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Introduction

The Canadian Securities Administrators (the CSA or we) are publishing, for a 120-day comment
period, proposed amendments (the Proposed Amendments) to National Instrument 81-102
Investment Funds (NI 81-102) and proposed changes (the Proposed CP Changes) to
Companion Policy 81-102 Investment Funds. The Proposed Amendments and Proposed CP
Changes pertain to the liquidity risk management (LRM) of all investment funds, including
those that are reporting issuers and those that are not. The Proposed Amendments and Proposed
CP Changes relate to the LRM framework of an investment fund, operational LRM matters, and
oversight of the LRM framework.

The text of the Proposed Amendments and Proposed CP Changes is contained in Annexes A and
B of this Notice and Request for Comment and will also be available on the websites of the
following CSA jurisdictions:

www.bcsc.bc.ca
WWW.asc.ca
www.fcaa.gov.sk.ca
www.mbsecurities.ca
WWW.0SC.ca
www.lautorite.qc.ca
www.fcnb.ca
nssc.novascotia.ca

Concurrently with this Notice and Request for Comment, we are also publishing a consultation
paper (the Consultation Paper) that seeks feedback on potential additional changes to the
regulatory framework to address other aspects of LRM. Specifically, the Consultation Paper
addresses the following 3 areas of LRM: (a) LRM tools (LMTs); (b) liquidity classification of
underlying portfolio assets; and (c) regulatory disclosure and data relating to LRM.
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For LMTs, the Consultation Paper

e provides an overview of commonly used LMTs, including advantages and disadvantages
of each LMT,

e seeks feedback from stakeholders on whether there is a need to permit, or even require,
the use of LMTs that are not currently permitted in Canada, and

e solicits specific comments relating to certain LMTs.

For liquidity classification, the Consultation Paper

e sets out a potential liquidity classification framework, and
o seeks stakeholder feedback on the overall framework, as well as specific elements of the
framework.

Finally, for regulatory disclosure and data, the Consultation Paper:

e sets out potential disclosure and confidential reporting requirements, and
e solicits stakeholder feedback on each of the requirements.

Any proposal to create new rules or amend existing rules to establish requirements relating to
these 3 areas as a result of the Consultation Paper would require a further public comment
process.

Substance and Purpose

The Proposed Amendments and Proposed CP Changes are intended to strengthen the LRM
framework of all investment funds, in line with the CSA’s objectives of protecting investors,
promoting fair, efficient and transparent markets, and reducing systemic risk. A strengthened
LRM framework will safeguard the interests of investors, including both redeeming investors
and remaining investors in an investment fund. An investment fund that has a robust LRM
framework will be able to better manage the liquidity of its portfolio in order to meet the
redemption needs of its investors in an orderly fashion without disadvantaging remaining
investors in the fund. Ensuring that all investment funds have strong LRM frameworks will
contribute to fair and efficient markets and will reduce the risk of liquidity crises that may impact
the entire financial system.

We are proposing that the Proposed Amendments and Proposed CP Changes apply to all
investment funds, regardless of whether they are reporting issuers. In the CSA’s view, both
investment funds that are reporting issuers and those that are not are similarly susceptible to
liquidity risk, and both types of funds should have a robust LRM framework to manage this risk.

In particular, the Proposed Amendments and Proposed CP Changes will codify the guidance in
CSA Staff Notice 81-333 Guidance on Effective Liquidity Risk Management for Investment
Funds (SN 81-333) relating to 3 of the elements of the LRM framework set out in SN 81-333,
specifically: (a) strong and effective governance; (b) creation and ongoing maintenance; and
(c) stress testing. In addition, the Proposed Amendments and Proposed CP Changes build upon
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the guidance in SN 81-333 by imposing more specific requirements relating to LRM-related
policies and procedures, oversight, operations, and stress testing.

Background

(a) Domestic Developments

In September 2020, the CSA published SN 81-333, which provided guidance to investment fund
managers (IFMs) on the development and maintenance of an effective LRM framework for
investment funds. SN 81-333 covered the following 5 elements of an effective LRM framework:
(a) strong and effective governance; (b) creation and ongoing maintenance; (c) stress testing;

(d) disclosure of liquidity risks; and (e) use of LRM tools to manage potential and actual
liquidity issues.

Since the publication of SN 81-333, the CSA have continued to monitor the LRM of investment
funds to assess the adoption of good LRM practices set out in the guidance in SN 81-333 and
promote LRM tools and disclosure. '

The Bank of Canada has consistently noted the risk associated with liquidity mismatches
potentially faced by fixed income and money market mutual funds in its annual Financial

Stability Report.?

(b) International Developments

There have been significant international regulatory developments relating to LRM, chiefly led
by the International Organization of Securities Commissions (IOSCQO) and Financial Stability
Board (FSB) and there is currently significant international momentum involving securities
regulators around the world to strengthen regulatory frameworks relating to LRM.

In 2013, IOSCO published its principles (the 2013 IOSCO Principles) relating to the regulation
of, and industry practices concerning, LRM for collective investment schemes (CIS).? In 2017,
the FSB published policy recommendations (the 2017 FSB Recommendations), most of which
were directed at IOSCO, to address risks to global financial stability associated with the relevant
structural vulnerabilities from asset management activities, including liquidity mismatch of
open-ended funds (OEFs).* This was followed by IOSCO’s 2018 recommendations for LRM for

!'See pg. 9 of the 2022-2025 CSA Business Plan, https://www.securities-administrators.ca/wp-
content/uploads/2022/10/2022 2025CSA_BusinessPlan.pdf.

2 See, for example, the Financial Stability Report 2024, https://www.bankofcanada.ca/2024/05/financial-stability-
report-2024/.

3 10SCO, “Principles of Liquidity Risk Management for Collective Investment Schemes: Final Report” (March
2013), https://www.iosco.org/library/pubdocs/pdf/IOSCOPD405.pdf.

4 FSB, “Policy Recommendations to Address Structural Vulnerabilities from Asset Management Activities”,
(January 12, 2017), https://www.fsb.org/wp-content/uploads/FSB-Policy-Recommendations-on-Asset-Management-
Structural-Vulnerabilities.pdf.
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CIS (the 2018 IOSCO Recommendations),> which replaced the 2013 IOSCO Principles, and
accompanying good practices.®

2022 [0SCO Thematic Reviews

In November 2022, IOSCO published a report titled Thematic Review on Liquidity Risk
Management Recommendations,” which sets out the results and observations of thematic reviews
conducted by IOSCO of 25 IOSCO member jurisdictions, including Canada, that were focused
on the implementation of regulatory measures to address the 2018 IOSCO Recommendations
(the 2022 TOSCO Thematic Reviews).

The 2022 IOSCO Thematic Reviews found the Canadian regulatory framework with regard to
LRM to be “fully consistent” for 6 of the 10 recommendations, and “broadly consistent” for the
other 4. With regard to 2 of the 4 recommendations for which Canada was assessed as “broadly
consistent”, [OSCO noted that the LRM regulatory framework is based on guidance that is not
legally enforceable and that does not, in some respects according to IOSCO, cover all relevant
key elements of the recommendations.

On the recommendation relating to conducting liquidity assessment in different scenarios,
IOSCO noted that the guidance does not explicitly require such ongoing assessments, resulting in
the “broadly consistent” assessment. In addition, on the recommendation relating to the
implementation of additional LMTs, IOSCO noted that there was a lack of flexibility in applying
some of the LMTs, resulting in the “broadly consistent” assessment.

2022 FSB Assessment

In December 2022, the FSB published a report titled Assessment of the Effectiveness of the
FSB’s 2017 Recommendations on Liquidity Mismatch in Open-Ended Funds (the 2022 FSB
Assessment).® The report shares findings from the FSB’s assessment of the implementation and
effectiveness of the 2017 FSB Recommendations.

The FSB found that while the 2017 FSB Recommendations remain broadly appropriate, certain
enhancements to the existing international recommendations and related guidance would
significantly strengthen the current framework and OEF liquidity management practices.

The FSB and IOSCO agreed to revise the earlier FSB and IOSCO recommendations to address
structural liquidity mismatch, promote greater inclusion and use of LMTs, and clarify the
appropriate roles of fund managers and authorities in implementing the recommendations. They

5 10SCO, “Recommendations for Liquidity Risk Management for Collective Investment Schemes: Final Report”
(February 2018), https://www.iosco.org/library/pubdocs/pdf/IOSCOPD590.pdf.

6 I0SCO, “Open-ended Fund Liquidity and Risk Management — Good Practices and Issues for Consideration: Final
Report” (February 2018), https://www.iosco.org/library/pubdocs/pdf/IOSCOPD591.pdf.

710SCO, “Thematic Review on Liquidity Risk Management Recommendations: Final Report” (November 2022),
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD721.pdf.

8 FSB, “Assessment of the Effectiveness of the FSB’s 2017 Recommendations on Liquidity Mismatch in Open-
Ended Funds” (December 14, 2022), https://www.fsb.org/wp-content/uploads/P141222.pdf.
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also agreed to develop detailed guidance on the design and use of LMTs, enhance the availability
of OEF-related data for financial stability monitoring, and promote the use of stress testing.

2023 FSB Revised Recommendations

In December 2023, the FSB published a report titled Revised Policy Recommendations to
Address Structural Vulnerabilities from Liquidity Mismatch in Open-Ended Funds.’ The revised
recommendations in the report (the 2023 FSB Revised Recommendations) are addressed to
financial regulatory and supervisory authorities and supersede the 2017 FSB Recommendations.

The 2023 FSB Revised Recommendations address the following areas:

e Adequacy of information and transparency

e Adequacy of liquidity management both at the design phase and on an ongoing basis,
including a liquidity categorization approach

e Adequacy of LRM tools and measures to deal with stressed market conditions

e Additional market liquidity considerations.

2023 I0SCO Guidance

In December 2023, IOSCO published a report titled Anti-dilution Liquidity Management Tools —
Guidance for Effective Implementation of the Recommendations for Liquidity Risk Management
for Collective Investment Schemes.'® The report sets out guidance (the 2023 IOSCO Guidance)
on the use of anti-dilution LMTs by OEFs to mitigate investor dilution and potential first-mover
advantage arising from structural liquidity mismatch in OEFs.

2025 I0SCO Revised Recommendations

In May 2025, IOSCO published a report titled Revised Recommendations for Liquidity Risk
Management for Collective Investment Schemes (the 2025 IOSCO Revised
Recommendations),'! as well as accompanying guidance in a report titled Guidance for Open-
ended Funds for Effective Implementation of the Recommendations for Liquidity Risk
Management (the 2025 IOSCO Guidance).'?

The 2025 IOSCO Revised Recommendations update the 2018 IOSCO Recommendations to
reflect the 2023 FSB Revised Recommendations and 2023 IOSCO Guidance. The major changes
in the 2025 IOSCO Revised Recommendations relate to the liquidity categorization approach
included in the 2023 FSB Revised Recommendations and anti-dilution and quantity-based LMTs
and other liquidity management measures.

9 FSB, “Revised Policy Recommendations to Address Structural Vulnerabilities from Liquidity Mismatch in Open-
Ended Funds” (December 20, 2023), https://www.fsb.org/wp-content/uploads/P201223-1.pdf.

1010SCO, “Anti-dilution Liquidity Management Tools — Guidance for Effective Implementation of the
Recommendations for Liquidity Risk Management for Collective Investment Schemes: Final Report” (December
2023), https://www.iosco.org/library/pubdocs/pdf/IOSCOPD756.pdf.

1110SCO, “Revised Recommendations for Liquidity Risk Management for Collective Investment Schemes: Final
Report” (May 2025), https://www.iosco.org/library/pubdocs/pdf/IOSCOPD798.pdf.

1210SCO, “Guidance for Open-ended Funds for Effective Implementation of the Recommendations for Liquidity
Risk Management: Final Report” (May 2025), https://www.iosco.org/library/pubdocs/pdf/IOSCOPD799.pdf.
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The 2025 IOSCO Guidance sets out technical elements focusing on OEFs to facilitate effective
implementation of the 2025 IOSCO Revised Recommendations.

2025 IMF Recommendations

In August 2025, the International Monetary Fund (IMF) published its Financial System Stability
Assessment for Canada (the FSSA).!* The IMF recommended that Canada align its regulatory
framework relating to liquidity of assets held by publicly offered funds with FSB and IOSCO
guidance in this area.'* The IMF also recommended that Canadian authorities strengthen their
approach to stress testing at the level of industry practice. !>

Summary of the Proposed Amendments and Proposed CP Changes
The following is a summary of the Proposed Amendments and Proposed CP Changes:

(a) Liquidity Risk Management Framework

We are proposing to require an investment fund to establish and maintain an LRM framework.
As part of the LRM framework, we are proposing to require that the investment fund establish,
maintain, and apply policies and procedures that address all matters relating to LRM, including,

for example, compliance with the requirements set out in the Proposed Amendments.

(b) Operational Requirements

We are proposing a number of requirements addressing LRM throughout various stages of the
lifecycle of an investment fund, including establishing a new investment fund, considering
prospective portfolio transactions, and performing ongoing monitoring of the portfolio.

As part of the ongoing monitoring requirement, we are proposing requirements relating to
liquidity thresholds and targets and stress testing. In addition, we are proposing requirements
relating to contingency plans.

