalized;

* we are in active discussions with major retail partners for 15 of the 70 new store openings planned for 2020;

° we assume stores are opened evenly throughout the year, and generate on average approximately $0.7- $1.1
million in sales, depending on location.

(1) Certain disclosures, including the number of new stores and store count as well as future sales levels, represent forward-looking information within the
meaning of securities legislation. Readers are urged to consider the risks, uncertainties and assumptions carefully in evaluating the forward-looking
information and are cautioned not to place undue reliance on such information. See “Forward-looking Statements” as well as “Material Risk Factors — FLI”
in this MD&A.



Presenter
Presentation Notes
The assumptions supporting the outlook are clearly disclosed, and appear to be reasonable given the issuer’s limited operating history. 
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Forward-looking information
 Example of enhanced disclosure

Growth targets® We will aggressively pursue growth opportunities, and anticipate that we will increase our store
count by 70 new stores in 2020, to reach 106 stores by end of fiscal 2020, which corresponds to expected sales of
$50 to 80 million for fiscal 2020. We are focused on expanding our number of stores in a responsible manner and
using a reasoned growth strategy, targeting major urban centres which meet pre-defined population and income
criteria. Management believes this growth target is achievable based on the assumptions and factors disclosed below,
and is committed to pursuing new growth opportunities and partnerships.

Assumptions:

* we have agreements, leases and planned launch dates in place for 40 of the 70 new store openings planned for
2020;

* we have substantially negotiated the terms for 15 of the 70 new store openings planned for 2020, but launch dates
and locations are still being finalized;

* we are in active discussions with major retail partners for 15 of the 70 new store openings planned for 2020;

° we assume stores are opened evenly throughout the year, and generate on average approximately $0.7- $1.1
million in sales, depending on location.

(1) Certain disclosures, including the number of new stores and store count as well as future sales levels, represent forward-looking information within the
meaning of securities legislation. Readers are urged to consider the risks, uncertainties and assumptions carefully in evaluating the forward-looking
information and are cautioned not to place undue reliance on such information. See “Forward-looking Statements” as well as “Material Risk Factors — FLI”
in this MD&A.



Presenter
Presentation Notes
The issuer has also disclosed (elsewhere in the MD&A) the material risk factors that could cause actual results to differ materially from the FLI disclosed.
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Forward-looking information
e Updating previously disclosed forward-looking information

Assumptions for original targets Q1 results to date

We have agreements, leases and planned launch dates =~ We have launched 15 of the 70 planned new store openings for 2020

in place for 40 of the 70 new store openings planned and are on track to meet the previously disclosed target of 70 store

for 2020; openings in 2020. For the remaining target of 55 stores to be launched,
We now have agreements in place for 40 stores planned for 2020.

We have substantially negotiated the terms for 15 of We have substantially negotiated the terms for 15 additional store

the 70 new store openings planned for 2020, but openings planned for 2020.

launch dates and locations are still being finalized;

We are in active discussions with major retail partners We have completed the negotiation for the 15 retail partners for new
for 15 of the 70 new store openings planned for 2020; store openings in 2020.

We assume stores are opened evenly throughout the Due to shift in retail consumer trends away from physical retail stores
year, and generate on average approximately $0.7- and towards digital platforms, we have revised our assumptions for
$1.1 million in sales, depending on location. average store sales to approximately $0.5 million - $0.8 million, for

expected sales of $35M to $56M for fiscal 2020.



Presenter
Presentation Notes
A reporting issuer is required under Section 5.8 of NI 51-102 to discuss in the MD&A or in a press release, events and circumstances that are reasonably likely to cause actual results to differ materially from previously disclosed FLI. The expected differences must also be disclosed. For example, economic and market events may cause actual results to differ materially from previously disclosed material FLI. 

Above is an example illustrating how reporting issuers can clearly identify FLI and update previously disclosed FLI by explaining why the original assumptions changed with supporting numbers. Using tables, although not required, is an effective approach to clearly communicate and update the information. 


Example from: https://www.osc.gov.on.ca/documents/en/Securities-Category5/sn_20130613_51-721_forward-looking.pdf
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Forward-looking information

* Updating previously disclosed forward-looking information

» Updates to or notification that FLI is being withdrawn must be included in the
MD&A or in a news release.

» Section 5.8 of NI 51-102 provides flexibility to allow the updated information to be
included in a news release as long as it is filed prior to the MD&A. In this case, the
MD&A must refer to the news release to satisfy the requirements.

* The disclosure and discussion of material differences between actual results and
previously disclosed FOFI or financial outlook must be included in the MD&A;
including this information in a news release instead of the MD&A is not permitted.


Presenter
Presentation Notes
We have also observed issuers who withdrew previously disclosed material FLI without providing the required disclosure. �
If issuers decide to withdraw previously disclosed material FLI, they must disclose this decision in their MD&A and discuss the events and circumstances that led to that decision, including a discussion of the assumptions underlying the FLI that is no longer valid.

Section 5.8 of NI 51-102 provides flexibility to allow the updated information to be included in a news release as long as it is filed prior to the MD&A. In this case, the MD&A must refer to the news release to satisfy the requirements. 

However, the disclosure and discussion of material differences between actual results and previously disclosed FOFI or financial outlook must be included in the MD&A; including this information in a news release instead of the MD&A is not permitted. 
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Overly promotional disclosure

* CSA Staff Notice 51-356 Problematic promotional activities by
ISsuers
« Contains examples of promotional activities that may be misleading
» Contains relevant requirements and guidance
* National Policy 51-201 Disclosure Standards
» CSA Multilateral Staff Notice 51-336 Issuers Using Mass Advertising

» CSA Staff Notice 51-348 Staff’s Review of Social Media Used by Reporting
Issuers.


Presenter
Presentation Notes
Lastly, I wanted to mention that, In November 2018, Staff published CSA Staff Notice 51-356, the purpose of which was to illustrate some of the specific problems observed in filings containing overly promotional language.

The following are examples of promotional activities that may potentially be misleading: 
• disseminating presentations, marketing materials, social media posts, or other information that describe early stage plans with unwarranted certainty, or make unsupported assertions about growth of markets or demand for a product; 
• issuing numerous news releases that disclose no new material facts; 
• compensating third parties, who use social media and general investing blogs to promote issuers, but do not disclose their agency, compensation and/or financial interest; 
Making references to emerging market sectors in change of business, without providing support for business plans or risk disclosures.

Please refer to staff notice 51-356 for additional examples. The staff notice also outlines staff’s expectations when engaging in promotional activities.

https://www.osc.gov.on.ca/documents/en/Securities-Category5/csa_20181129_51-356_problematic-promotional-activities-issuers.pdf
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Non-GAAP Financial Measures

* A Non-GAAP Financial Measure is a numerical measure of an issuer’s
financial performance, financial position or cash flow that doesn’t meet the
criteria of the issuer’'s GAAP for presentation in its financial statements but
Is derived from a numerical measure in the financial statements.

