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Dear Sir and Madam:

Re: Response to Consultation Paper 91-401 on Over-the-Counter Derivatives
Regulation in Canada

The Portfolio Management Association of Canada (“PMAC"), through its Industry,
Regulation and Tax Committee, is pleased to have the opportunity to submit the
following comments regarding Consultation Paper 91-401 on Over-the-Counter
Derivatives Regulation in Canada (“Consultation Paper 91-401").

As background, the Portfolio Management Association of Canada (“PMAC”, formerly the
Investment Counsel Assaociation of Canada (“ICAC")) represents investment
management firms registered to do business in Canada as portfolio managers. Our 140
+ members represent both large and small firms managing institutional and private client
portfolios. PMAC was established in 1952 and manages in excess of $750 B assets
(excludes mutual funds assets). Our mission is to advocate the highest standards of
unbiased portfolio management in the interest of the investors served by Members.



PMAC wishes to comment on the Consultation Paper 91-401. This discussion is timely
and necessary. The timing of these regulatory initiatives and the similarity of the issues
that have been raised, serve to highlight the very high degree of integration of the North
American and global financial markets. While the Canadian marketplace has distinctive
features that are unique to it, obviously we cannot be out of sync with the global
markets.

Below please find our comments/suggestions on the following topics:
e Clearing —

We are supportive of the recommendation to require mandatory central clearing for over
the counter (“OTC") derivatives that are determined to be appropriate for clearing and
are capable of being cleared. Whether a Canadian central counterparty clearing house
("CCP") is created or we leverage the global CCP model, we strongly encourage the
CSA to continue its consultation with market participants, including both dealers and
end-users of OTC derivatives, to design an efficient and transparent OTC clearing
framework that meets the needs of both groups.

For certain specialized Canadian OTC products, we would support a Canadian CCP
model as it is uncertain that foreign CCPs would be willing (or able) to clear such
contracts. We would also support a Canadian solution if Canadian market participants
are unable to access the international CCPs on reasonable terms, both economically
and operationally at the expense of the Canadian derivatives market.

In determining which contracts would be appropriate for mandatory clearing, we are of
the view that this decision should rest with CCPs rather than the regulators. However,
we would encourage the regulators to require institutional investor representation on the
operating committees of clearing corporations, which are responsible for approving new
products and managing risks and defaults. It is institutional investors who are best able
to explain why certain products are useful and how risks associated with such products
can be prudently managed. This would alleviate our concern that if the regulators
mandate additional contract standardization in order to centrally clear OTC contracts,
this could limit the customization currently available to meet the investment objectives of
institutional investors and other end-users.

e Trade Repositories —

PMAC agrees with the CSA’s recommendation requiring reporting of all derivative
contracts traded by Canadian counterparties to a trade repository, regardless of whether
central clearing is utilized. This access to information is necessary and appropriate from
a regulatory oversight perspective.

However, the CSA must ensure that it considers issues such as timing of reporting (pre-
trade, real-time or post-trade), liquidity and anonymity. These issues must be thoroughly
considered and adequately addressed. For example, real-time reporting may result in
less favourable execution opportunities for clients, as their counterparties need time to
hedge the risks taken on by the trade. This could result in widening spreads. The timing
of release of information could also have a negative impact on liquidity. There are also
confidentiality concerns regarding the public release of this type of information and we
would like to see the identity of trading partners protected to ensure the confidentiality of
proprietary trading strategies and identities of market participants. We strongly prefer
that no data be publicly available, even if the trade repositories charge a fee for such
use.



e Capital and Collateral —

We are supportive of the recommendation that capital and collateral requirements should
be proportionate to the risks that an entity assumes. We would strongly urge the CSA
and IIROC to coordinate any such efforts with other Canadian financial service
regulators to ensure that the capital and collateral requirements related to OTC
derivatives does not favour one type of regulated entity over another.

We would like the CSA to continue to monitor developments in the US and UK related to
capital and collateral requirements, particularly as it relates to the types of collateral
which can be posted as initial or variation margin. There are opportunity costs
associated with holding cash as collateral and we would favour regulation that also
permits the use of high quality, liquid non-cash instruments as collateral.

e End-User Exemptions —.

We would be supportive of exemptions for certain end-users of OTC products. We look
forward to seeing further clarification of what entities would be defined as “end-users”.
Defining the exemptions is crucial because as the CSA points out, there are those that
use OTC derivatives only for hedging purposes. As well, other regulation currently in
place, such as National Instrument 81-102 — Mutual Funds already permits the use of
derivatives for hedging purposes, and restricts the use of derivatives for non-hedging
purposes to non-leveraged transactions meeting certain criteria. There should be
consistency when creating new end-user exemptions with the policy objectives of current
laws.

e Other Recommendations and Considerations —
e Segregation of Collateral —

We would encourage the CSA to monitor developments globally related to the
establishment of the CCP model and whether collateral posted by multiple clients will be
held in individual, segregated accounts or aggregated into a single omnibus account.
Two alternatives to the requirement of segregated accounts would be to operate a
legally segregated but operationally commingled account or to change the order of loss
liability in the default waterfall at the CCP so that the customer collateral pool is last in
line, rather than first.

If you have any questions regarding our submission, please do not hesitate to contact
Katie Walmsley (kwalmsley@portfoliomanagement.org) at (416) 504-7018.

Yours truly;

PORTFOLIO MANAGEMENT ASSOCIATION OF CANADA
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Katie Walmsley Mark Pratt
President, PMAC Chair, Industry, Regulation & Tax Committee
AVP Legal, Mackenzie Investments
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Acuity Investment Management Inc.

Aegon Capital Management Inc.