(c) Oversight

We are proposing that an investment fund be required to appoint an LRM supervisor or establish
an LRM committee to provide oversight of the LRM framework.

The Proposed Amendments include requiring that, where an investment fund has an LRM
committee, the committee include either the chief compliance officer (CCO) of the IFM or a
person who reports directly to the CCO of the IFM. Where an investment fund has an LRM

13 International Monetary Fund, “Canada: Financial System Stability Assessment — Press Release and Staff Report”
(August 1, 2025), https://www.imf.org/en/Publications/CR/Issues/2025/07/31/Canada-Financial-System-Stability-
Assessment-Press-Release-and-Staff-Report-569167.

14 FSSA, pg. 24.

ISFSAA, pg. 24.
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supervisor, the LRM supervisor must be the CCO of the IFM, an individual who reports directly
to the CCO of the IFM, or an individual who reports directly to the CCO of the IFM in respect of
LRM matters.

The Proposed Amendments also outline requirements relating to the qualifications and functions
of the LRM supervisor or LRM committee, as well as the frequency of meetings of the LRM
committee, where applicable.

Transition/Coming into Force

Subject to the nature of comments we receive on the Proposed Amendments and Proposed CP
Changes, as well as any applicable regulatory requirements, we are proposing that, if approved,
the Proposed Amendments will come into force 3 months after the final publication date.

Local Matters

Annex D is being published in any local jurisdiction that is making related changes to local
securities laws, including local notices or other policy instruments in that jurisdiction. It also
includes any additional information that is relevant to that jurisdiction only.

Request for Comments
We welcome your comments on the Proposed Amendments and Proposed CP Changes.
We are seeking specific feedback on the following questions:

1. Do you have any comments pertaining to section 6.1.1 Liquidity Risk Management
Framework?

2. Do you have any comments pertaining to section 6.1.2 Operational Requirements?
Do you have any comments pertaining to section 6.1.3 Oversight?

4. Are there any types of investment funds that should be carved out of the Proposed
Amendments? Alternatively, are there any types of investment funds that should be
carved out of certain requirements in the Proposed Amendments? Please explain.

5. Do you have any other comments pertaining to the Proposed Amendments and Proposed
CP Changes?

Please submit your comments in writing on or before March 27, 2026.
Address your submission to all of the CSA as follows:

British Columbia Securities Commission

Alberta Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission

Ontario Securities Commission
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Autorité des marchés financiers

Financial and Consumer Services Commission, New Brunswick

Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island
Nova Scotia Securities Commission

Office of the Superintendent of Securities, Service NL

Northwest Territories Office of the Superintendent of Securities

Office of the Yukon Superintendent of Securities

Nunavut Securities Office

Submit your comments here. Your comments will be distributed to the participating CSA
members.

When submitting your comments from Québec through the link above, you are submitting your
comments to:

M?¢ Philippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour PwC

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1

Fax: 514-864-8381

E-mail: consultation-en-cours(@lautorite.qc.ca

We cannot keep submissions confidential because securities legislation in certain provinces
requires publication of the written comments received during the comment period. All comments
received will be posted on the websites of each of the Alberta Securities Commission at
www.asc.ca, the Autorité des marchés financiers at www.lautorite.qc.ca and the Ontario
Securities Commission at www.osc.gov.on.ca. Therefore, you should not include personal
information directly in comments to be published. It is important that you state on whose behalf
you are making the submission.

Content of Annexes

The text of the Proposed Amendments and Proposed CP Changes is contained in the following
annexes to this Notice and Request for Comment and is available on the websites of members of
the CSA:

Annex A: Proposed Amendments to National Instrument 81-102 Investment Funds
Annex B: Proposed Changes to Companion Policy 81-102 Investment Funds
Annex C: Consultation Paper on Liquidity Risk Management Tools, Liquidity

Classification, and Regulatory Disclosure and Data

Annex D: Local Matters
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Questions
Please refer your questions to any of the following:
British Columbia Securities Commission

James Leong

Senior Legal Counsel
Corporate Finance

Phone: 604-899-6681
E-mail: jleong@becsc.be.ca

Alberta Securities Commission

Jan Bagh Melissa Yeh

Senior Legal Counsel Legal Counsel

Corporate Finance Corporate Finance

Phone: 403-355-2804 Phone: 403-355-4181
E-mail: jan.bagh(@asc.ca E-mail: melissa.yeh@asc.ca

Financial and Consumer Affairs Authority of Saskatchewan

Heather Kuchuran

Director

Corporate Finance

Phone: 306-787-1009

E-mail: heather.kuchuran@gov.sk.ca

Manitoba Securities Commission

Patrick Weeks

Deputy Director

Corporate Finance

Phone: 204-945-3326

E-mail: patrick.weeks@gov.mb.ca

Ontario Securities Commission

Ritu Kalra Bryana Lee

Senior Accountant Senior Legal Counsel
Investment Management Investment Management
Phone: 416-721-3847 Phone: 416-593-2382

E-mail: rkalra@osc.gov.on.ca E-mail: blee@osc.gov.on.ca
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Stephen Paglia

Vice President

Investment Management
Phone: 416-593-2393

E-mail: spaglia@osc.gov.on.ca

Autorité des marchés financiers

Sahra Badrudin Marie-Aude Gosselin

Senior Analyst Senior Analyst

Investment Products Supervision Investment Products Oversight

Phone: 514-395-0337, ext. 4427 Phone: 514-395-0337, ext. 4456

E-mail: sahra.badrudin@]autorite.gc.ca E-mail: marie-aude.gosselin@lautorite.gc.ca

Financial and Consumer Services Commission of New Brunswick

Ray Burke

Manager

Corporate Finance

Phone: 506-643-7435
E-mail: ray.burke@fcnb.ca

Nova Scotia Securities Commission

Jack Jiang Peter Lamey

Securities Analyst Legal Analyst

Phone: 902-424-7059 Phone: 902-424-7630

E-mail: jack.jiang@novascotia.ca E-mail: peter.lamey@novascotia.ca
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ANNEX A

PROPOSED AMENDMENTS TO
NATIONAL INSTRUMENT 81-102 INVESTMENT FUNDS

1.  National Instrument 81-102 Investment Funds is amended by this Instrument.

2. Section 1.1 is amended by adding the following definitions:

“liquidity risk management committee” means a committee that provides oversight
of a liquidity risk management framework;,

“liquidity risk management framework” means a system in respect of the
management of liquidity risk;, and

“liquidity risk management supervisor” means an individual that provides oversight
of a liquidity risk management framework:.

3. Section 1.2 is amended

(@)

(b)

(©

by replacing subsection (2) with the following:

(2) Despite subsection (1), this Instrument does not apply to a scholarship plan,
except for Part 6.1,

by replacing subsection (2.1) with the following:

(2.1) Despite subsection (1), section 2.5.1 and Part 6.1 apply to an investment fund
that is not a reporting issuer., and

in subsection (3) by adding the following paragraph:

(b.1) Part 6.1;.

4. The following Part is added:

PART 6.1 LIQUIDITY RISK MANAGEMENT

6.1.1 Liquidity Risk Management Framework

(1)

)
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An investment fund must establish and maintain a liquidity risk management
framework.

For the purposes of subsection (1), an investment fund must establish, maintain and
apply policies and procedures in respect of all of the following matters:
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(a) compliance with this Part;
(b) 1identification of the following:

(1) if the investment fund appoints a liquidity risk management supervisor
under subsection 6.1.3(1), the position within and specified by a manager
for appointment as the liquidity risk management supervisor;

(i1) if the investment fund establishes a liquidity risk management committee
under subsection 6.1.3(1), each position within and specified by a manager
for appointment as a member of the liquidity risk management committee;

(c) any other matter relating to the management of liquidity risk of the investment
fund.

6.1.2 Operational Requirements

(1

)

)

4

)

(6)
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Before the filing of an initial prospectus of a newly established investment fund, a
manager must ensure that the investment fund’s investment objectives and investment
strategies and permitted redemption frequency of the investment fund’s securities align
with the nature of the investment fund’s expected portfolio assets and expected
redemption activity of the investment fund’s securities.

Before the distribution for the first time of securities of a newly established investment
fund for which the prospectus requirement does not apply, a manager must ensure that
the investment fund’s investment objectives and investment strategies and permitted
redemption frequency of the investment fund’s securities align with the nature of the
investment fund’s expected portfolio assets and expected redemption activity of the
investment fund’s securities.

An investment fund must monitor, review and assess the investment fund’s liquidity
profile and relevant market conditions on an ongoing basis using qualitative and
quantitative metrics and, if necessary, adjust the composition of the investment fund’s
portfolio assets.

An investment fund must establish and maintain liquidity thresholds and targets to
monitor, review and assess the investment fund’s liquidity profile under subsection (3).

An investment fund must conduct stress tests of the liquidity of the investment fund’s
portfolio assets to monitor, review and assess the investment fund’s liquidity profile
under subsection (3), including, for greater certainty, the application to the stress tests
of historical and hypothetical scenarios that are relevant to the investment fund’s
liquidity profile.

If market conditions are normal, an investment fund must conduct stress tests under
subsection (5) at least quarterly.
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(8)

©)

(10)
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If market conditions are stressed, an investment fund must increase the frequency of
the stress tests conducted under subsection (6) until market conditions are normal.

An investment fund must assess the impact of a portfolio transaction on its liquidity
profile before making a decision in respect of entering into the transaction.

An investment fund must establish and maintain contingency plans that address
liquidity risk, including, for greater certainty, contingency plans that include the use of
liquidity risk management tools.

An investment fund must periodically test contingency plans referred to in subsection
(9) to ensure that, to a reasonable person, the contingency plans are suitable for the
adequate management of liquidity risk.

6.1.3 Oversight

(1)

2)

3)

4

)
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An investment fund must appoint a liquidity risk management supervisor or establish
a liquidity risk management committee.

For the purposes of subsection (1), an investment fund that is required to appoint a
liquidity risk management supervisor must appoint as the liquidity risk management
supervisor one of the following:

(a) the chief compliance officer of the manager;

(b) anindividual who reports directly to the chief compliance officer of the manager;

(¢) anindividual who reports directly to the chief compliance officer of the manager
in respect of liquidity risk management matters.

For the purposes of subsection (1), an investment fund that is required to establish a
liquidity risk management committee must appoint as a member of the liquidity risk
management committee one of the following:

(a) the chief compliance officer of the manager;

(b) anindividual who reports directly to the chief compliance officer of the manager.
An investment fund must ensure that a liquidity risk management supervisor or each
individual who is a member of a liquidity risk management committee, as applicable,

has sufficient knowledge of the management of liquidity risk.

An investment fund must ensure the following:
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(a)

(b)

(c)

(d)

(e)

®

(2
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that a liquidity risk management supervisor or liquidity risk management
committee, as applicable, approves a liquidity risk management framework
referred to in subsection 6.1.1(1), periodically assesses the effectiveness of the
liquidity risk management framework and, if applicable, approves any proposed
updates to the liquidity risk management framework;

that, before the filing of an initial prospectus referred to in subsection 6.1.2(1), a
liquidity risk management supervisor or liquidity risk management committee,
as applicable, reviews and approves the investment fund’s investment objectives
and investment strategies and the permitted redemption frequency of the
investment fund’s securities to ensure that the investment objectives, investment
strategies and permitted redemption frequency align with the nature of the
investment fund’s expected portfolio assets and expected redemption activity of
the investment fund’s securities;

that, before a distribution referred to in subsection 6.1.2(2), a liquidity risk
management supervisor or liquidity risk management committee, as applicable,
reviews and approves the investment fund’s investment objectives and
investment strategies and the permitted redemption frequency of the investment
fund’s securities to ensure that the investment objectives, investment strategies
and permitted redemption frequency align with the nature of the investment
fund’s expected portfolio assets and expected redemption activity of the
investment fund’s securities;

that a liquidity risk management supervisor or liquidity risk management
committee, as applicable, reviews and approves the liquidity thresholds and
targets referred to in subsection 6.1.2(4), and, if applicable, approves any
proposed updates to those liquidity thresholds and targets;

that a liquidity risk management supervisor or liquidity risk management
committee, as applicable, reviews the results of the stress tests referred to in
subsection 6.1.2(5) and, if applicable, approves proposed actions to address those
results;

that a liquidity risk management supervisor or liquidity risk management
committee, as applicable, reviews and approves the contingency plans referred
to in subsection 6.1.2(9) and, if applicable, approves proposed updates to those
contingency plans;

that a liquidity risk management supervisor or liquidity risk management
committee, as applicable, reviews the results of the contingency plan testing
referred to in subsection 6.1.2(10) and, if applicable, approves proposed actions
to address those results;
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(h) that a liquidity risk management supervisor or liquidity risk management
committee, as applicable, reviews a referral by a manager of a matter under
subsection (6) and, if applicable, approves proposed actions to address the matter.

A manager must, as soon as reasonably possible, refer for review to the liquidity risk
management supervisor or liquidity risk management committee, as applicable, a
matter that would reasonably be expected to significantly impact the liquidity profile
of the investment fund and provide, with the referral, information in respect of both of
the following:

(a) actions taken to address the matter;

(b)  whether other actions to address the matter, including obtaining approvals of the
other actions, are necessary.