Examples of Non-

GAAP GAAP Financial Other
Measures
4 N 4 N
EBITDA Number of units
Free cash flow Number of subscribers
Adjusted earnings Volumetric information
per share Environmental
measures (i.e.
Cash cost per ounce emissions)

A / A /



Presenter
Presentation Notes
I will now quickly touch on non-gaap financial measures

What is a Non-GAAP financial Measure? A Non-GAAP Financial Measure is a numerical measure of an issuer’s financial performance, financial position or cash flow that does not meet the criteria of the issuer’s GAAP for presentation in its financial statements but is derived from a numerical measure in the financial statements. 

Simply put – Non-GAAP measures are financial measures that are not taken from the financial statements (face or notes) 

Some common non-GAAP financial measures include:
EBITDA, or earnings before interest, taxes, depreciation and amortization
Free cash flow
Adjusted earnings per share and 
Cash cost per ounce (for mining issuers for example)

Some issuers disclose performance measures that are calculated without using financial measures (for example, number of units or number of subscribers). such performance measures are not considered to be non-GAAP financial measures.
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Non-GAAP Financial Measures
CSA Staff Notice 52-306 (Revised) — Non-GAAP Financial Measures

MD&A

1. Equal or less
prominence to
GAAP measure

\_GAAP

/3. Name in a
way that
distinguishes it
from Issuer’s

N

Adjusted net earnings’
ERITNA'

2. “No

standardized
meaning”

reconciliation of each nnn—é
directly comparable IFR3 m\ useful

4. Explain why
mps NON-GAAP
measure Is

212
245
24
274

NON-GAAP FINANCIAL PERFORMANCE MEASURES

EBITDA and Adjusted EBITDA

1213119

($ millions)
MNet earnings (loss) 212
Interest 9
Taxes 8
Depreciation & Amortization 12
EBITDA pLY
Imparment charges 23
Losses from disposition 10
e N\ 274

5. Quantitative
reconciliation

net earnings...
and adjusted EBITDA are

non-GAAP financial measure,

E—
e because e
ent to_.. _



Presenter
Presentation Notes
Issuers use Non-GAAP measures to provide additional insight into their overall performance. We often see these measures presented in press releases, MD&A, and prospectuses. 

However Non-GAAP measures should be presented in a way that is not misleading – Staff Notice 52-306 sets out our disclosure expectations

Specifically, issuers should:

present with equal or greater prominence to that of the non-GAAP financial measure, the most directly comparable measure specified, defined or determined under the issuer’s GAAP presented in its financial statements; 
state explicitly that the non-GAAP financial measure does not have any standardized meaning under the issuer’s GAAP and therefore may not be comparable to similar measures presented by other issuers; 
name the non-GAAP financial measure in a way that distinguishes it from disclosure items under an issuer’s GAAP and in a way that is not misleading. For example, in presenting EBITDA as a non-GAAP financial measure, it would be misleading to exclude amounts for items other than interest, taxes, depreciation and amortization; 
explain why the non-GAAP financial measure provides useful information to investors and the additional purposes, if any, for which management uses the non-GAAP financial measure; 
Provide a clear quantitative reconciliation from the non-GAAP financial measure to the most directly comparable measure specified, defined or determined under the issuer’s GAAP and presented in its financial statements, referencing to the reconciliation when the non-GAAP financial measure first appears in the document, or in the case of content on a website, by providing a link to the reconciliation); 

In addition, issuers should
ensure that the non-GAAP financial measure does not describe adjustments as non-recurring, infrequent or unusual, when a similar loss or gain is reasonably likely to occur within the next two years or occurred during the prior two years; and 
present the non-GAAP financial measure on a consistent basis from period to period; however, where an issuer changes the composition of the non-GAAP financial measure, explain the reason for the change and restate any comparative period presented.
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Non-GAAP Financial Measures

CSA Notice and Request for Comment

Proposed National Instrument 52-112 Non-GAAP and Other Financial Measures

Disclosure

Proposed Companion Policy 52-112 Non-GAAP and Other Financial Measures

Disclosure

Related Proposed Consequential Amendments and Changes

R ——— =


Presenter
Presentation Notes
To improve the disclosure surrounding non-GAAP financial measures and certain other financial measures, the CSA is intending to replace Staff Notice 52-306 with a Proposed National Instrument 52-112 and a related proposed Companion Policy. The Proposed Instrument was published on September 6, 2018 for a 90-day comment period). We plan to publish an update to the Proposed Instrument. 

[from 2019 branch report]
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Intangible assets

Based on recent reviews completed by staff, we have identified the following
areas that issuers should pay particular attention to:

* the issuer’s assessment of the extent of the probability of expected future
economic benefits to flow to the issuer from a particular acquired intangible
asset; and

* the issuer’s purchase price allocation when acquiring a business or group of
assets.



Presenter
Presentation Notes
Thanks Shari, our next couple of topics deal with requirements under International Financial reporting standards, or IFRS, and are currently of particular interest to staff due to recent prospectus and continuous disclosure reviews.

With the emergence of industries focused on developing and using certain intangible assets, whether that be cannabis cultivation licenses, or even patents for drug formulations; Staff have taken a closer look at issuers’ accounting and associated disclosure of intangible assets, regardless of whether the acquisition is treated as a business combination or asset acquisition.
 
Based on recent reviews completed by Staff, our observations have identified the following areas that issuers should pay particular attention to:
 
the issuer’s assessment of the extent of the probability of expected future economic benefits to flow to the issuer from a particular acquired intangible asset; and

the issuer’s Purchase price allocation when acquiring a business or group of assets.
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Intangible assets

IAS 38 — Intangible Assets:

An intangible asset shall be recognized if,
and only if:

a) Itis probable that the expected
future benefits that are attributable
to the asset will flow to the entity;
and

D) The cost of the asset can be measured
reliably.

Examples of future economic
benefits flowing from an
intangible asset:

Revenue from the sale of
products or services;

Cost savings; and

Other benefits resulting from the
use of the asset by the issuer.



Presenter
Presentation Notes
IFRS requires that an intangible asset be  recognized if, among other things, “it is probable that the expected future economic benefits that are attributable to the asset will flow to the entity”.
 
IFRS expects that issuers will perform this assessment for each acquired intangible asset using reasonable and supportable assumptions. An issuer should use their best judgement to assess the degree of certainty attached to the flow of future economic benefits that are attributable to the use of the asset on the basis of the evidence available at the time of initial recognition.
 
The future economic benefits flowing from an intangible asset may include (i) revenue from the sale of products or services, (ii) cost savings, or (iii) other benefits resulting from the use of the asset by the issuer. 
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Intangible assets

Staff’s observations and areas of concern:

iIssuers have not performed any assessments of the expected future
economic benefits for each of the acquired intangible assets; and

probable expected future economic benefits for each acquired intangible
asset which did not align (i.e., were much lower) with the value assigned to
the asset within the issuer’s purchase price allocation.