AGF Asset Management Group Ltd.
Aldersley Securities Inc.

AMG Canada

ATB Investment Management Inc.

Aurion Capital Management Inc.

Avenue Investment Management Inc.
Barometer Capital Management Inc.
Barrantagh Investment Management Inc.
Baskin Financial Services Inc.

Beaujolais Private Investment Management
Bellwether Investment Management Inc.
Beutel, Goodman & Company Ltd.
Blackrock Asset Management Canada Ltd.
Bloom Investment Counsel, Inc.

BMO Asset Management Inc.

BMO Harris Investment Management Inc.
BNP Paribas Investment Partners Canada Ltd.
Bull Capital Management Inc.

Burgundy Asset Management Ltd.

C.A. Delaney Capital Management Ltd.
C.F.G. Heward Investment Management Ltd.
Campbell & Lee Investment Management Inc.
Canso Investment Counsel Ltd.

Cardinal Capital Management Inc.

CGOV Asset Management

CIBC Global Asset Management Inc.

CIBC Private Investment Counsel

Cockfield Porretti Cunningham Investment Counsel Inc.
Coleford Investment Management Ltd.
Connor, Clark & Lunn Investment Mgmt Ltd.
Cougar Global Investments LP

Crestridge Asset Management Inc.

Crystal Wealth Management System Ltd.
Cypress Capital Management Ltd.
Davis-Rea Ltd.

De Luca Veale Investment Counsel Inc.
Dixon Mitchell Investment Counsel Inc.
Doherty & Associates Investment Counsel
Duncan Ross Associates Ltd.

Echlin Investment Management Ltd.

18 Asset Management Inc.

ETF Capital Management

Evans Investment Counsel

Excel Investment Counsel Inc.

Falcon Asset Management Inc.

Fiera Sceptre Inc.

Focus Asset Management

Foyston, Gordon & Payne Inc.



Galileo Global Equity Advisors Inc.
Genova Private Management Inc.

Genus Capital Management Inc.

Gluskin Sheff & Associates

Global Wealth Builders Ltd.

Goodman & Company, Investment Counsel
Greystone Managed Investments Inc.
Groundlayer Capital Inc.

Gryphon Investment Counsel Inc.
Guardian Capital LP

GWL Investment Management Ltd. (GWLIM)
Heathbridge Capital Management

Héléne Dion Investment Management Inc.
Hesperian Capital Management Ltd.
Highstreet Asset Management Inc.
Highview Asset Management Inc.

Hillsdale Investment Management Inc.
Howson Tattersall Investment Counsel Ltd.
Howard, Barclay & Associates Ltd.

HSBC Investments (Canada) Ltd.

Hutton Investment Counsel Inc.

IA Clarington Investments Inc.
Independent Accountants' Investment Counsel Inc.
Integra Capital Ltd.

Interward Asset Management Ltd.

Jones Collombin Investment Counsel Inc.
Jovinvestment Management Inc.

Kerr Financial Advisors Inc.

Kinsale Private Wealth Inc.

LDIC Inc.

Letko Brosseau & Associates Inc.

Legg Mason Canada Inc.

Leith Wheeler Investment Counsel Ltd.
Leon Frazer & Associates Inc.

London Capital Management Ltd.
Louisbourg Investments Inc.

Macdonald, Shymko & Company Ltd.
Mackenzie Global Advisors

Macnicol & Associates Asset Management Inc.
Manulife Asset Management

Manitou Investment Management Ltd.
Marquest Asset Management Inc.

Martin, Lucas & Seagram Ltd.

Mawer Investment Management Ltd.
McElvaine Investment Management Ltd.
Mclean Budden Ltd.

MD Private Investment Management Inc.
Milestone Investment Counsel Inc.
Mirador Corporation

Montrusco Bolton Investments Inc.
Morgan Meighen & Associates Ltd.
Mulvihill Capital Management Inc.

Natcan Investment Management Inc.
Nexus Investment Management Inc.
Northwood Stephens Private Counsel Inc.
Pacific Spirit Investment Management Inc.
Pier 21 Asset Management Inc.

Portfolio Management Corporation
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Portland Investment Counsel Inc.

Rae & Lipskie Investment Counsel Inc.

RBC Global Asset Management Inc.

RBC Phillips, Hager & North Investment Counsel Inc.
Rempart Asset Management Inc.

Ridgewood Capital Asset Management Inc.
Robitaille Asset Management Inc.

Rogan Investment Management Ltd.

Rondeau Capital Inc.

Russell Investments Canada Ltd.

Scotia Asset Management L.P.

Sharp Asset Management Inc.

Silver Heights Capital Management Inc.

Sionna Investment Managers

Sprung & Co. Investment Counsel Inc.

State Street Global Advisors, Ltd.

Stonegate Private Counsel

Stylus Asset Management Inc.

Successful Investor Wealth Management Inc.
Summerhill Capital Management Inc.

T.E. Investment Counsel Inc.

TD Asset Management Inc.

TD Harbour Capital (Div. Of TD Asset Management)
TD Waterhouse Private Investment Counsel Inc.
Tetrem Capital Management Ltd.

TFP Investment Counsel Corp.

Thornmark Asset Management Inc.

Trinity Woods Asset Management Inc.

Tulett, Matthews & Associates

UBS Global Asset Management (Canada) Co.
Van Arbor Asset Management Ltd.

Vancity Investment Management Ltd.

Venable Park Investment Counsel Inc.

Vestcap Investment Management Inc.

Vision Wealth Management Ltd.

W.A. Robinson & Associates Ltd.

Watson Di Primio Steel Investment Management Ltd.
West Face Capital Inc.