An investment fund that is required to establish a liquidity risk management committee
must ensure that the liquidity risk management committee meets to conduct the
business of the committee as often as necessary and at least quarterly each consecutive
12-month period..

5. This Instrument comes into force on e.
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ANNEX B

PROPOSED CHANGES TO
COMPANION POLICY 81-102 INVESTMENT FUNDS

1.  Companion Policy 81-102 Investment Funds is changed by this Document.
2. Part 2 is changed by adding the following:
“liquidity risk management framework”

2.8.1 A liquidity risk management framework should include all of the elements set out in
the requirements in Part 6.1 and any other practices or mechanisms to manage liquidity
risk, including, but not limited to, the disclosure of liquidity risk and liquidity risk
management tools, as applicable..

3. Part 3 is changed by replacing section 3.3.1 with the following:

3.3.1 The Canadian securities regulatory authorities are of the view that illiquid assets are
generally more difficult to value, for the purposes of calculating an investment fund's
net asset value, than assets which are liquid. As a result, where a non-redeemable
investment fund has a large proportion of its assets invested in illiquid assets, this raises
concerns about the accuracy of the investment fund's net asset value and the amount
of any fees calculated with reference to net asset value. Accordingly, staff of the
Canadian securities regulatory authorities may raise comments or questions in the
course of their reviews of the prospectuses or continuous disclosure documents of non-
redeemable investment funds where such funds have a significant proportion of their
assets invested in illiquid assets..

4.  The following Part is added:
PART 8.1 LIQUIDITY RISK MANAGEMENT
8.1.1 Liquidity Risk Management Framework

(1) Subsection 6.1.1(1) requires that an investment fund establish and maintain a liquidity
risk management framework.

The liquidity risk management framework should take into account
o the liquidity profile of the investment fund’s assets and liabilities,
current market conditions,
redemption activity,
investor behavior, and
the unique characteristics of the investment fund.

#6258966



)

3)

8.1.2

(1)

#6258966

-17 -

As part of the establishment and maintenance of the liquidity risk management
framework, the investment fund should consider how to obtain and assess information
from various sources across different functions of the manager and portfolio adviser(s),
where applicable, and consider whether new or enhanced reporting and other
compliance mechanisms need to be implemented to ensure that the necessary
information is being shared with relevant parties within the manager.

Subsection 6.1.1(2) requires that the investment fund establish, maintain, and apply
policies and procedures in respect of the management of liquidity risk. Such policies
and procedures should be detailed and written.

Paragraph 6.1.1(2)(c) provides that the matters to be addressed in policies and
procedures relating to liquidity risk management must include any other matter relating
to liquidity risk management that is not specified in paragraphs 6.1.1(2)(a) and (b).
Such matters may include circumstances in which it is not possible to obtain reliable
and independent valuations for portfolio assets, to the extent that this is not already
addressed in the manager’s policies and procedures relating to valuation.

Such matters may also include conflicts of interest between the investment fund and
the manager that may arise due to liquidity issues for investment funds that are not
required to have independent review committees pursuant to NI 81-107. For example,
there may be a conflict of interest if the level of a portfolio adviser’s compensation is
based on the level of the portfolio’s returns, as a portfolio adviser may be incentivized
to invest in more illiquid assets that have the potential for higher returns relative to
more liquid assets, even though the more illiquid assets may not be suitable for the
investment objectives or redemption needs of the investment fund. The Canadian
securities regulatory authorities remind investment funds that are required to have
independent review committees pursuant to NI 81-107 that any conflicts of interest
that may arise due to liquidity issues must be addressed pursuant to the applicable
requirements in NI 81-107. In addition, the Canadian securities regulatory authorities
remind managers that sections 13.4 and 13.4.1 of National Instrument 31-103
Registration Requirements, Exemptions and Ongoing Registrant Obligations (“NI 31-
103”") apply to managers in respect of an investment fund that is not subject to NI 81-
107.

Operational Requirements

Subsections 6.1.2(1) and (2) require a manager to, for a newly established investment
fund, ensure that the investment fund’s investment objectives and investment strategies
and permitted redemption frequency of its securities align with the nature of its
expected portfolio assets and expected redemption activity of its securities.

The permitted redemption frequency of the securities of an investment fund is the
dealing frequency of the investment fund. For example, mutual funds generally have
daily redemptions.
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The nature of an investment fund’s expected portfolio assets would include the types
of assets held in the portfolio and the quantity of time required to dispose of and settle
those assets.

The expected redemption activity of the securities of an investment fund may depend
on the types of securityholders of the investment fund. For example, the expected
redemption needs of an investment fund that primarily has retail investors will likely
be different from the expected redemption needs of an investment fund that primarily
has institutional investors. The expected redemption activity may also depend on the
type of investment fund. For example, an investment fund that is targeted at investors
with a longer time horizon will typically have different expected redemption activity
compared to a money market fund.

Subsection 6.1.2(3) requires an investment fund to monitor, review and assess the
investment fund’s liquidity profile and relevant market conditions on an ongoing basis.

The Canadian securities regulatory authorities are of the view that this requirement
will help ensure adequate levels of liquidity exist to meet redemption needs and enable
the early identification of the impact of market conditions on the portfolio of the
investment fund.

The liquidity profile of an investment fund is the ability of the portfolio of the
investment fund to be disposed of and settled quickly and easily without a significant
loss in value. As part of the requirement to monitor, review and assess its liquidity
profile and relevant market conditions, the Canadian securities regulatory authorities
are of the view that an investment fund should regularly review the composition of its
portfolio assets, including cash and short-term securities, with consideration of past
redemption activity, distribution channels, investor base, fund performance, and any
other special considerations, such as changing market or other economic factors. In
particular, an effective assessment should incorporate the identification and monitoring
of large redemptions by investors.

Subsection 6.1.2(3) specifies the use of qualitative and quantitative metrics.
Examples of qualitative metrics may include

the credit quality of underlying portfolio assets,

investor concentration in the investment fund,

investor profile,

industry risk,

geographic risk, and

the specific terms and conditions of underlying portfolio securities.

Examples of quantitative metrics may include

° volume metrics,



4

©)

(6)

#6258966

-19 -

o market depth,
o reasonably anticipated size of trade, and
J third party assessments of liquidity of the underlying portfolio assets.

Specifically, for fixed income funds, examples of quantitative metrics may include

volume metrics provided by third-party trading platforms,
broker-dealer quotes,

volatility,

bid-ask spreads,

fund holdings relative to outstanding issue size, and

other internal estimates such as market depth.

Subsection 6.1.2(4) requires that an investment fund establish and maintain liquidity
thresholds and targets. For example, in addition to ensuring compliance with the
illiquid asset restrictions under the Instrument, an investment fund may elect to impose
internal minimum and maximum limits for portfolio assets that could be convertible to
cash in a certain number of days and classify those assets accordingly. Certain
historical stress data points may be directly built into establishing liquidity thresholds
and/or targets of the investment fund, such as largest redemptions or largest client
redemptions.

Subsection 6.1.2(5) requires that an investment fund conduct stress tests of the liquidity
of the investment fund’s portfolio assets. Stress testing is a risk management technique
used to evaluate the potential effects of changes to certain factors that impact liquidity
corresponding to exceptional but plausible events on the liquidity of an investment
fund’s portfolio. Stress testing simulates stressed events, market conditions and
liquidity events in order to understand their implications on an investment fund’s
ability to meet redemption requests.

Subsection 6.1.2(5) requires that the stress tests include the application to the stress
tests of historical and hypothetical scenarios that are relevant to the liquidity profile of
the investment fund. The use of such scenarios is often referred to as scenario analysis.

Historical scenario analysis is backward-looking and is based on the use of historical
statistical events to assess risk, with the objective of quantifying the impact of an event
on the liquidity of an investment fund. Factors to consider for historical scenario
analysis may include

o a comparison of historical cash flows with industry-wide cash flows for
investment funds of similar size and strategy,

o the redemption activity of the largest investor or group of investors in the
investment fund,

o general redemption activity during stress conditions with varying percentages
of redemption requests, and

o historical redemption patterns.
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Hypothetical scenario analysis is forward-looking and measures the potential impact
of an event which has not yet occurred. Factors to consider for hypothetical scenario
analysis may include

interest rate changes,

increased redemption requests,

decreases in fund sales,

changes in investors, markets, and portfolio composition, and
the potential for counterparty default.

The Canadian securities regulatory authorities are of the view that investment funds
should consider including reverse stress testing as part of the stress tests. Reverse stress
testing is a risk management technique where a predetermined outcome, usually a
defined failure point, is used to identify the specific circumstances or scenarios that
could lead to that outcome.

Subsection 6.1.2(5) requires that the stress tests involve historical and hypothetical
scenarios that are relevant to the liquidity profile of the investment fund. Stress tests
should cover a range of scenarios that reflect a spectrum of events and severity levels.
It is the view of the Canadian securities regulatory authorities that they should be
diverse and reflect material risks relevant to the investment fund, such as credit risk,
reputational risk, and geopolitical risk. When designing scenarios for a stress test, a
manager may consider a number of factors, such as

o a downgrade of the credit rating of an underlying portfolio asset or of the
issuer of the underlying portfolio asset,

a change in interest rates,

a widening of bid-ask spreads,

a change in the value of foreign currency, and

an economic shock.

For example, it may be appropriate for an investment fund for which collateral
comprises a significant proportion of its portfolio assets to conduct stress testing that
also covers the collateral. This is because collateral posted by the investment fund’s
counterparties in derivatives and securities lending transactions may affect the liquidity
of the investment fund if the counterparties are unable to meet their obligations under
stressed market conditions and the investment fund has to liquidate the collateral due
to the counterparties’ inability to meet their outstanding obligations to the investment
fund.

Depending on the nature of the investment fund, the types of assets held by the
investment fund, and market conditions, the complexity of the stress tests may range
from a simple sensitivity test using a single factor to complex stress tests using multiple
factors.
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While the stress testing scenarios used should be consistent over a period of time so
that the scenarios can be compared and analyzed over time, they should also be updated
regularly to reflect changes in market conditions, the composition of the portfolio, and
any other conditions that may impact liquidity. Investment funds should incorporate
reliable and up-to-date market information in their stress tests.

As part of the stress tests required under subsection 6.1.2(5), an investment fund should
consider using a “pro-rata” methodology rather than a “most liquid first” methodology
in all of the scenarios used. A “pro rata” methodology would involve all investors
receiving a proportional share of the portfolio assets when the assets are sold to meet
redemption demands, whereas a “most liquid first” methodology would involve the
manager prioritizing the liquidation of the most liquid assets first to meet redemption
demands.

Subsection 6.1.2(6) requires that, if market conditions are normal, an investment fund
conduct stress tests at least quarterly. However, an investment fund may determine that
it is necessary to conduct stress tests on a more frequent basis. This determination may
be based on specific attributes of the investment fund, including

the size of the investment fund,

the nature of its underlying portfolio assets,

its redemption frequency,

its investment strategy,

the types of investors invested in the investment fund, and
current market conditions.

Subsection 6.1.2(7) requires that, if market conditions are stressed, an investment fund
increase the frequency of the stress tests until market conditions are normal. The
Canadian securities regulatory authorities are of the view that during stressed market
conditions, there may be unexpected or unanticipated market changes, investor
behaviour, etc., which could suddenly decrease the liquidity of the portfolio of an
investment fund, and therefore, there is a need for more frequent stress testing to ensure
the ability of the investment fund to satisfy redemption requests. Examples of stressed
market conditions may include market-wide or economy-wide events, such as global
pandemics, and events that are relevant for certain types of funds, such as significant
changes in interest rates that would likely impact fixed income funds.

Subsection 6.1.2(9) requires that an investment fund establish and maintain
contingency plans that address liquidity risk, including, for greater certainty,
contingency plans that include the use of liquidity risk management tools. Contingency
plans are operational arrangements to address liquidity challenges during stressed
market conditions. Liquidity risk management tools may include the suspension of
redemptions, redemptions in kind, and the use of redemption fees.
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Subsection 6.1.3(1) requires that an investment fund appoint a liquidity risk
management supervisor or establish a liquidity risk management committee. In the
case of an investment fund that establishes a liquidity risk management committee, the
committee may be an existing committee that covers multiple areas within its mandate,
one of which would be liquidity risk management.

The Canadian securities regulatory authorities recognize that it may not be appropriate
for some smaller managers to establish a liquidity risk management committee due to
resource limitations, and that it may be more appropriate for them to appoint a liquidity
risk management supervisor instead.

Subsection 6.1.3(2) sets out the individuals who can be appointed as a liquidity risk
management supervisor. However, the liquidity risk management supervisor should
engage with any individuals involved in decision-making relating to the purchase and
sale of portfolio assets in order to obtain any necessary information or insights to better
understand liquidity risks from the perspective of portfolio management. The
engagement may take the form of involving such individuals as advisers to the liquidity
risk management supervisor.

Subsection 6.1.3(3) requires the involvement of either the chief compliance officer of
the manager or an individual who reports directly to the chief compliance officer of
the manager as a member of the liquidity risk management committee. The liquidity
risk management committee should also either include an individual involved in
decision-making relating to the purchase and sale of portfolio assets or engage with
any individuals involved in decision-making relating to the purchase and sale of
portfolio assets for the same reason. The engagement may take the form of involving
such individuals as advisers to the liquidity risk management committee or including
them in meetings on an as-needed ad hoc basis.