In certain scenarios, we may request that the issuer publicly disclose the
underlying assumptions from their assessment including the reason for the
discrepancies between the value assigned to the asset and its probable

expected future economic benefits.

N — :"f
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Presentation Notes
During the course of our CD and prospectus reviews, we have encountered numerous circumstances where the values assigned by issuers to certain acquired intangible assets are substantially higher than the original book values assigned to the assets by the entity selling them. In these situations, in order to reconcile these differences, Staff will often request that an issuer provide both its quantitative and qualitative analyses that it has previously prepared or provided to its auditors to support its allocation. I would like stress the fact that any of this supporting information requested by Staff as part of its review process, is derived from IFRS and therefore represents information that the issuer would likely have already provided to its auditors during the course of its annual audit and interim review processes.
 
In several of these scenarios in which supporting analyses are requested by Staff, we have noted that issuers have either not been able to demonstrate that they have performed any assessments of the expected future economic benefits for each of the acquired intangible assets, or provided their analyses which actually identified probable expected future economic benefits which were much lower than the value assigned to the asset within the issuer’s purchase price allocation. In scenarios where we believe further disclosure would be beneficial to investors or would provide full, true and plain disclosure of all material facts related to securities offered in a prospectus, we will request that the issuer publicly disclose the underlying assumptions from their analyses. This disclosure often focuses on the reason for the discrepancies between the purchase price allocated to the asset and its probable expected future economic benefits.
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Intangible assets

IFRS prevents issuers from recognizing an intangible asset for most costs
incurred on self-developed internally generated brands, masterheads,
publishing titles, customer lists and items similar in substance, as they cannot
be distinguished from the cost of developing the business as a whole.

Example:

ACQUIREE:
Customer List $0
Brand $0

ACQUIRER:
Customer List $200,000
Brand $500,000

The company would have previously . _

expensed costs related to these Upon acquisition, the acquirer can now

internally generated items. assign value to these items as intangible
assets.
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Presentation Notes
The price disparity we see for intangible assets between their initial book value and the value assigned to them upon acquisition by an issuer is most dramatic for certain internally generated intangible assets.
 
IFRS prevents issuers from recognizing an intangible asset for most costs incurred on research and self-developed internally generated brands, customer lists and items similar in substance, as they cannot be distinguished from the cost of developing the business as a whole. Therefore, these items typically have values of $nil assigned to them until they are acquired. It is only then that the issuer acquiring the assets can recognize them as intangible assets and assign a monetary value to them on their financial statements. 
 
Upon acquisition, where the acquired intangible assets are valued significantly higher than the previous book value, staff may have questions surrounding the issuer’s assessment of the probable expected future economic benefits of the acquired intangible asset and how this assessment reconciles with the purchase price allocated to the asset. 
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Intangible assets

An issuer enters a letter of intent to purchase a
business for 100,000 common shares. On this
date, the issuer’s shares are valued at $1.00
per share.

The issuer values the acquired patent at
$80,000 based on its assessment of the
expected future economic benefits that will
flow to the issuer.

Consideration Paid:
Common Shares
(100,000 shares x $1.00)

Net Assets Acquired:
Intangible Asset - Patent
Capital Asset - Building
Total Net Assets Acquired

At the time that the acquisition closes
on August 13, 2020, the issuer’s
shares are now valued at $1.50 per
share.

The issuer has allocated the
additional purchase price to the
patent despite initially valuing the
patent at $80,000.

Consideration Paid:

Common Shares
(100,000 shares x $1.50)

Net Assets Acquired:

Intangible Asset - Patent

Capital Asset - Building

Total Net Assets Acquired
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Presentation Notes
Finally, through our recent CD and prospectus reviews, staff have observed situations in which issuers acquire intangible assets and pay for the assets by the issuance of their own shares rather than cash. Of particular interest to Staff are scenarios where (i) the issuer’s payment of shares is based on a fixed number of shares rather than a fixed price, and (ii) the issuer’s share price is not stable, experiencing wide price fluctuations. In these scenarios, the issuer’ share price (and therefore resulting purchase price) often fluctuate significantly between the time that the acquisition is negotiated and when it closes. 
 
As illustrated in this example, because the final purchase price is based on the issuer’s share price on the date of closing, in circumstances where the issuer’s share price fluctuates significantly between the time the acquisition is negotiated and when it ultimately closes, the purchase price could increase or decrease significantly upon closing. 
 
Typically, the issuer would have initially assigned values to purchased intangible assets based on their original assessment of the extent of the probable expected future economic benefits that would flow to the issuer. However, if the share price has increased on closing, Staff have observed in some cases, that the increase has been assigned to the intangible assets to reconcile the total purchase price.
 
In these circumstances, Staff will often request that the issuer explain how the share price was valued (for example, was it based on recently completed share issuances to non-related parties?) and how the resulting purchase price allocation reconciles to the probable expected future economic benefits of the acquired intangible assets. 
 
In scenarios where we believe further disclosure would be beneficial to investors, we may request that the issuer publicly disclose the underlying assumptions from their analyses including the reason for any discrepancies between the purchase price allocated to the asset and its probable expected future economic benefits.
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Intangible assets

Issuers are encouraged to:
* Consult with independent valuation experts

* Consult with your external auditors

* Review IFRS guidance on intangible assets, business combinations and
asset acquisitions
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Presentation Notes
We’ve noted that many issuers choose to engage an independent valuation expert to review the identification and valuation of intangible assets and goodwill acquired by issuers through both asset and business acquisitions. 
 
Overall, we continue to encourage issuers to consult with these experts. In our CD and prospectus reviews, we will continue to raise comments if it appears that the value assigned to intangible assets was not based on the expected future economic benefits, or if the disclosure regarding the acquired intangible assets and underlying factors and assumptions supporting the acquisition appears insufficient, unbalanced or misleading. 
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Disclosure of operating segments

* Segment disclosures required by IFRS 8 assist readers in analyzing issuers
that are involved in diverse businesses.

* Investors and analysts have emphasized the importance of transparent
disclosure of operating segments as it provides an analysis of the business
through the eyes of management.
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Presentation Notes
Our next topic for discussion focuses on another accounting-related area where, through recent reviews, Staff have observed inadequate disclosure. This topic is particularly relevant to any issuer that engages in business activities spanning different product and service lines, geographical areas, and/or has a reliance on major customers.
 