Paragraphs 6.1.3(5)(a) to (h) set out specific functions of the liquidity risk management
supervisor or liquidity risk management committee. The liquidity risk management
supervisor or liquidity risk management committee should consult any individuals with
relevant expertise or knowledge, as needed, in order to fulfill each such function.
However, the Canadian securities regulatory authorities remind managers that the
ultimate designated person and chief compliance officer of the manager are still
responsible for the compliance of the manager with securities legislation under
sections 5.1 and 5.2 of NI 31-103.

Paragraphs 6.1.3(5)(a) to (h) refer to approvals granted by the liquidity risk
management supervisor or liquidity risk management committee, as applicable. The
liquidity risk management supervisor or liquidity risk management committee should
consult any individuals with relevant expertise or knowledge, as needed, in order for
the liquidity risk management supervisor or liquidity risk management committee to
grant approval. In addition, the liquidity risk management supervisor or liquidity risk
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management committee should maintain proper books and records relating to the
decision-making process with regard to the approval.

(6) Subsection 6.1.3(6) references a matter that would reasonably be expected to
significantly impact the liquidity profile of the investment fund. An example of such a

matter is a significant redemption request..

5. These changes become effective on e.

#6258966



ANNEX C
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A. Introduction
L. Purpose and overview

As part of the CSA’s work to strengthen the regulatory framework for LRM in Canada, we are publishing
this Consultation Paper for a 120-day comment period to seek feedback on potential additional changes to
the regulatory framework to address aspects of LRM that are not included in the Proposed Amendments
and Proposed CP Changes.

Specifically, we are seeking comments on the following three areas of LRM:
1. LMTs
2. Liquidity classification of underlying portfolio assets
3. Regulatory disclosure and data relating to LRM

Any proposal to create new rules or amend existing rules to establish requirements relating to any of the
above three areas as a result of this consultation would require a further public comment process.

For LMTs, this Consultation Paper provides an overview of commonly used LMTs, including advantages
and disadvantages of each LMT, and seeks feedback from stakeholders on whether there is a need to
permit, or even require, the use of LMTs that are not currently permitted in Canada, and solicits specific
comments relating to certain LMTs.

With regard to liquidity classification of underlying portfolio assets, this Consultation Paper sets out a
potential liquidity classification framework and seeks stakeholder feedback on the framework as a whole,
as well as specific elements of the framework.

For regulatory disclosure and data relating to LRM, this Consultation Paper sets out potential disclosure
and confidential reporting requirements and solicits stakeholder feedback on each of them.

II. Background

As discussed in the accompanying Notice and Request for Comments, the FSB and IOSCO have been
developing recommendations and guidance relating to LRM over the past decade, and there is currently
significant international momentum involving securities regulators around the world to strengthen
regulatory frameworks relating to LRM.

In particular, there have been significant recent international regulatory developments relating to the three
areas covered in this Consultation Paper, which are discussed in greater detail in each of the subsequent
sections relating to each topic.

B. Liquidity risk management tools

I. Background

(a) What are LMTs?

LMTs, which are techniques and tools used to manage liquidity needs and risks, form an important part of
an [FM’s LRM framework. LMTs can be used by IFMs to manage liquidity needs in both normal and
stressed market conditions.

#6258966
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There are different types of LMTs, often divided into two groups: (a) anti-dilution or price-based LMTs;
and (b) quantity-based LMTs.

Anti-dilution or price-based LMTs aim to pass on the estimated costs of liquidity associated with fund
subscriptions and redemptions to the subscribing or redeeming investors by adjusting the net asset value
(NAYV) of the fund or the price at which securities of the fund transact. These types of tools do not
preclude an investor from subscribing or redeeming.

Quantity-based LMTs reduce the liquidity obligations of funds through delaying or deferring payments to
investors and are seen as more disruptive because they restrict investor access to their invested capital
either proportionally or in its entirety. In addition, there are other LMTs that are neither price-based nor
quantity-based, such as redemptions in kind and borrowing.

(b) International developments

Recently, there has been significant international momentum regarding the need to increase the
availability of LMTs in both normal and stressed market conditions.

In the 2022 IOSCO Thematic Reviews, IOSCO assessed the Canadian regulatory framework with regard
to the recommendation relating to LMTs as “broadly consistent”.! IOSCO noted that there is a lack of
flexibility in Canada in applying some of the LMTs and, other than redemption fees, in-kind redemptions,
and suspension of redemptions, the use of LMTs in Canada requires exemptive relief from the CSA.

The 2022 FSB Assessment found that most jurisdictions permit OEF managers to implement a broad
range of LMTs and that there has been a gradual increase in the inclusion of LMTs in the constitutional
documents of OEFs since the publication of the 2017 FSB Recommendations.? The FSB found that the
use of anti-dilution LMTs increased during the COVID-19 shock in response to increased redemption
requests. The FSB found that there is room for greater uptake of LMTs, in particular anti-dilution LMTs.
When LMTs are available, cost, competitive or reputational concerns, as well as operational hurdles, may
have prevented OEF managers from both including them in the constitutional documents of OEFS and
using them.

The 2023 FSB Revised Recommendations updated the 2017 FSB Recommendations relating to LMTs.?
One of the major changes was an emphasis on the need for authorities to ensure the availability of a broad
set of anti-dilution and quantity-based LMTs for use by OEF managers in normal and stressed market
conditions, rather than only focusing on meeting redemptions under stressed market conditions. In
addition, the FSB further elaborated on the need to include anti-dilution LMTs in fund constitutional
documents and greater use and consistency in use of anti-dilution LMTs in both normal and stressed
market conditions, with a focus on imposing on redeeming investors the explicit and implicit costs of
redemptions.

' 10SCO, “Thematic Review on Liquidity Risk Recommendations: Final Report” (November 2022),
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD721.pdf. See also “2022 IOSCO Thematic Reviews” in the
Notice and Request for Comment.

2 FSB, “Assessment of the Effectiveness of the FSB’s 2017 Recommendations on Liquidity Mismatch in Open-
Ended Funds” (December 14, 2022), https://www.fsb.org/wp-content/uploads/P141222.pdf.

3 FSB, “Revised Policy Recommendations to Address Structural Vulnerabilities from Liquidity Mismatch in Open-
Ended Funds” (December 20, 2023), https://www.fsb.org/wp-content/uploads/P201223-1.pdf.
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In addition, the 2023 IOSCO Guidance, which relates to the use of anti-dilution LMTs by OEFs,
addresses the following areas:

e use of appropriate anti-dilution LMTs for OEFs

e imposition of estimated cost of liquidity on subscribing and redeeming investors

e need for responsible entities* to demonstrate to authorities the appropriate calibration of the LMT
for both normal and stressed market conditions

e appropriate and sufficiently prudent activation thresholds for anti-dilution LMTs

e adequate and appropriate governance arrangements for decision-making processes for the use of
anti-dilution LMTs

e clear disclosure to investors of the objectives and operation of anti-dilution LMTs.>

The 2025 IOSCO Revised Recommendations updated the 2018 IOSCO Recommendations relating to
LMTs. Firstly, with regard to consistency between an OEF’s investment strategy and liquidity with the
terms and conditions of fund subscriptions and redemptions, IOSCO included guidance relating to notice
periods, lock-up periods, settlement periods, and redemption caps for structuring OEFs that allocate a
significant proportion of their portfolio to illiquid assets.’

Additionally, IOSCO recommended that the responsible entity consider and implement a broad set of
LMTs and measures to the extent allowed by local law and regulation for each OEF under its
management, for both normal and stressed market conditions.® IOSCO also recommended that the
responsible entity consider and use anti-dilution LMTs to mitigate material investor dilution and potential
first-mover advantage arising from structural liquidity mismatches in the OEFs it manages.’

IOSCO also updated the recommendation in the 2018 IOSCO Recommendations relating to governance
to specifically include governance relating to the use of LMTs and other liquidity management
measures.'? [OSCO recommended that responsible entities have adequate and appropriate governance
arrangements in place for their LRM processes, including clear decision-making processes for the use of
LMTs and other liquidity management measures in normal and stressed market conditions.

In addition, IOSCO updated the recommendation in the 2018 IOSCO Recommendations relating to the
disclosure of liquidity risk and a collective investment scheme’s (CIS) LRM process to specifically
include disclosure about the availability and use of LMTs and liquidity management measures.!! Finally,
I0SCO also added a new recommendation that the responsible entity publish clear disclosures of the

4 In Canada, the responsible entity of an investment fund is the IFM.

S10SCO, “Anti-dilution Liquidity Management Tools — Guidance for Effective Implementation of the
Recommendations for Liquidity Risk Management for Collective Investment Schemes: Final Report” (December
2023), https://www.iosco.org/library/pubdocs/pdf/IOSCOPD756.pdf.

6 IOSCO, “Revised Recommendations for Liquidity Risk Management for Collective Investment Schemes: Final
Report” (May 2025), https://www.iosco.org/library/pubdocs/pdf/IOSCOPD798.pdf.

7 Recommendation 3 of 2025 IOSCO Revised Recommendations.

8 Recommendation 6 of 2025 IOSCO Revised Recommendations.

® Recommendation 7 of 2025 IOSCO Revised Recommendations.

10 Recommendation 13 of 2025 IOSCO Revised Recommendations.

! Recommendation 16 of 2025 IOSCO Revised Recommendations.
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objectives and operation, including design and use, of anti-dilution LMTs, quantity-based LMTs and
other liquidity management measures. '?

In August 2025, the IMF recommended in the FSSA that Canada align its regulatory framework relating
to liquidity of assets held by publicly offered funds with FSB and IOSCO guidance in this area,'* which
would include FSB and IOSCO guidance and recommendations relating to LMTs.

II.  Purpose

LMTs are an important part of an investment fund’s LRM framework and serve two main purposes.

Firstly, LMTs protect the remaining investors in a fund from “first mover advantage” and the dilutive
effects of redemptions by other investors. When investors in a fund redeem out of the fund, there are costs
of liquidating portfolio assets to meet those redemption requests. In particular, in stressed market
conditions, there may be a run on redemptions as investors rush to redeem out of the fund to avoid
potential losses. Without effective LMTs, those costs are generally borne by the remaining investors
rather than redeeming investors. Price-based or anti-dilution LMTs are intended to mitigate this issue and
are generally used as maintenance tools to prevent liquidity issues before they occur.

Secondly, LMTs help IFMs better manage redemptions in an orderly fashion during stressed market
conditions or periods of unusually high redemptions. Quantity-based LMTs, which are typically
emergency tools that are used in stressed market conditions, assist IFMs in such circumstances by
limiting the number of redemptions that need to be met during a certain period of time, so that a fund does
not need to urgently dispose of assets at discounted prices, which would be detrimental to all unitholders.
The use of such LMTs can give an IFM additional time to try to dispose of portfolio assets at a price that
is not significantly discounted.

Currently, there are generally only three LMTs that are used by investment funds that are reporting
issuers: suspension of redemptions, redemption fees, and redemptions in kind. The CSA is considering
permitting other LMTs to be used by investment funds that are reporting issuers in both normal and
stressed market conditions in order to strengthen the ability of investment funds to manage liquidity and
better protect investors.

III. Regulatory considerations around the use of additional LMTs

This section provides an overview of some regulatory considerations around the use of additional LMTs.

There are different potential regulatory approaches to permitting funds to use additional LMTs. One
approach would be to amend the existing rules to permit the use of certain LMTs by investment funds that
are reporting issuers without requiring that funds adopt or use those LMTs. This approach would allow
IFMs to have access to a broader range of LMTs to help manage their liquidity and would ultimately
allow IFMs to decide which LMTs, if any, to adopt for their particular funds. Arguably, IFMs would be
best positioned to make this determination, since there may be different strategies and methods for the use
of LMTs for different investment funds in different circumstances. However, this approach could result in
different LMTs being adopted by different IFMs for similar types of funds.

12 Recommendation 17 of 2025 IOSCO Revised Recommendations.

13 International Monetary Fund, “Canada: Financial System Stability Assessment — Press Release and Staff Report”
(August 1, 2025), https://www.imf.org/en/Publications/CR/Issues/2025/07/31/Canada-Financial-System-Stability-
Assessment-Press-Release-and-Staff-Report-569167, pg. 24.
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A different approach would be to amend the existing rules to not only permit the use of additional LMTs,
but to require funds to adopt a minimum number of LMTs or even specific LMTs. This approach
addresses the potential issue of [IFMs choosing not to adopt any LMTs because of a perceived competitive
disadvantage. Specifically, some IFMs may choose not to adopt any LMTs at all because they fear that
investors may choose funds that do not have LMTs over those that do. This could be because some
investors may perceive funds that have adopted LMTs to be more susceptible to liquidity issues than
those that do not, or because some investors may prefer funds that do not have the ability to adjust their
redemption prices or prevent or delay redemption requests in exceptional circumstances. By requiring
funds to adopt a minimum number of LMTs or specific LMTs, this approach would potentially level the
playing field.

It is worth noting that an investment fund will realistically not be able to adopt all types of LMTs as the
implementation of some LMTs would conflict with others. In particular, since price-based or anti-dilution
LMTs have different methodologies for calculating the redemption price of a fund, it would likely not be
possible for a fund to adopt multiple price-based or anti-dilution LMTs. As such, even if funds were
permitted to use a wide range of LMTs, they would not be able to use all of them, and IFMs would need
to select the appropriate LMTs for their specific funds.

In addition, some LMTs, including many of the price-based or anti-dilution LMTs, may need to be built
into a fund at the product design phase. For existing funds, since the adoption of LMTs may impact the
price that an investor receives upon redemption or the ability of the investor to redeem out of the fund in
exceptional circumstances, there may be a need for unitholder notification, consent or approval.

Finally, depending on the type of LMT, there may be a need for internal governance and oversight by an
IFM before activating the use of an LMT.

IV. Types of LMTs

To provide a more comprehensive picture of potential LMTs that could be made available by the CSA,
this section provides an overview of each of the most commonly used LMTs, including the advantages
and disadvantages of each LMT.

Price-based or anti-dilution LMTs

(a) Swing pricing

Swing pricing is the process by which the fund’s NAV is adjusted by applying a swing factor that reflects
the liquidity cost of net subscriptions or redemptions. All investors would pay or receive the same swung
price. Generally, swing pricing is not used during an initial ramp-up period of a fund, or during
termination of the fund.

For the purpose of this Consultation Paper, the CSA refers to swing pricing in the context of applying a
swing factor that reflects the liquidity cost of net redemptions, not subscriptions.

There are two main forms of swing pricing. The first is known as “full” swing pricing, and involves the
NAYV being adjusted down on each day that NAV is calculated if there are net outflows on that day.

The second form of swing pricing is known as “partial” swing pricing and is only used when the net
outflows of the fund are greater than a predetermined threshold, often referred to as the swing threshold.
The swing threshold is usually set as a percentage or a number of basis points. One type of partial swing
pricing is a tiered swing pricing model, whereby the fund’s NAV is adjusted based on multiple
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predetermined threshold and factors. In a tiered swing pricing model, when the net outflows reach certain
thresholds, the fund applies a different corresponding swing factor.

In some jurisdictions, there is often a maximum swing factor that would be disclosed in a fund’s
prospectus, such as a maximum of 2% of NAV.

Advantages Disadvantages

e As with other price-based LMTs, swing e Swing pricing is relatively complex, requiring
pricing protects against dilution by passing on a high level of expertise to set up and operate
transaction costs to redeeming investors and e Since swing pricing is activated by net
mitigates first-mover advantage outflows of the fund, individual investors may

e Swing pricing is a relatively cost-effective be disadvantaged when swing pricing is
anti-dilution LMT, in comparison to other activated by a large redemption from a single
anti-dilution LMTs redeeming investor

e Swing pricing is a widely adopted and e Swing pricing may be perceived to be too
established LMT in certain jurisdictions complex to investors who are not familiar

e Swing pricing can be used as a deterrent with the concept of swing pricing
against frequent trading activity and market e Swing pricing may be perceived to be non-
timing activity transparent to investors, as the redemption

e Swing pricing can be used as a deterrent price may be subject to information that is not
against potential large redemptions when available to the redeeming investor (e.g. a
liquidity costs increase redeeming investor may not know if there are

° Compared to full swing pricing’ tiered Swing net outflows on the relevant calculation date)
pricing better reflects the trading curve by e  While swing pricing does not actually make
taking into account different potential dilution the NAV more volatile, the NAV may appear
impacts of different trade sizes to be volatile for the purpose of NAV

calculation due to the NAV changing as a
result of the application of the swing factor

(b)  Dual pricing

Dual pricing is the system by which there are two NAVs calculated for each point in time in which NAV
is calculated. Subscribing investors would subscribe using the higher NAV and redeeming investors
would redeem using the lower NAV. The spread between the two prices could be dynamic to reflect the
liquidity costs during real-time market conditions.

One common form of dual pricing is for one NAV to reflect the ask prices of the underlying assets and
the other NAV to reflect the bid prices of the underlying assets. Another common form of dual pricing is
to use an adjustable spread around the fund’s NAV under which assets are priced on a mid-market basis.
In this type of dual pricing, the spread is between a bid price at which fund redemptions are conducted
and an ask price at which fund subscriptions are transacted.

Advantages Disadvantages

e As with other price-based LMTs, dual pricing | ¢ Dual pricing is relatively complex, requiring a
protects against dilution by passing on high level of expertise to set up and operate
transaction costs to redeeming investors and e Dual pricing imposes additional operational
mitigates first-mover advantage burdens and complexity on fund

e Dual pricing can be used as a deterrent against intermediaries, service providers and other
frequent trading activity and market timing third parties as they would need to be able to
activity
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Advantages Disadvantages
e Dual pricing can be used as a deterrent against handle two different unit prices on each trade
potential large redemptions when liquidity date
costs increase e Dual pricing imposes operational costs on
e Dual pricing based on bid and ask prices fully intermediaries due to necessity of submitting
reflects market movements purchase and redemption orders separately
e Dual pricing based on an adjustable spreadis | ¢ Dual pricing based on bid and ask prices does
dynamic and reflects liquidity costs based on not naturally take into account any significant
real-time market conditions market impact or explicit transaction costs,
which would need to be accounted for
separately through an additional adjustment to
the NAV

(¢) Redemption or liquidity fees

A redemption or liquidity fee is a fee charged to the transacting investor by a fund when the investor
redeems units of the fund and is usually deducted from the net asset value per unit. The redemption or
liquidity fee is intended to cover the liquidity costs associated with the redemption.

In Canada, while redemption fees were commonly charged by investment funds that had a deferred sales
charge option prior to the ban on deferred sales charge options,'* such redemption fees were typically
charged if an investor sold units of the fund within a specified time frame and were not necessarily
intended to address liquidity costs.

Outside of redemption fees charged as part of the deferred sales charge option, redemption or liquidity
fees in Canada have often taken the form of large transaction or sizable transaction fees (whereby
investors are charged a fee where a redemption or switch to another fund exceeds a certain value
threshold) and short term trading fees (whereby investors are charged a fee for redeeming or switching
out of the fund within a specified short period of time after subscribing or switching into the fund).

However, [IFMs may charge redemption or liquidity fees in the case of redemptions to explicitly pass on
liquidity costs to redeeming unitholders, and such redemption or liquidity fees may be mandatory or
discretionary. Where the redemption or liquidity fee is mandatory, it is applicable to each redemption.
Where the redemption or liquidity fee is discretionary, the applicability of the fee is at the discretion of
the IFM.

Advantages Disadvantages

e As with other price-based LMTs, redemption | e High redemption or liquidity fees may harm
or liquidity fees protect against dilution by unitholders who need to redeem during a
passing on transaction costs to redeeming period of investor hardship
investors and mitigate first-mover advantage | e If redemption or liquidity fees are applied on

e Redemption or liquidity fees are a relatively a discretionary basis, they may cause unfair
straightforward and cost-effective anti- advantages or disadvantages for certain
dilution LMT, in comparison to other anti- investors
dilution LMTs e Ifredemption or liquidity fees are applied on

a discretionary basis, investors may not know

14 See Multilateral CSA Notice of Amendments to National Instrument 81-105 Mutual Fund Sales Practices and
Related Consequential Amendments relating to Prohibition of Deferred Sales Charges for Investment Funds and
OSC Staff Notice 81-731 Next Steps on Deferred Sales Charges.
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Advantages Disadvantages

e Redemption or liquidity fees can be used as a when such fees will be charged and the
deterrent against frequent trading activity amount of such fees

e Redemption or liquidity fees can be used asa | ® If fund managers have discretion over the
deterrent against potential large redemptions applicability of a redemption or liquidity fee,
when liquidity costs increase they may hesitate to impose the fee for fear of

e  Unlike other price-based LMTs such as swing investor complaints or for reputation-related
pricing and dual pricing, redemption or reasons

liquidity fees do not involve adjustments to
NAYV and therefore do not impact
performance

e Unlike other price-based LMTs such as swing
pricing and dual pricing, redemption or
liquidity fees are more transparent and
understandable for investors

e Unlike other price-based LMTs such as swing
pricing and dual pricing, redemption or
liquidity fees can be structured to only apply
to individual redeeming investors whose
redemptions trigger a certain threshold

(d)  Anti-dilution levies

An anti-dilution levy is a variable levy or fee that investment funds impose on investors who buy or
redeem units of the fund. For the purpose of this Consultation Paper, the CSA refers to anti-dilution levies
in the context of redeeming investors rather than subscribing investors. In the context of redemptions, an
anti-dilution levy is an amount deducted from the proportion of the NAV received by a redeeming
securityholder, which is meant to cover the transaction costs associated with the redemption, such as
trading and administrative expenses.

There are different ways to impose anti-dilution levies; they can be based on the fund’s net outflows and
be imposed on all redeeming securityholders, or they can also be based on an individual investor’s
outflows and charged to each investor accordingly.

While anti-dilution levies are similar to redemption fees in that they both involve reducing the proportion
of the NAV received by a redeeming securityholder, redemption fees generally involve a fixed rate, while
anti-dilution levies involve variable rates and can be adjusted based on market conditions. For example,
the rate of an anti-dilution levy may be increased during stressed market conditions or during a period of
higher redemptions.

Advantages Disadvantages

e Unlike other price-based LMTs such as swing | ¢ Compared to redemption fees, anti-dilution
pricing and dual pricing, anti-dilution levies levies are relatively complex and difficult to
do not involve adjustments to NAV and implement, as they are variable and take into
therefore do not impact performance account different conditions and factors

e Unlike other price-based LMTs such as swing | e If anti-dilution levies are applied arbitrarily,
pricing and dual pricing, anti-dilution levies they may cause unfair advantages or
are more transparent and arguably more disadvantages for certain investors
understandable for investors.
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Advantages

Disadvantages

Unlike other price-based LMTs such as swing
pricing and dual pricing, anti-dilution levies
can be structured to only apply to individual
redeeming investors whose redemptions
trigger a certain threshold

Anti-dilution levies can be used as a deterrent
against frequent trading activity and market
timing activity

Anti-dilution levies can be used as a deterrent
against potential large redemptions when
liquidity costs increase

Transparency of limits associated with anti-
dilution levies may lead to some redeeming
investors “gaming” the system

If fund managers have discretion over the
applicability of an anti-dilution levy, they
may hesitate to impose the levy for fear of
investor complaints or for reputation-related
reasons

High anti-dilution levies may harm
unitholders who need to redeem during a
period of investor hardship

(e)  Valuation at bid or ask prices

Valuation at bid or ask prices is an asset valuation procedure that consists of switching from valuation at
mid-price to valuation according to bid or ask price, depending on the net fund flows, which would result
in adjustments to net asset value calculations that reflect the transaction costs of redemptions. Where there
is a net inflow, the net asset value is based on the ask-price. Where there is a net outflow, the net asset
value is based on the bid-price.

A variation of this procedure involves setting a threshold, which would be used to determine whether to
value assets at the bid or ask price.

In the case of valuation at bid or ask prices, the net asset value is the same for all investors.

Advantages

Disadvantages

Valuation at bid or ask prices takes into
account the actual transaction costs of
redemptions

As with other price-based LMTs, valuation at
bid or ask prices protects against dilution by
passing on transaction costs to redeeming
investors and mitigates first-mover advantage
Valuation at bid or ask prices can be used as a
deterrent against frequent trading activity and
market timing activity

Valuation at bid or ask prices can be used as a
deterrent against potential large redemptions
when liquidity costs increase

Since valuation at bid or ask prices is
activated by net outflows of the fund,
individual investors may be disadvantaged
when valuation at bid or ask prices is
activated by a large redemption from a single
redeeming investor

Valuation at bid or ask prices is more
complex for investors to understand
Valuation at bid or ask prices may be
perceived to be non-transparent to investors,
as the redemption price may be subject to
information that is not available to the
redeeming investor (e.g. a redeeming investor
may not know if there are net outflows on the
relevant calculation date)

While valuation at bid or ask prices does not
actually make the NAV more volatile, the
NAYV may appear to be volatile for the
purpose of NAV calculation due to the
valuation of assets changing between bid and
ask prices
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Quantity-based LMTs

()  Expansion of suspension of redemptions

The suspension of redemptions involves a fund suspending the right of investors to redeem their securities
for a period of time. It is generally intended to be used for short periods of times during exceptional
market conditions and is commonly seen as a last resort.

In Canada, the suspension of redemptions is permitted where normal trading is suspended on a stock
exchange, options exchange, or futures exchange and a number of other conditions exist.!> An IFM must
obtain the approval of the applicable securities regulatory authority for the suspension of redemptions in
any other circumstances. '

Some jurisdictions outside of Canada permit the suspension of redemptions in other circumstances or
leave the suspension of redemptions to the discretion of the fund manager. In some jurisdictions, the
suspension of redemptions may be required by the regulator if the regulator deems it to be necessary for
the public interest, including for financial stability reasons.

There may be circumstances in which a fund manager may believe that the suspension of redemptions is
required beyond the suspension of normal trading on a stock exchange, such as when daily redemption
requests of a fund exceed a predefined threshold or in the event of a cyber-security incident.