IFRS 8 Operating Segments provides guidance to entities regarding the determination of what generally constitutes an operating segment, which operating segments are deemed reportable, as well as the information that should be disclosed for each reportable operating segment in an entity’s financial statements. The segment disclosures required by IFRS 8 are beneficial to potential and existing investors in assisting in the analysis of issuers that are involved in diverse businesses. Investors and analysts have emphasized the importance of transparent disclosure of operating segments as it gives a more granular view of the business as it is seen through the eyes of management.
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Disclosure of operating segments

[ Identification of the Chief Operating Decision Maker (CODM) ]

SO v otopesg eoners

Aggregation of operating segments to form reportable segments

Change in reportable segments

) Entity-wide disclosures



Presenter
Presentation Notes
Our observations in the area of segment reporting have identified the following areas where we believe reporting issuers should pay particular attention when applying IFRS 8 and disclosing information regarding their operating segments:

identification of the Chief Operating Decision Maker (CODM);
identification of operating segments;
aggregation of operating segments to form reportable segments;
change in reportable segments; and
entity-wide disclosures
 
The two areas that I would like to quickly touch on in today’s session are (i) the appropriate identification of operating segments, and (ii) entity-wide disclosures.
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Disclosure of operating segments

IFRS 8 — Operating Segments

Para 5: An operating segment is a component of an entity:

—

(28]

S

that engages in
business activities
from which it may
earn revenues and
incur expenses,
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Presentation Notes
Correct identification of operating segments is critical in ensuring appropriate segment disclosures are provided in an issuer’s financial statements. IFRS 8 defines operating segments as a component of an entity that:
 
engages in business activities from which it may earn revenues and incur expenses,

whose operating results are regularly reviewed by the entity’s Chief Operating Decision Maker (CODM) to make decisions about resource allocation and assess performance, and

for which discrete financial information is available.
 
In assessing whether issuers have reasonably identified operating segments, we consider financial statement disclosures as well as information presented in other continuous disclosure documents that might provide useful insights into the various segments of an issuer. These documents include an issuer’s MD&A, press releases, AIF, investor presentation materials and other information presented on company websites. In some cases, we’ve observed that discrete financial information was available, which may suggest that more than one operating segment exists. In the absence of segment disclosures, Staff may comment on the issuer’s analysis of its operating segments per IFRS 8.
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Entity-level disclosures

Products/ Services Geography
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Presentation Notes
Regardless of whether an entity determines that it has a single or multiple reportable segments, IFRS 8 also contains guidance on certain entity-wide disclosures. 
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Entity-level disclosures
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IFRS 8.32

Products/ Services Geography
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Products and services
The first of these disclosures pertains to an entity’s products and services. IFRS 8.32 requires disclosure about revenue derived from each individual type of product and service.
Staff observed that this information was often lacking in disclosure by issuers with multiple products lines or services offered by an issuer.
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Entity-level disclosures

IFRS 8.33

Products/ Services

Geography

Major Customers
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Presentation Notes
Geographic information
IFRS 8.33 requires disclosure about revenues and certain non-current assets on a country by country basis, if material. 
Staff observed instances in which issuers had disclosed operations in a number of different countries, however, had not provided revenues or non-current assets by geographic region.  We urge issuers to re-visit the guidance in IFRS 8.33 as they expand operations globally.
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(2) Geographic information

Example of deficient disclosure

The Company earned revenues of $3.5 million during the year ended December 31,
2019, compared to $2.9 million during the year ended December 31, 2018.
Revenues were generated in Canada, the U.S. and other European countries.

generated in Canada, the U.S. and Europe, nor has it

x The issuer has not provided a breakdown of the revenues
provided disclosure of non-current assets by country.
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Presentation Notes
The following is an example of geographic disclosure that did not meet the requirements under IFRS 8.33. The issuer has not provided a breakdown of the revenues generated in Canada, the U.S. and Europe, nor has it provided disclosure of non-current assets by country.
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(2) Geographic information

Example of enhanced disclosure

The Company earned revenues of $3.5 million during the year ended
December 31, 2019, compared to $2.9 million during the year ended
December 31, 2018. Revenues were generated in Canada, the U.S. and other
European countries, as further described in the table below.

Revenues for Revenues for Non-current Non-current

the year ended the year ended assets as at assets as at

December 31, December 31, December 31, December 31,

2019 2018 2019 2018
Canada $1.5 million $1 million S5 million $4.8 million
United States  $0.8 million S0.5 million S2 million $1.5 million
Germany $0.5 million $0.3 million $1 million $1 million
France S0.5 million $0.8 million S0.5 million S0.3 million
Italy $0.2 million $0.3 million Snil Snil

the disclosure provides
clear and detailed
revenue and non-
current asset
information for
individual countries.
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Presentation Notes
This next slide demonstrates an example of geographic disclosure that does meet the requirements under IFRS 8.33. In particular, the disclosure provides clear and detailed revenue and non-current asset information for individual countries.
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Entity-level disclosures

Products/ Services

Geography

IFRS 8.34

Major Customers
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Presentation Notes
Major customers
The final entity-level disclosure is prescribed by IFRS 8.34 and relates to entity’s reliance on its major customers, defined as contributing to 10% or more of an entity’s revenues.  Issuers should provide specific disclosure relating to the amount of revenues attributed to its major customers. This includes separate disclosure of revenues from each major customer and the reporting segment it relates to. 



CNTARIC
SECURITIES
COMMISSION

(3) Major customers

Example of deficient disclosure

Approximately 70% of the Company’s consolidated revenues are generated from
sales made to three customers

the reporting issuer has only presented aggregated revenue
information for its major customers rather than separately
disclosing information for each major customer.



Presenter
Presentation Notes
The following is an example of disclosure that did not meet the requirements under IFRS 8.34. Specifically, in this example, the issuer has only presented aggregated revenue information for its major customers rather than separately disclosing information for each major customer. Staff found that for those issuers that disclosed major customers, many only presented aggregated revenue information, as shown in the example.
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(3) Major customers

Example of enhanced disclosure

During the year ended December 31, 2019, the Company earned significant sales
revenue from two customers in the amount of $633 (2018 - $650) and $563 (2018 -
$642). The two customers were located in Brazil and Colombia, and are part of the
management services segment.

impact of each major customer separately and in sufficient detail

' the issuer has appropriately discussed the financial statement
rather than aggregating the data.
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Presentation Notes
This next slide demonstrates improved disclosure for this issuer. As you can see, the issuer has appropriately discussed the financial statement impact of each major customer separately and in sufficient detail rather than aggregating the data.

We’ve just provided a very high-level summary of the issues that Staff have identified during the course of its prospectus and CD reviews. For further guidance on this topic and the associated required continuous disclosure obligations, issuers are encouraged to review IFRS 8 and consult with their external advisors.
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Emerging Market Update -
Cannabis

* CSA Staff Notice 51-359 Corporate
Governance Related Disclosure
Expectations for Reporting Issuers in the
Cannabis Industry was recently published
on November 12, 2019.

* Provides certain governance-related
disclosure expectations.