The expansion of the ability to suspend redemptions in Canada could involve expanding the types of
circumstances in which the suspension of redemptions is permitted without regulatory approval.

Advantages Disadvantages

o The suspension of redemptions allows for a e Suspension of redemptions should be a last
fund to address liquidity challenges quickly resort, and expanding the ability to suspend
and effectively redemptions may lead to overuse of this tool

e The suspension of redemptions prevents a e The suspension of redemptions may signal to
sudden outflow of cash that could force the the market that the fund is in “trouble”, which
sale of assets under unfavourable conditions may lead to broader negative consequences,
or leave remaining investors with the least such as contagion effects and reputational
liquid or riskier portfolio assets by enabling damage for the [FM
the fund to spread out redemptions over time | e The suspension of redemptions may harm

e The suspension of redemptions treats all unitholders who need to redeem during a
investors equally period of investor hardship

e The suspension of redemptions provides
additional time for communication among

15 Subsection 10.6(1) of NI 81-102 states the following:
An investment fund may suspend the right of securityholders to request that the investment fund redeem its
securities for the whole or any part of a period during which either of the following occurs:

(a) normal trading is suspended on a stock exchange, options exchange or futures exchange within or
outside Canada on which securities are listed and posted for trading, or on which specified
derivatives are traded, if those securities or specified derivatives represent more than 50% by
value, or underlying market exposure, of the total assets of the investment fund without allowance
for liabilities and if those securities or specified derivatives are not traded on any other exchange
that represents a reasonably practical alternative for the investment fund;

(b) 1in the case of a clone fund, the investment fund whose performance it tracks has suspended
redemptions.

16 See subsection 5.5(1) of NI 81-102.
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Advantages Disadvantages

IFMs, investors and other market participants,
potentially leading to investors changing their
intentions to redeem

(g) Redemption gates

A redemption gate is a mechanism that allows an investment fund to limit the amount of the fund’s net
asset value that can be redeemed by investors on a specific trading day when redemption requests exceed
a predefined threshold, often set as a percentage of the fund’s total assets. Redemption gates are generally
imposed after a predefined threshold is crossed. Once a redemption gate is activated, only a pro rata
portion of each investor’s redemption request is processed immediately, while the remaining amount is
deferred to the next trading day, or, in some cases, cancelled.

In some cases, redemption gates are only used on a temporary basis, and after a certain period of time has
passed, the IFM would remove the redemption gate.

Advantages Disadvantages

¢ Redemption gates prevent a sudden outflow ¢ Redemption gates may signal to the market
of cash that could force the sale of assets that the fund is in “trouble”, which may lead
under unfavourable conditions or leave to broader negative consequences, such as
remaining investors with the least liquid or contagion effects and reputational damage for
riskier portfolio assets by spreading out the [IFM
redemptions over time e Unless redemption gates are implemented on

e Redemption gates provide additional time for a pro rata basis, they can still reward first
communication among [FMs, investors and movers who redeem before the redemption
other market participants, potentially leading gate is implemented
to investors changing their intentions to e Ifredemption gates are not temporary, they
redeem restrict the ability of investors to redeem

(h)  Notice periods

A notice period is the period of advance notice that investors must give to an investment fund when
redeeming their securities in the fund. The notice period does not include the settlement period and may
not include the time period from which the redemption request is submitted to a dealer, for example, to
the request being received by the investment fund. A notice period is generally applicable to all investors
in the fund. In some cases, notice periods may only apply during certain periods of time.

Advantages Disadvantages

e Notice periods allow the fund to satisfy e Notice periods extend the length of time that
redemption requests in an orderly manner it takes for an investor to receive the proceeds
without the need to sell portfolio assets at of the investment that they’re redeeming,
discounted prices, which would be which is particularly disadvantageous in the
disadvantageous to the remaining investors in case where the investor needs the capital as
the fund soon as possible

e Notice periods give the fund the ability to e The delay in receiving their redemption
align redemption needs with the underlying proceeds may dissuade an investor from
liquidity of the investments investing in the fund
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Advantages

Disadvantages

Notice periods enable a smooth and orderly
sale of portfolio assets to meet redemption
requests in the case of a significant number of
redemptions without sending a negative signal
to the market

For a fund with daily redemptions, the
existence of a notice period could be seen as
misleading by investors who expect to be able
to redeem on-demand

Notice periods may incentivize some I[FMs to
invest in less liquid assets

(i)  Extension of settlement periods

A settlement period is the time period between the date of the redemption request and the date on which
the redemption is completed and settled. An extension of the settlement period for a redemption would

provide a fund manager with more time to dispose of portfolio assets to meet redemption requests in an
orderly fashion.

In some cases, the extension of a settlement period may only be applicable under certain circumstances,
such as when redemptions exceed a predetermined threshold.

Advantages

Disadvantages

The extension of settlement periods allows the
fund to satisfy redemption requests in an
orderly manner without the need to sell
portfolio assets at discounted prices, which
would be disadvantageous to the remaining
investors in the fund

The extension of settlement periods gives the
fund the ability to align redemption needs
with the underlying liquidity of the
investments

The extension of settlement periods enables a
smooth and orderly sale of portfolio assets to
meet redemption requests in the case of a
significant number of redemptions without
sending a negative signal to the market

The extension of settlement periods extends
the length of time that it takes for an investor
to receive the proceeds of the investment that
they’re redeeming, which is particularly
disadvantageous in the case where the
investor needs the capital as soon as possible
The delay in receiving their redemption
proceeds may dissuade an investor from
investing in the fund

For a fund with daily redemptions, the
extension of the settlement period could be
seen as misleading by investors who expect to
be able to redeem on-demand

The extension of settlement periods may
incentivize some [FMs to invest in less liquid
assets

Compared to notice periods, the net asset
value for redeeming investors is determined
before managers begin to sell assets, which
can introduce unfair treatment between
investors, as exiting investors are artificially
locking in the price at which they will exit the
fund, leaving the remaining investors to carry
larger market risk than usual

()  Side pockets

A side pocket is a mechanism by which a fund manager segregates specific illiquid assets from liquid
assets in the fund’s portfolio within a separate account or fund, often referred to as the illiquid pocket.
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Side pockets are often used when the valuation of illiquid assets is temporarily difficult or even
impossible, affecting the ability of the fund manager to dispose of such assets.

Where a side pocket is in place, existing investors in the fund receive a pro rata share in the illiquid
pocket. Existing investors that redeem out of the fund remain invested in the illiquid pocket until the
assets in the illiquid pocket can be sold, while new investors do not receive a share in the illiquid pocket.
The liquid pocket remains open to subscriptions and redemptions.

While side pockets may take the form of a separate account in some jurisdictions, if side pockets were to
become permitted in Canada, the side pocket would likely need to be a separate fund given the
requirement under subsection 1.3(1) of NI 81-102 that each section, part, class or series of a class of
securities of an investment fund that is referable to a separate portfolio of assets is considered to be a
separate investment fund.

Advantages Disadvantages

o Side pockets protect investors by mitigating e Side pockets limit when and how investors
first-mover advantage and avoiding the “last can withdraw their investment in the fund
man standing” scenario e Side pockets may harm unitholders who need

e Side pockets ensure that only existing to redeem during a period of investor hardship
investors will be impacted by the performance | e  Side pockets increase the opportunity cost of
of the illiquid investments in the side pocket, investing for investors as it removes their
and not new investors ability to withdraw capital from poorly

e Side pockets prevent the forced sale of performing funds
illiquid assets under unfavourable conditions | ¢  Side pockets may lead to different

e Side pockets provide access to the liquid performance for new vs. existing investors
component of a portfolio without e The creation of a side pocket may require the
compromising the integrity of the entire creation of a separate investment fund, which
portfolio will have costs and operational burdens

e Side pockets ensure fair treatment among e Side pockets may create conflicts of interest,
investors as investors receive a pro rata share in that illiquid assets may be segregated into
of the illiquid portion of the portfolio side pockets for reasons other than liquidity

e Side pockets allow a fund to continue to grow risk management, such as to protect manager
and operate the liquid portion of the portfolio fees on the liquid portion of the portfolio
without being impacted by the illiquid portion
of the portfolio

Other LMTs

(k) Increased temporary borrowing limit

Currently, investment funds are subject to the borrowing limits in NI 81-102.!7 The rules permit an
investment fund to borrow cash or provide a security interest over any of its portfolio assets if the
transaction is a temporary measure to: (a) accommodate requests for the redemption of securities of the
investment fund while the investment fund effects an orderly liquidation of portfolio assets; or (b) permit
the investment fund to settle portfolio transactions; and in both cases, so long as the outstanding amount
of all borrowings of the investment fund does not exceed 5% of its NAV at the time of the borrowing.

17See s. 2.6 of NI 81-102.
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Permitting funds to temporarily increase their borrowing limit can help a fund meet its redemption needs
on a temporary basis. An increased temporary borrowing limit could involve increasing the limit beyond
5% of a fund’s NAV.

Exemptive relief to increase, or exempt funds from, the borrowing limits has previously been granted in
certain circumstances. For example, in April 2020, the CSA provided mutual funds that invested in fixed
income securities with a temporary exemption from the borrowing limits in order to accommodate
requests for redemptions for a period of approximately 3 months during the COVID-19 pandemic.'®
Specifically, the temporary exemption was intended to facilitate an orderly liquidation of fixed income
securities to address the short-term dislocation in the fixed income securities market due to the COVID-
19 pandemic.

Advantages Disadvantages

e Relative to more complex LMTs, borrowing e Borrowing costs and risks would ultimately
can be done fairly quickly be borne by the remaining investors in the

e Borrowing does not affect the ability of fund
investors to redeem or explicitly and directly | ¢ Unless disclosure is provided about each
change the redemption price, as compared to borrowing transaction, investors may not be
other LMTs aware of the use of borrowing to manage

liquidity needs

18 CSA, “Canadian securities regulators temporarily increase short-term borrowing limits for mutual funds investing
in fixed income” (April 17, 2020), https://www.securities-administrators.ca/news/canadian-securities-regulators-
temporarily-increase-short-term-borrowing-limits-for-mutual-funds-investing-in-fixed-income/.
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Question 1: For investment funds that are reporting issuers, is there a need for the CSA to permit
the use of LMTs that are not already currently permitted? Please explain, and if applicable,
identify any specific LMTs that the CSA should permit the use of.

Question 2: For IFMs of investment funds that are reporting issuers, have there been past
situations in which one of your investment funds would have benefited from being permitted to use
an LMT that is not already currently permitted? If so, please explain, including an explanation for
why you did not apply for exemptive relief from the applicable securities regulatory authority to
use the LMT.

Question 3: Are there any LMTs that the CSA should not permit to be used by investment funds
that are reporting issuers? If so, please identify the specific LMTs and explain.

Question 4: Should the CSA be requiring investment funds that are reporting issuers to adopt
LMTs, including by requiring that such investment funds adopt a minimum number of LMTs or
for example, a minimum number of price-based LMTs? Please explain, and if applicable, identify
any specific LMTs that the CSA should require investment funds that are reporting issuers to
adopt.

Question 5: Should the CSA expand the circumstances in which an investment fund that is a
reporting issuer can suspend redemption rights without regulatory approval beyond the
circumstances set out in subsection 10.6(1) of NI 81-102? If so, please explain and identify the
circumstances.

Question 6: Should the CSA increase the temporary borrowing limit beyond what is currently
permitted under section 2.6 of NI 81-102? If so, please explain and identify any potential
parameters around the increased temporary borrowing limit.

Question 7: For investment funds that are reporting issuers, are there any LMTs that are not
discussed in this Consultation Paper that the CSA should consider permitting or requiring the use
of? Please explain.

Question 8: Are there any types of investment funds that are reporting issuers that should: (a) be
carved out of any requirements relating to LMTs; (b) be subject to different requirements relating
to LMTs; or (c¢) not be permitted to use any specific LMTs? Please explain.

C. Liquidity classification of underlying portfolio assets

I. Background

The 2023 FSB Revised Recommendations include the recommendation that authorities outline their
approach to defining assets as liquid, less liquid or illiquid, or comparable categories.!® The FSB
recommended that such an approach be based on the liquidity of the funds’ assets in normal and stressed
market conditions. The 2023 FSB Revised Recommendations also include guidance for authorities to
consider classifying entire fund portfolios by liquidity, such that a fund may be considered to invest
mainly in liquid assets, invest mainly in less liquid assets, or allocate a significant proportion of its assets
to illiquid assets.

19 Recommendation 3 of 2023 FSB Revised Recommendations.
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The 2025 IOSCO Revised Recommendations echo the FSB recommendation relating to both the
classification of assets and classification of the fund’s portfolio as a whole.?

As discussed earlier, in the FSSA, the IMF recommended that Canada align its regulatory framework
relating to liquidity of assets held by publicly offered funds with FSB and IOSCO guidance in this area,?!
which would include the FSB and IOSCO recommendations relating to liquidity classification.

II. Purpose

The CSA is of the view that the classification of portfolio assets into liquidity buckets serves 4 purposes.