Acv Canadian Securities Autorités canadiennes
Administrators en valeurs mobiliéres

Industr)

November 12, 2019

Introduction
Staff of the securities regulatory authorities in each of Ontario, British Columbia, Québec,
New Brunswick, Saskatchewan, Manitoba and Nova Scotia (collectively, Staff or we) have
observed instances of inadequate transparency relating to the cross-ownership of financial
interests' by reporting issuers in the cannabis indusiry (cannabis issuers) or
directors/executive officers of such issuers, involved in mergers, acquisitions or other
ignifi corporate IM&A T We have also observed recent
examples where corporate governance related disclosures were deficient.

Purpose

1h|spvmuce provides supplementary guidance related to the disclosure of financial interests
in the context of M&A Transactions. Strengthening governance related disclosures that
address concems about potential conflicts of interest will provide investors with the
information they require to make informed decisions

While this notice has been directed towards cannabis reporting issuers, its content is equally
relevant to other issuers, including those operating in emerging growth industries,

Specific issues and related guidance

1. Disclosure of financial interests in M&A Transaction documents

The cannabis industry has experienced significant growth and M&A Transaction activity
over the past few years. Early rounds of financing were often funded by high net worth
individuals or friends and family of the founders. As the market expanded, many cannabis
issuers and their directors and executive officers have participated in the financing of other
cannabis issuers. This participation has resulted in a higher than usual cross-ownership of
financial interests amongst cannabis issuers and their directors and executive officers.
These financial interests may include overlapping debt and equity interests, or other
‘business relationships.

Staft have observed M&A Transactions where either the acquirer or the acquiree (or a
director/executive officer of either entity) had an undiselosed financial interest in the other
entity. Staff are of the view that, in the context of M&A Transactions, detailed disclosure
of the cross-ownership of financial interests (held either by the acquirer, the acquiree, or

! References to a “financial interest’ in this notice include situations in which one party to an M&A
Transaction {or any of its directors or executive officers) may have 3 conflict of interest as a result of
ownership. control or direction of equity, debt or other investments, or business relationships, related 10 the
ArARSACTION COURETpArY.
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Presentation Notes
I would now like to quickly touch on our last continuous disclosure topic, which is a new piece of guidance that has recently been published with regards to the emerging cannabis industry in Canada.
 
CSA Staff Notice 51-359 Corporate Governance Related Disclosure Expectations for Reporting Issuers in the Cannabis Industry was recently published on November 12, 2019 and provides certain governance-related disclosure expectations, primarily as a result of recent disclosure issues we have observed in the cannabis industry.
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Emerging Market Update - Cannabis

« Staff have observed instances of inadequate transparency relating to the
cross-ownership of financial interests by cannabis reporting issuers involved
iIn M&A transactions.

* Cross-ownership of financial interests is material information for investors
and their investment/voting decisions and it should be disclosed.

* Disclosure is already required under the broad materiality disclosure
requirements for documents being filed in connection with an M&A
transaction.
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Presentation Notes
Staff have observed instances of inadequate transparency relating to the cross-ownership of financial interests by cannabis reporting issuers (or their directors and officers) involved in M&A transactions  
 
When we have seen this, after the M&A transaction occurred, issuers have indicated that cross financial interests between the M&A acquirer and target were not disclosed because they did not meet certain specified disclosure thresholds under securities law. 
 
For example, certain cross financial interests would be disclosed on SEDI if they represented greater than a 10% financial interest in another reporting issuer, but there may not otherwise be any other specified quantitative thresholds under securities law requiring their disclosure if the interest were less than 10%.  
 
However, Staff are of the view that, in the context of M&A transactions, the cross-ownership of financial interests is material information for investors and their investment/voting decisions, and should be disclosed.
 
The Staff Notice indicates that this disclosure is, in our view, already required under the broad materiality disclosure requirements for disclosure documents being filed in connection with an M&A transaction (For example, such as through a prospectus or bid circular).
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Emerging Market Update - Cannabis

* Other corporate governance considerations of heightened concern in the
cannabis industry.

« Staff Notice does not introduce any new requirements but rather highlights
existing requirements for issuers.

* Although targeted at the cannabis industry, the Staff Notice has application
to other high growth emerging industries.
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The Staff Notice also provides guidance on other governance considerations which, in our view, are of heightened concern in the cannabis industry right now given its rapid growth in the last 5 years.  
 
Specifically, the Staff Notice comments about boards giving proper consideration to the existing requirements in National Instrument 58-101 and the best practices in National Policy 58-201 around considering factors which could impair board member independence and adopting written codes of conduct and business ethics.  For example, board members being erroneously identified as independent directors.
 
It is important to note that this Staff Notice does not convey any new expectations in these regards beyond what is already stated in the existing National Instrument and National Policy. I think it is also important to emphasize these matters given some of the governance and compliance issues we’ve seen in this industry, and also given that, for example, proper codes of conduct are relevant to establishing internal frameworks for when cross financial interests and other conflicts of interest may be disclosed in the context of M&A transactions or in other situations where conflicts of interests may arise.  
 
So broadly, we don’t see this notice as introducing any new requirements.  But we do think that it will reinforce for issuers the importance of disclosing cross financial interests in the context of M&A transactions.  
  
We also believe that this notice, while targeted at the cannabis industry, will have application to other industries, particularly other high growth emerging sectors where start-up seed financing within a close knit community of initial investors may have resulted in particularly high levels of cross ownership as we believe that it has in the cannabis industry.  
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Hot Topics in Prospectus Filings
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Presentation Notes
We will now move onto items specific to prospectus filings.
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Financial condition and sufficiency of proceeds
Receipt Refusal Provision:
Subsection 61(2)(c) of the Securities Act (Ontario) provides that:

“The Director shall not issue a receipt for a prospectus or an amendment to a prospectus
if it appears to the Director that,...

the aggregate of,

(i) the proceeds from the sale of the securities under the prospectus that are to be paid
into the treasury of the issuer, and

(ii) the other resources of the issuer,

is insufficient to accomplish the purpose of the issue stated in the prospectus...”
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Presentation Notes
The first topic being sufficiency of proceeds and concerns regarding the financial condition of an issuer in the context of a prospectus filing. 
 
The financial condition of an issuer and the sufficiency of proceeds from the offering are critical parts of every prospectus review conducted by Staff. In limited circumstances, Staff’s concerns with regards to the financial condition of an issuer and/or the sufficiency of proceeds, may affect our ability to recommend that a receipt be issued for a prospectus, whether the offering is an IPO, new issue, secondary offering, or non-offering.
 
The Securities Act provides that the Director of Corporate Finance, must issue a receipt for a prospectus unless it appears to the Director that it is not in the public interest to do so or because of one of the specific reasons enumerated in the Act for not issuing a prospectus exists. As such, a decision maker is prohibited from issuing a receipt for a prospectus if it appears that the proceeds from the prospectus offering, along with the issuer’s other resources, will be insufficient to accomplish the purpose of the issue stated in the prospectus.
 