Firstly, it allows the IFM to construct a portfolio for the investment fund that meets the fund’s liquidity
needs by matching the expected redemption needs of the investor base with the appropriate mix of
portfolio assets based on the time that it would take to convert the asset into cash without adversely
impacting value of the asset.

Secondly, classification would allow the I[FM to ensure, on an ongoing basis, that the liquidity profile of
the portfolio continues to meet the liquidity needs of the fund. Specifically, the classification framework
would enhance the fund’s ability to adjust its portfolio composition in situations where the IFM must
either anticipate or react to adverse events.

The classification requirement would enable investment funds to manage their ability to meet
redemptions based on specific time periods by categorizing their investments in terms of the time period
needed to dispose of and settle such investments without adverse impact on the price of the investment.
This benefit is equally applicable during both the design phase and on an ongoing basis.

Thirdly, public disclosure of the classification of the portfolio assets of a fund into liquidity buckets
would provide investors with transparency into the liquidity of the fund’s portfolio, enabling investors to
assess a fund’s relative liquidity and therefore make more informed investment decisions.

Finally, the classification framework would facilitate meaningful and useful reporting to the applicable
securities regulatory authority on the liquidity characteristics of an investment fund’s portfolio, which
would enable the securities regulatory authorities to monitor for system-wide liquidity trends and risks.

In both the case of public disclosure and reporting to securities regulatory authorities, the CSA is of the
view that a standardized liquidity classification framework would ensure consistency across the
investment fund industry, benefiting both investors for comparability purposes and the securities
regulatory authorities for monitoring purposes.

III. Potential classification framework

The CSA is considering establishing new requirements for all investment funds, including those that are
not reporting issuers, to classify the liquidity of each of the fund’s investments as part of the design phase
of the fund, as well as for each new investment. This would also include requiring investment funds to
review the liquidity classification of each of the fund’s investments on an ongoing basis.

The potential requirements would also include, for investment funds that are reporting issuers, disclosing
to investors the percentage of the fund’s portfolio assets that belong to each liquidity category.
Additionally, this would also require all investment funds, including those that are not reporting issuers,

20 Recommendation 3 of 2025 IOSCO Revised Recommendations.
21 FSSA, pg. 24.
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to report on a confidential basis to the relevant securities regulatory authorities the liquidity classification
of each investment held by the fund. The potential disclosure and reporting requirements are further
discussed below under “Regulatory disclosure and data relating to LRM”.

(a)  Classification categories

The classification framework would be based on the number of business days within which a fund’s
portfolio asset would be readily disposed of and its disposition would be settled. The disposition would
need to be at an amount that at least approximates the amount at which the asset is valued in calculating
the net asset value per security of the fund.

The classification framework would be made up of the following categories:

1. Highly liquid assets: Assets that would be readily disposed of, and their disposition would be
settled, within 3 business days during both normal and stressed market conditions at an amount
that at least approximates the amount at which the asset is valued in calculating the net asset value
per security of the fund

2. Moderately liquid assets: Assets that would be readily disposed of, and their disposition would be
settled, in either 4 or 5 business days during both normal and stressed market conditions at an
amount that at least approximates the amount at which the asset is valued in calculating the net
asset value per security of the fund

3. Less liquid assets: Assets that would be readily disposed of in 5 or less business days during both
normal and stressed market conditions at an amount that at least approximates the amount at
which the asset is valued in calculating the net asset value per security of the fund, but where the
settlement of the disposition is reasonably expected to take more than 5 business days

4. Illiquid assets: Assets that would be readily disposed of, and their disposition would be settled in
more than 5 business days during both normal and stressed market conditions at an amount that at
least approximates the amount at which the asset is valued in calculating the net asset value per
security of the fund

The definition of each of the above classification categories requires that the timeline include an
assessment of the time needed for both disposition and settlement. The CSA’s view is that the timeline
used to measure the liquidity of an asset would need to take into account the settlement period because it
is the actual conversion of the asset into cash that enables an investor to receive their redemption
proceeds.

Question 9: Do you agree with the four classification categories? If not, please explain.

Question 10: Do you agree with including the settlement period in the timeline set out in each of the
four classification categories? If not, please explain.

Question 11: Should any of the four classification categories be revised to distinguish between the
timeline required to readily dispose of and settle an asset during normal market conditions and the
timeline required to do so during stressed market conditions? If so, please explain the distinction
that should be made.
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(b)  Illiquid asset restrictions

The potential requirements would not change the existing illiquid asset restrictions under NI 81-102.%
However, in order to align the definition of illiquid asset with the above classification categories, the
definition of illiquid asset would need to be revised accordingly. Specifically, the definition of illiquid
asset would need to be revised to include the words “within 5 business days” between “readily disposed
of” and “through market facilities”, as follows:

(a) a portfolio asset that cannot be readily disposed of within 5 business days through market
facilities on which public quotations in common use are widely available at an amount that at
least approximates the amount at which the portfolio asset is valued in calculating the net
asset value per security of the investment fund, or

(b) a restricted security held by an investment fund.

The CSA notes that a liquidity classification framework serves a related but different purpose than the
illiquid asset restrictions. In the CSA’s view, the illiquid asset restrictions are intended to limit an
investment fund’s exposure to assets that cannot be readily disposed of quickly. However, the illiquid
asset restrictions do not address the overall liquidity of the portfolio, particularly the allocation of the
remainder of the portfolio among highly liquid assets, moderately liquid assets, and less liquid assets, and
does not assist the IFM in aligning the types of investments held in the portfolio with redemption
obligations. In addition, the illiquid asset restrictions do not provide transparency for investors and the
regulatory securities authorities into the rest of the portfolio beyond the illiquid assets held by the fund,
preventing investors from having a complete picture of the liquidity profile of the fund and securities
regulatory authorities from monitoring for systemic liquidity risks.

Question 12: Do you agree with the potential change to the definition of illiquid asset? If not, please
explain.

Question 13: Are there other aspects of the current definition of illiquid asset that should be
revised? If so, please explain.

(c)  Classification of assets with similar characteristics

The potential classification framework would allow for IFMs to use a classification method that groups
together portfolio assets that have similar characteristics, such that the IFM would not need to conduct a
separate assessment for each individual portfolio asset. For example, if an IFM determined that all equity
securities of publicly listed Canadian large cap companies are highly liquid assets, the IFM could classify
each such security held by the fund as a highly liquid asset. However, if the IFM or portfolio adviser
became aware of any information that would reasonably be expected to significantly impact the liquidity
of that portfolio asset such that the liquidity of that portfolio asset would be different from the liquidity of
other assets with similar characteristics, the IFM would need to take this factor into account as part of the
ongoing review of the classification of that portfolio asset.

However, the CSA notes that, even when an IFM classifies each portfolio asset based on the classification
of other assets that have similar characteristics, IFMs would still need to identify the liquidity category for
each portfolio asset individually and report on a confidential basis to the relevant securities regulatory
authorities the liquidity classification of each portfolio asset held by the fund, as discussed further below.

22 See section 2.4 of NI 81-102.
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The CSA does not intend to prescribe the liquidity classification category of specific asset classes or asset
types as part of the potential classification framework. In the CSA’s view, it is the IFM who is best
equipped to assess and review the liquidity classification of each of the fund’s portfolio assets.

Question 14: Do you agree that IFMs should be permitted to use a classification method that groups
together portfolio assets that have similar characteristics? If not, please explain.

Question 15: Do you agree that the CSA should not prescribe the liquidity classification category of
specific asset classes or asset types as part of the classification framework and should leave such
classification to the IFM?

(d) Factors

The classification framework would include requiring the IFM, in classifying and reviewing the
classification of a fund’s portfolio assets, to consider both quantitative and qualitative factors, such as:

e Existence and nature of the market for the asset, including whether the market is active, whether
the asset is listed on an exchange, and the number, diversity, and quality of market participants

e Anticipated trade size, as further discussed below

o Relative size of the fund’s position in the asset, market depth and impact of large transactions, as
further discussed below

e Market conditions and turnover, including the frequency of trades or quotes for the asset, average
daily trading volumes and volatility of trading prices

o Bid-ask spreads

e Efficiency and effectiveness of the pricing mechanism

e Calculation certainty

e For fixed income securities, maturity and date of issue, and credit quality

e Restrictions on trading of the asset and limitations on transfer of the asset

e Political, social, and economic events and conditions

The IFM would need to classify and review the classification of a portfolio asset assuming the reasonably
anticipated size of its dispositions of the asset. If the IFM does not reasonably anticipate the disposition of
its entire holding in a portfolio asset, but rather, reasonably anticipates disposing only a portion of that
holding, the IFM’s classification and review of the classification of the portfolio asset would need to
reflect the timeline expected for the disposition and settlement of that portion of the holding.

In both the initial classification and ongoing review of the classification of the fund’s portfolio assets, the
IFM would need to consider market depth by assessing whether the sale of portions or all of a position in
an investment would be so sizable as to significantly affect the liquidity of that investment. If so, the [FM
would need to take this factor into account as part of the classification and ongoing review of the
classification of that investment.

As part of the classification and review process, the IFM would need to consider factors in both normal
and stressed market conditions.

Question 16: Do you agree with the examples of factors included above? If not, please explain why
you disagree, and if there are other factors that should be included as examples, please indicate.

Question 17: If the classification framework requires that the IFM take into account the reasonably
anticipated trade size for a portfolio asset in classifying the portfolio asset, should the framework
require that the entire holding of that portfolio asset be classified into a single liquidity
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classification category, or should it allow for different portions of that portfolio asset to be classified
into multiple liquidity classification categories?

(e) Ongoing review of classifications

As indicated above, the classification framework would include requiring investment funds to review the
liquidity classification of each of the fund’s investments on an ongoing basis. The frequency of the review
would be, at a minimum, monthly, and the ongoing review would need to be more frequent if there are
changes in the aforementioned classification factors that would be reasonably expected to change the
classification category of the portfolio asset.

Question 18: Do you agree with a minimum monthly frequency for the requirement to review the
liquidity classification of each of the fund’s investments? If not, please explain.

()  Policies and procedures

The classification framework would include a requirement for the IFM to establish, maintain, and apply
policies and procedures relating to the classification of the fund’s portfolio assets into the aforementioned
four categories. In addition, such policies and procedures would also need to address the ongoing review
of the classification of the fund’s portfolio assets, including to identify any developments or information
that would reasonably be expected to significantly impact the liquidity of an investment such that the
classification of that investment would need to change.

Question 19: Are there any types of investment funds that should be carved out of the liquidity
classification framework or be subject to different liquidity classification requirements? Please
explain.

D. Regulatory disclosure and data relating to LRM

L. Background

There have been a number of recent international developments relating to regulatory disclosure and data
pertaining to LRM.

The 2022 FSB Assessment found that while many jurisdictions enhanced their regulatory reporting
requirements following the publication of the 2017 FSB Recommendations, there was variance in the
scope, frequency and content of periodic reporting. The FSB also found that while many jurisdictions
have the ability to collect more frequent ad hoc supervisory information from fund managers where
necessary and this data is useful during times of market stress, it is less suited to preventative monitoring
for vulnerabilities. The 2022 FSB Assessment also encountered challenges in obtaining and analyzing
data to support its assessment, suggesting that measuring and monitoring liquidity mismatch as well as
evaluating the availability, use and effectiveness of LMTs continue to be challenging for authorities.
Finally, the FSB also found that while all surveyed jurisdictions require disclosure of fund liquidity risk to
investors, more could be done to enhance such disclosure.

The 2023 FSB Revised Recommendations updated two of the disclosure-related recommendations from
the 2017 FSB Recommendations. Firstly, the FSB recommended that authorities enhance existing
investor disclosure requirements and determine the degree to which additional disclosures should be
provided by OEFs to investors regarding the availability and use of LMTs.?* Secondly, the FSB

23 Recommendation 2 of 2023 FSB Revised Recommendations.
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recommended that clear decision-making processes for OEFs’ use of quantity-based LMTs and other
liquidity management measures, particularly in stressed market conditions, be made transparent to
investors and the relevant authorities.?*

In addition, the 2023 IOSCO Guidance included the principle that responsible entities should publish
clear disclosures of the objectives and operation, including design and use, of anti-dilution LMTs.?

The 2025 IOSCO Revised Recommendations updated the earlier 2018 IOSCO recommendation relating
to the disclosure of liquidity risk and the LRM process. The updated recommendation is that the
responsible entity should ensure that liquidity risk and the CIS’ LRM process, including the availability
and use of LMTs and liquidity management measures, are effectively disclosed to investors and
prospective investors.*®

In addition, IOSCO expanded the aforementioned anti-dilution LMT principle from the 2023 IOSCO
Guidance into a new recommendation for all LMTs. The recommendation is that the responsible entity
should publish clear disclosures of the objectives and operation, including design and use, of anti-dilution
LMTs, quantity-based LMTs and other liquidity management measures.?’

Finally, in the FSSA, the IMF recommended that, in the context of the regulation and supervision of
investment funds, Canadian authorities strengthen their approach to stress testing at the level of authority-
led exercises.”® The IMF also recommended that sector-wide data on liquidity be collected quarterly.’

II.  Purpose

Both public disclosure and reporting to securities regulatory authorities about liquidity would contribute
to the CSA’s goal of strengthening the regulatory framework for LRM in Canada.