There may be receipt refusal concerns when: 
 
it appears that the prospectus inadequately discloses an issuer’s financial condition and going concern risk and the issuer is unable to remedy the inadequate disclosure; or

there is adequate disclosure about the issuer’s financial condition, but it appears that either the sufficiency of proceeds receipt refusal provision as outlined on this slide is applicable; or
 
it is not in the public interest to issue the receipt.

Please note that this is list is not exhaustive. There are other specific receipt refusal grounds set out in 61(2).

A prospectus must contain clear disclosure on how the issuer intends to use the proceeds raised in the offering as well as disclosure of the issuer’s financial condition, including any liquidity concerns. This disclosure is important for investors as it provides warnings about significant risks that the issuer is facing or may face in the short term and may help investors avoid or minimize negative consequences when making investment decisions. Relevant information in this context may include disclosure of negative cash flow from operating activities, working capital deficiencies, net losses and significant going concern risks.
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Principal Purpose

* Investor protection concerns

* Integrity of capital markets

A principal purpose of the sufficiency of proceeds receipt refusal provision is to
protect the integrity of the capital markets, which would be harmed if an issuer

ceased operations due to insufficient funds shortly after completing a public
securities offering.

CSA Staff Notice 41-307 — Corporate Finance
Prospectus Guidance — Concerns regarding an issuer’s
financial condition and the sufficiency of proceeds from a

prospectus offering
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Presentation Notes
So, why do we focus on sufficiency of proceeds in our reviews? A principal purpose of the sufficiency of proceeds receipt refusal provision is to protect the integrity of the capital markets, which would be harmed if an issuer ceased operations due to insufficient funds shortly after completing a public offering. 
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Sufficiency of Proceeds - Considerations

Staff expectations vary depending on the type of issuer. Some guidelines are
included below:

Type of Issuer Resources to meet short-term liquidity requirements

Exploration stage ¢ Sufficient to reach completion of the next phase of a project
issuer

Development e Sufficient to achieve the issuer’s next significant milestone
stage issuer

Research & e Sufficient to achieve progress on the development of a key product
development
issuer

Issuer with active ¢ Ability to continue operations for the short term
operations
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Presentation Notes
We want issuers to be able to demonstrate that they have sufficient resources to meet their short-term liquidity requirements. The relevant timeframe for this will vary depending on the type of each issuer. 
 
Some guidelines are included in the table on this slide. As shown:

An exploration stage issuer should have sufficient resources to reach completion of the next phase of a project. 

A development stage issuer should have sufficient resources to achieve their next significant milestone. 

A research and development issuer should have sufficient resources to achieve progress on the development of a key product; and 

An issuer with active operations should have sufficient resources to continue operations for the short term, which staff usually view as 12 months from the date of the prospectus.
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Sufficiency of Proceeds - Considerations

=
i

N

Can the issuer
meet the next
milestone in its
development
plan?

(2)

Does the issuer
have enough
money to meet
working capital
and debt
requirements in
the near term?

——

o Does the issuer

~— have enough
money for
exploration
work?
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Presentation Notes
So, based on these guidelines, some of the overarching areas Staff consider as part of our prospectus review process include: 
 
Can the issuer reach the next milestone in their development plan? and

Does the issuer have enough money for exploration work, working capital requirements, and any repayments of debt coming due in the near term?

I’ll also note that our expectations depend on the stage of operations the issuer is in. For example, we have different expectations for a fully operational company that is earning revenues, as compared to a research and development stage company. I will discuss this in further detail later in the presentation.
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Sufficiency of Proceeds - Considerations

Missing information regarding offering amount and pricing

——
—

Use of proceeds disclosure

Risk factor disclosure

Representations to support ability to continue operations
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Presentation Notes
During the course of our prospectus review process, Staff may raise comments in any of the following five areas where we have identified concerns about an issuer's financial condition and/or sufficiency of proceeds: 

Missing information regarding the offering amount and pricing;
The structure of the offering;
Use of proceeds disclosure;
Risk factor disclosure; and
Representations to support the issuer’s ability to continue operations.
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Structure of Offering

For a specific purpose but does not address short-term liquidity
requirements

Best efforts without minimum subscription

Insufficient minimum subscription amount

Base shelf prospectus
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Presentation Notes
In certain circumstances, disclosure on its own may not be sufficient to satisfy receipt refusal concerns with regards to financial condition and sufficiency of proceeds. For example, when conducting prospectus reviews, we may consider the anticipated proceeds from a prospectus offering to be insufficient if they are raised with the following offering structures:
 
If an offering is raising funds for a specific purpose but does not address the issuer's short-term liquidity requirements to continue operations and/or accomplish the purpose of the offering.

we may also view the proceeds as being insufficient if they will be raised through a best efforts offering without a minimum subscription, or a minimum subscription that does not appear to be sufficient to satisfy the issuer's short-term liquidity requirements. If funds are raised through this structure, we may ask whether there is a minimum subscription amount? If not, we may have questions about how the stated purpose of the offering and use of proceeds will be achieved absent this minimum subscription amount. While there is no requirement to have a minimum subscription for an offering, the absence of a minimum subscription could be a significant concern where there are questions about the issuer's financial condition or where a minimum amount of proceeds appears necessary to meet the stated purpose of the offering. 

Additionally, we may have concerns when an issuer files a base shelf prospectus, which can be drawn down in small increments, because when considered separately the individual drawdowns may not be sufficient to satisfy the issuer’s short-term liquidity requirements. In these circumstances, we may have questions regarding the availability of other sources of financing to fund the issuer’s operations if sufficient financing cannot be raised through the offering, including funding the issuer’s business objectives and concrete development milestones in the next 12 months.
 
Ultimately, an issuer may need to change the structure of an offering to address concerns regarding the issuer's financial condition.
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Use of Proceeds — Disclosure Requirements

Disclose net proceeds of the offering

Disclose each principal purpose — indebtedness, asset acquisition, insiders,

research and development, etc.

Avoid generic phrases such as “for general corporate purposes”.

Be specific and allocate approximate amounts where practicable.

Refer to Item 6 of Form 41-101F1 Information Required in a Prospectus



Presenter
Presentation Notes
The “Use of Proceeds” section of the prospectus requires disclosure of the actual proceeds under the offering – this being net of expenses, so the actual proceeds that the issuer expects to receive.  In the case where there is a minimum and maximum, the net proceeds under each would also be required here.

In this section, an issuer must also disclose each of the principal purposes of the offering, with approximate amounts, for which the net proceeds will be used.  We expect issuers to provide sufficient detail and to be comprehensive in their discussion. For example, generic phrases such as “for general corporate purposes” would be viewed as insufficient disclosure. We generally expect an itemized description of how the proceeds will be used – and an approximate allocation to each item.
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Use of Proceeds — Business Objectives and Milestones

* The business objectives that the issuer expects to accomplish using the net
proceeds.

* Describe each significant event that must occur for the business objectives
to be met.
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In addition, an Issuer must state the business objectives that the issuer expects to accomplish using the net proceeds of the distribution.  This disclosure should include the concrete development milestones that would advance the issuer’s business objectives and are expected to be completed in the next 12 months, including a description of each milestone, as well as the expected timing of completion, and the financing requirements for each objective/ milestone.

For example, if the Issuer intends to use the proceeds of the offering to complete clinical trials, the issuer should describe the milestone, and how the milestone would advance the issuer’s business objectives.
 
In this example, if the clinical trials are successful, the issuer would then be in a position to file for FDA or Health Canada approvals, therefore we might ask how long the clinical trials will take to complete, and the expected total cost. It is important to reconcile the allocation of the proceeds to the milestone with the expected cost of the milestone.  For example, if the Issuer has allocated $1 million of the proceeds of the offering to the clinical trials, but the clinical trials will cost $1.3 million to complete – an issuer should indicate what other sources of funding are available to the issuer in order to bridge that gap – which may, for example, be cash on hand.
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Example of Boilerplate Disclosure — Use of Proceeds

Net proceeds under the Offering is $5 million. The proceeds of the Offering will be
used towards general corporate purposes, expansion of a production facility and
potential strategic acquisitions.

The description is not sufficiently detailed, nor does it provide an
allocation of the proceeds to each intended use.



Presenter
Presentation Notes
This slide provides an example of where staff are likely to view the description as insufficient disclosure regarding the use of proceeds.

It states that the Net proceeds under the Offering are $5 million.  The proceeds of the Offering will be used towards general corporate purposes, expansion of a production facility and potential strategic acquisitions.

And as you can see, this does not provide an allocation or enough details to provide investors with the information required to gain a fulsome understanding of the use of proceeds.
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Example of Detailed, Comprehensive Disclosure — Use
of Proceeds

Net proceeds under the Offering are estimated to be $5 million (net of underwriters’ fees of
$100 thousand), allocated as follows:

Facility expansion: We intend to expand our widget production facility, which is

estimated to be completed in Q3 2019, and which we estimate will cost $4.2 million. The This disclosure

expansion is expected to increase capacity from 1,000 widgets per month to 1,500 provides

widgets per month, and will help us reach our target revenue growth of $500,000 per . .

e P P 9 9 P investors with

Advertising and marketing: Given our planned increase in capacity and increased _deta”ed .

demand, we plan to expand our current online and print advertising to support the information

increased capacity. about the use of
proceeds.

Use of Proceeds Allocation of proceeds

Facility expansion $4.2 million

Advertising and marketing $0.8 million

Total $5.0 million

e
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Presentation Notes
As you can see on this slide, it provides much more detail about the use of proceeds and an itemized description and allocation for which the proceeds are used towards.

In this slide, it states that the Net proceeds under the Offering are estimated to be $5 million (net of underwriters’ fees of $100,000).  The $5 million is broken down between a facility expansion and advertising and marketing.  As you can see, the facility expansion is explained in enough detail and provides the purpose and expected output of the facility.  Further, the amount allocated to advertising and marketing is followed by a discussion of why it is necessary. 
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Missing information — Offering amount/ Pricing

* We require information regarding the size of the offering.

* Staff require a reasonable opportunity to review previously bulleted

information regarding the offering size, pricing, and use of proceeds prior to
iIssuing a receipt for a final prospectus.

* If providing amounts for each use of proceeds is not practicable, we may
accept an estimate or range, as applicable.
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One of the most prevalent areas of concern is with regards to missing information regarding offering amount and pricing.
 
We require information regarding the size of the offering to assess whether the sufficiency of proceeds receipt refusal provision is a concern and whether it is in the public interest for the decision maker to issue a receipt. If a preliminary prospectus is filed with the offering amount and pricing information bulleted, we will issue a comment that we require a reasonable opportunity to review a blackline of the draft form of final prospectus before being in a position to clear the final prospectus, which includes the offering amount, pricing and use of proceeds. If providing this information is not practicable, we may accept an estimate or range of these figures, as applicable. 
 
That concludes our section on financial condition and the sufficiency of proceeds. For further guidance in these areas, I encourage you all to review our CSA Staff Notice 41-307 Corporate Finance Prospectus Guidance - Concerns regarding an issuer’s financial condition and the sufficiency of proceeds from a prospectus offering.
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Reducing Regulatory Burden

g
REDUCING

REGULATORY Regulatory burden report — Nov 19, 2019

IN ONTARIO’S

st 107 recommendations!
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Thank you, Michael.  We will now move on to the topic of reducing regulatory burden.  Some of you may be aware of the OSC’s Regulatory Burden Reduction Report (Nov 19, 2019) which highlighted 107 recommendations to reduce red tape.
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Mining disclosure prospectus pre-file review

* Mining disclosure prospectus pre-file review

* Increases deal certainty, and reduces risk of technical disclosure
sidetracking short form prospectus offering

* In place since June 2019
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One initiative that is specifically aimed at mining issuers in the context of prospectus offerings is the: 

1) Mining disclosure prospectus pre-file review

Involves having OSC staff review the issuer’s previously filed technical reports and other disclosure (website) to identify fatal flaws that could sidetrack their short form prospectus offering
	In place since June 2019
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Pre-filing review of mining technical disclosure

Goal: Increase certainty and reduce risk that technical disclosure issues will
disrupt mining issuer’s short form prospectus offerings

Process: Request a pre-filing review of previously filed technical disclosure
by filing an application with the OSC and paying the prospectus pre-filing fee

Review: Technical disclosure including:
* Annual information form (AIF)
* News releases
* Technical reports
* Website

Timing: About 10 days, but conditional on prospectus volumes

OSC Staff Notice 43-706 Pre-filing Review of Mining Technical Disclosure (June 6, 2019)
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Pre-filing review of mining technical disclosure (June 6, 2019 – OSC Staff Notice 43-706)

Goal: Provide mining issuers with an increased level of certainty that their technical disclosure will not disrupt their short form prospectus offerings

Process: Issuer requests a pre-filing review of their previously filed technical disclosure – file an application through the OSC's electronic filings portal, and pay a prospectus pre-filing fee ($3,800 in Ontario which is credited back when the prospectus is filed)

Review: Technical disclosure including:
  Annual information form (AIF)
  News releases
  Technical reports
  Website 

Timing: About 10 days, but conditional on prospectus volumes

Since June 2019 we have only had 2 requests for a pre-filing review even though we have had 12 short form prospectus offerings (15%)



END of this section
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Reducing Regulatory Burden — Other Initiatives
Business Acquisition Report (BAR) Requirements

* CSA Notice and Request for Comment — Proposed Amendments to NI 51-
102 Continuous Disclosure Obligations and Changes to Certain Policies
Related to the Business Acquisition Report Requirement

* Proposed Amendments include a two-test trigger at 30% threshold
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Thank you, Craig.

In addition to the burden reduction initiative targeted to mining issuers, I would like to end by briefly discussing some of the many other burden reduction initiatives that the OSC continues to take a leading role in developing. 

Business Acquisition Report

The first burden reduction initiative relates to the business acquisition report (or “BAR”) that is required to be filed in certain circumstances by reporting issuers after completing a significant acquisition. 

Part 8 of National Instrument 51-102 Continuous Disclosure Obligations sets out the three significance tests, which are: 
the asset test
the investment test, and 
the profit or loss test. 

Currently, for a reporting issuer that is not a venture issuer, if the result from any one of the three significance tests exceeds 20%, following an acquisition of a business, a BAR is required to be filed, which includes two years of financial statements with the most recent year being audited. For a venture issuer, if the result from either the asset test or the investment test exceeds 100%, a BAR is required to be filed.

The BAR requirements are intended to provide investors with relatively timely access to historical financial information on a significant acquisition. 

However, we have received feedback from stakeholders that in some cases the significance tests may produce anomalous results, that preparation of a BAR entails significant time and cost, and that the information necessary to comply with the BAR requirements may, in some instances, be difficult to obtain. 

To address some of these concerns, proposed amendments to the BAR requirements were developed which seek to reduce regulatory burden.  These proposed amendments, if approved: 
Would alter the determination of significance for reporting issuers that are not venture issuers so that an acquisition of a business is a “significant” acquisition only if at least two of the significance tests are triggered; and
• would increase the significance test threshold for reporting issuers that are not venture issuers from 20% to 30%; 

The proposed amendments are aimed at reducing the regulatory burden imposed by the BAR requirements in certain instances, without compromising investor protection. 

At this time, we are not proposing any further changes to the BAR requirements for venture issuers. The CSA already reduced regulatory burden for venture issuers in 2015. 

The OSC recently consulted on these proposed amendments in a CSA Notice and Request for Comment published on September 5th, 2019.  The comment period closed on December 4th, 2019.

We are currently reviewing the comments received from stakeholders.  
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Reducing Regulatory Burden — Other Initiatives

Electronic Access to Documents

* CSA Consultation Paper 51-405 — Consideration of an Access Equals
Delivery Model for Non-Investment Fund Reporting Issuers

Crowdfunding

* Proposed crowdfunding prospectus and registration exemptions for start-
ups and early stage businesses

Blanket Orders

* OSC now authorized to make exemptive relief orders applicable to a class
of market participants

R ——— =
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ELECTRONIC ACCESS TO DOCUMENTS

The OSC recognizes that information technology is an important and useful tool in improving communication by issuers with investors and are committed to facilitating electronic access to documents where appropriate. Electronic access to documents provides a more cost-efficient, timely and environmentally friendly manner of communicating information to investors than physical delivery.

Together with the CSA, we are considering whether electronic access should be expanded to reduce the use of paper to fulfil certain delivery requirements in securities legislation. A possible regulatory framework that has the potential to significantly reduce regulatory burden on issuers and to enhance the accessibility of information for investors is an "access equals delivery" model. Under this model, delivery of a document would be effected by the issuer alerting investors that the document is publicly available on the System for Electronic Document Analysis and Retrieval (or SEDAR) and the issuer's website. We are considering prioritizing a policy initiative in this area for prospectuses and certain continuous disclosure documents.

On January 9th, 2020, the OSC together with the CSA published consultation paper 51-405 to provide a forum for discussion on the appropriateness of an “access equals delivery” model in the Canadian market. We encourage commenters to provide any data and information that could help us evaluate the effects of an access equals delivery model on capital formation and investor protection. We are seeking comments on whether and how such a model may affect investor engagement, positively and negatively, including whether it constitutes an efficient way for investors to access information.

The Consultation Paper is available for a 60-day comment period ending in March 9, 2020. In addition to any general comments that you may have, we also invite comments on the specific questions set out at the end of the Consultation Paper.

CROWDFUNDING

The OSC continues to work with its counterparts at the CSA level to develop harmonized registration and prospectus exemptions that could be relied upon by start-ups and early stage companies to raise capital. We expect to publish a CSA Notice and Request for Comment on the proposed exemptions in the coming months, which would seek feedback from the public on the proposed new harmonized rules.

BLANKET ORDERS

Until recently, legislation in Ontario did not provide the OSC with authority to make exemptive relief orders applicable to a class of market participants (trades, intended trades, securities or derivatives), typically called “blanket orders”. Other provinces have this ability, which helps reduce costs for businesses by eliminating the need to apply for exemptive relief (and pay applicable filing costs) where a blanket order already exists. 

Changes have now been made in Ontario which authorizes the OSC to issue blanket orders in certain circumstances. Orders may be made on application or on the Commission’s own initiative, and there is a statutory sunset on these orders.  This provides us with another tool for reducing regulatory burden and enables us to be more responsive, in the circumstances described, to the needs of businesses.  


Questions?
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And that concludes our session for today.

I would like to thank Shari, Craig, Michael and Adrian for sharing their knowledge and expertise with us today.

Before we proceed to the Q&A portion, I’d like to draw your attention to the appendix in our slide deck which contains contact information for today’s presenters.

Please note that while staff are happy to answer questions, this does not replace the advice of independent third-party advisors as we are, of course, not the attendees’ advisors.

Also, as I mentioned at the outset:
We’ll be sending evaluation forms at the end of the session, and we’d appreciate your feedback, and
We’ll also be sending CPD certificates via email after the session

So thank you again for joining us today and please stay online for the Q&A which will begin shortly. Please note there may be brief delays as we review and respond to questions on a real time basis.
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Marija Loubser mloubser@osc.gov.on.ca
Accountant, Corporate Finance 416-597-7220

Shari Liu sliu@osc.gov.on.ca
Accountant, Corporate Finance 416-596-4257

Craig Waldie cwaldie@osc.gov.on.ca
Senior Geologist, Corporate Finance 416-593-8303

Michael Rizzuto mrizzuto@osc.gov.on.ca
Accountant, Corporate Finance 416-263-7663

Adrian Molder amolder@osc.gov.on.ca

Legal Counsel, Corporate Finance 416-593-2389



https://oscer.osc.ca/otcsdav/nodes/7625262/mailto_mloubser%40osc.gov.on%20(1).ca
https://oscer.osc.ca/otcsdav/nodes/7625262/mailto_sliu%40osc.gov.on%20(1).ca
https://oscer.osc.ca/otcsdav/nodes/7625262/mailto_cwaldie%40osc.gov.on%20(1).ca
https://oscer.osc.ca/otcsdav/nodes/7625262/mailto_mrizzuto%40osc.gov.on%20(1).ca
https://oscer.osc.ca/otcsdav/nodes/7625262/mailto_amolder%40osc.gov.on%20(1).ca
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