Public disclosure about liquidity-related matters provides investors with transparency into both the
liquidity of the fund’s portfolio and the fund’s liquidity risk management framework. Such disclosure is
important in that it enables investors to make more informed investment decisions about whether a fund is
suitable for their needs and to assess a fund’s liquidity and ability to manage its liquidity.

Reporting to securities regulatory authorities on liquidity-related matters enables them to effectively
monitor for system-wide liquidity trends and risks, ultimately protecting both investors and participants in
the investment fund industry, as well as the financial system as a whole.

III. Potential requirements

The CSA is considering establishing new requirements relating to both public disclosure and confidential
reporting to securities regulatory authorities with regard to liquidity and LRM issues. The public
disclosure requirements would be applicable to investment funds that are reporting issuers, while the
confidential reporting requirements would be applicable to all investment funds, including those that are
not reporting issuers.

24 Recommendation 7 of 2023 FSB Revised Recommendations.

25 Guidance 6 of 2023 IOSCO Guidance.

26 Recommendation 16 of 2025 IOSCO Revised Recommendations.
27 Recommendation 17 of 2025 IOSCO Revised Recommendations.
28 FSSA, pg. 24.

2 FSSA, pg. 25.
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Each of the potential new requirements is discussed below.

(a)  Public disclosure

Annual and interim fund report

In September 2024, the CSA published for comment a series of proposed amendments aimed at
modernizing the continuous disclosure regime for investment funds.*° As part of the proposed
amendments, the CSA proposed to replace the existing annual and interim management report of fund
performance with a new annual and interim fund report that includes a section relating to the liquidity
profile of the fund (the Proposed Fund Report).

The liquidity profile information in the Proposed Fund Report would include the following:

e a pie chart that presents the percentage of the investment fund’s portfolio that can be sold for cash
in certain periods of time, organized into liquidity classification categories (e.g. one day, 2 to 7
days, 8 to 30 days, 31 to 90 days, etc.)

o ifthe investment fund faced any material liquidity issues during the applicable period, a
discussion of the fund’s liquidity profile, including the fund’s ability to satisfy redemptions on a
timely basis

o ifthe investment fund did not face any material liquidity issues during the applicable period, a
statement to that effect.

If the CSA were to proceed with implementing the aforementioned liquidity classification framework and
including liquidity profile information in the Proposed Fund Report, the liquidity classification buckets
referenced in the Proposed Fund Report would be replaced with the liquidity classification categories set
out above in this Consultation Paper.

The CSA has reviewed stakeholder comments on the proposed liquidity disclosure for the Proposed Fund
Report.3! While some commenters supported the inclusion of the proposed liquidity disclosure, some
were of the view that such disclosure should not be included in the Proposed Fund Report. For example,
some stakeholders noted that it may result in investor confusion, that investors in certain types of
investment funds may not find it useful, and that the disclosure is as of a point in time. Some stakeholders
also noted that the requirements could be burdensome and identified methodological challenges in
preparing the proposed liquidity disclosure. In addition, some stakeholders noted that the CSA should
consider the proposed liquidity disclosure as part of a liquidity risk management-focused CSA policy
initiative.

30 CSA, “Canadian Securities Administrators Propose Amendments to Modernize Continuous Disclosure Regime for
Investment Funds” (September 19, 2024), https://www.securities-administrators.ca/news/canadian-securities-
administrators-propose-amendments-to-modernize-continuous-disclosure-regime-for-investment-funds/.

31 CSA, “Comment Letters for CSA Notice and Request for Comment — Proposed Amendments to National
Instrument 81-101 Mutual Fund Prospectus Disclosure, National Instrument 81-102 Investment Funds, National
Instrument 81-106 Investment Fund Continuous Disclosure, National Instrument 81-107 Independent Review
Commiittee for Investment Funds, and Related Proposed Consequential Amendments and Changes; Modernization
of the Continuous Disclosure Regime for Investment Funds”, https://www.osc.ca/en/securities-law/instruments-
rules-policies/8/81-101-81-101cp/csa-notice-and-request-comment-proposed-amendments-national-instrument-81-
101-mutual-fund/comment-letters.
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Question 20: Should liquidity profile information be disclosed in the Proposed Fund Report? Please
explain and if applicable, identify the liquidity-related information that should be included in the
Proposed Fund Report and the format in which it should be disclosed.

Prospectus, fund facts, and ETF facts

If the CSA permits or requires the use of LMTs that are not already currently permitted or required, as
discussed above, the CSA is considering requiring that the investment fund disclose in its prospectus
information relating to all LMTs that may be used by the fund, including how the LMT works, the
circumstances (such as thresholds) that would trigger the use of each LMT, and any parameters around
the use of such LMT.

In addition, the CSA is considering requiring that funds that may use any LMT that impacts redemption
prices or an investor’s ability to redeem out of the fund disclose information about such LMTs in their
fund facts or ETF facts, as applicable. This may require adding a new section to the fund facts and ETF
facts forms.

Question 21: If the CSA permits or requires the use of LMTs that are not already currently
permitted or required, should the CSA require that all information about LMTs be disclosed in a
new, separate section of the prospectus relating to LMTs or in an existing section of the prospectus,
such as the “Purchases, Switches and Redemptions” section of the simplified prospectus? Please
explain.

Question 22: Is there any other liquidity-related information that should be disclosed in the
prospectus, fund facts or ETF facts? Please explain.

(b)  Confidential reporting to securities regulatory authorities

Periodic reporting of liquidity classification of each investment held by the fund

As discussed above, reporting to securities regulatory authorities on liquidity-related matters enables them
to effectively monitor for system-wide liquidity trends and risks. In order to facilitate system-wide
monitoring, the CSA is considering requiring that all investment funds, including those that are not
reporting issuers, confidentially disclose to the applicable securities regulatory authority on a quarterly
basis the liquidity classification category of each investment held by the fund.

Question 23: Do you agree with requiring that investment funds disclose on a confidential basis to
the applicable securities regulatory authority the liquidity classification category of each investment
held by the fund? Please explain.

Question 24: If the answer to question 23 is yes, do you agree with a quarterly reporting frequency?
Please explain.

Question 25: Is there any other liquidity profile-related information that the CSA should require
investment funds to report to securities regulatory authorities on a confidential and periodic basis?
Please explain.

Question 26: Should investment funds be required to publicly disclose the liquidity classification
category of each investment held by the fund and if so, what would be the appropriate frequency
and timing of such disclosure? Please explain.
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Question 27: Should investment funds that are not reporting issuers be subject to this periodic
reporting requirement? Please explain.

Reporting on occurrence of liquidity-related events

In order to facilitate real-time monitoring of liquidity-related events in the investment fund industry and
the financial system as a whole, the CSA is considering requiring that all investment funds, including
those that are not reporting issuers, promptly report to the applicable securities regulatory authority when
the following liquidity-related events occur:

o  When the fund receives redemption requests above a certain threshold

e  When the fund breaches its applicable illiquid asset restriction under NI 81-102

e  When the fund suspends redemptions

e  When the fund activates LMTs that impact the redemption price or an investor’s ability to redeem
out of the fund

o  When the fund borrows cash or provides a security interest over any of its portfolio assets as a
temporary measure to accommodate requests for the redemption of securities of the fund while
the fund effects an orderly liquidation of portfolio assets

The reporting would include an explanation of how the event has impacted the fund’s liquidity profile and
in the case of redemption requests above a certain threshold and breaches of the illiquid asset restriction,
how the fund is managing the liquidity-related event.

Question 28: Do you agree with requiring that investment funds promptly report to the applicable
securities regulatory authority when the above liquidity-related events occur? Please explain.

Question 29: Are there any other liquidity-related events for which the CSA should require prompt
reporting to the applicable securities regulatory authority? Please explain.

Question 30: Should the occurrence of any of the above liquidity-related events also require public
disclosure beyond the current material change reporting requirements? Please explain.

Question 31: Should investment funds that are not reporting issuers be subject to these liquidity-
related event reporting requirements? Please explain.

E. Conclusion
This Consultation Paper seeks comments on:
1. LMTs
2. Liquidity classification of underlying portfolio assets
3. Regulatory disclosure and data relating to LRM.
Specifically, the CSA is seeking feedback on the following questions:
1. For investment funds that are reporting issuers, is there a need for the CSA to permit the use of

LMTs that are not already currently permitted? Please explain, and if applicable, identify any
specific LMTs that the CSA should permit the use of.
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For IFMs of investment funds that are reporting issuers, have there been past situations in which
one of your investment funds would have benefited from being permitted to use an LMT that is
not already currently permitted? If so, please explain, including an explanation for why you did
not apply for exemptive relief from the applicable securities regulatory authority to use the LMT.

Are there any LMTs that the CSA should not permit to be used by investment funds that are
reporting issuers? If so, please identify the specific LMTs and explain.

Should the CSA be requiring investment funds that are reporting issuers to adopt LMTs,
including by requiring that such investment funds adopt a minimum number of LMTs or for
example, a minimum number of price-based LMTs? Please explain, and if applicable, identify
any specific LMTs that the CSA should require investment funds that are reporting issuers to
adopt.

Should the CSA expand the circumstances in which an investment fund that is a reporting issuer
can suspend redemption rights without regulatory approval beyond the circumstances set out in
subsection 10.6(1) of NI 81-102? If so, please explain and identify the circumstances.

Should the CSA increase the temporary borrowing limit beyond what is currently permitted under
section 2.6 of NI 81-102? If so, please explain and identify any potential parameters around the
increased temporary borrowing limit.

For investment funds that are reporting issuers, are there any LMTs that are not discussed in this
Consultation Paper that the CSA should consider permitting or requiring the use of? Please
explain.

Are there any types of investment funds that are reporting issuers that should: (a) be carved out of
any requirements relating to LMTs; (b) be subject to different requirements relating to LMTs; or
(¢) not be permitted to use any specific LMTs? Please explain.

Do you agree with the four classification categories? If not, please explain.

Do you agree with including the settlement period in the timeline set out in each of the four
classification categories? If not, please explain.

Should any of the four classification categories be revised to distinguish between the timeline
required to readily dispose of and settle an asset during normal market conditions and the timeline
required to do so during stressed market conditions? If so, please explain the distinction that
should be made.

Do you agree with the potential change to the definition of illiquid asset? If not, please explain.

Are there other aspects of the current definition of illiquid asset that should be revised? If so,
please explain.

Do you agree that [FMs should be permitted to use a classification method that groups together
portfolio assets that have similar characteristics? If not, please explain.

Do you agree that the CSA should not prescribe the liquidity classification category of specific
asset classes or asset types as part of the classification framework and should leave such
classification to the IFM?
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Do you agree with the examples of factors included above under “Factors”? If not, please explain
why you disagree, and if there are other factors that should be included as examples, please
indicate.

If the classification framework requires that the IFM take into account the reasonably anticipated
trade size for a portfolio asset in classifying the portfolio asset, should the framework require that
the entire holding of that portfolio asset be classified into a single liquidity classification category,
or should it allow for different portions of that portfolio asset to be classified into multiple
liquidity classification categories?

Do you agree with a minimum monthly frequency for the requirement to review the liquidity
classification of each of the fund’s investments? If not, please explain.

Are there any types of investment funds that should be carved out of the liquidity classification
framework or be subject to different liquidity classification requirements? Please explain.

Should liquidity profile information be disclosed in the Proposed Fund Report? Please explain
and if applicable, identify the liquidity-related information that should be included in the
Proposed Fund Report and the format in which it should be disclosed.

If the CSA permits or requires the use of LMTs that are not already currently permitted or
required, should the CSA require that all information about LMTs be disclosed in a new, separate
section of the prospectus relating to LMTs or in an existing section of the prospectus, such as the
“Purchases, Switches and Redemptions™ section of the simplified prospectus? Please explain.

Is there any other liquidity-related information that should be disclosed in the prospectus, fund
facts or ETF facts? Please explain.

Do you agree with requiring that investment funds disclose on a confidential basis to the
applicable securities regulatory authority the liquidity classification category of each investment
held by the fund? Please explain.

If the answer to question 23 is yes, do you agree with a quarterly reporting frequency? Please
explain.

Is there any other liquidity profile-related information that the CSA should require investment
funds to report to securities regulatory authorities on a confidential and periodic basis? Please
explain.

Should investment funds be required to publicly disclose the liquidity classification category of
each investment held by the fund and if so, what would be the appropriate frequency and timing
of such disclosure? Please explain.

Should investment funds that are not reporting issuers be subject to this periodic reporting
requirement? Please explain.

Do you agree with requiring that investment funds promptly report to the applicable securities
regulatory authority when the above liquidity-related events under “Confidential reporting to
securities regulatory authorities” occur? Please explain.
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29. Are there any other liquidity-related events for which the CSA should require prompt reporting to
the applicable securities regulatory authority? Please explain.

30. Should the occurrence of any of the above liquidity-related events under “Confidential reporting
to securities regulatory authorities” also require public disclosure beyond the current material

change reporting requirements? Please explain.

31. Should investment funds that are not reporting issuers be subject to these liquidity-related event
reporting requirements? Please explain.
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ANNEX D

LOCAL MATTERS

There are no local matters to consider at this time.
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Introduction

Au Québec, il existe trois fonds fiscalisés : Fondaction, le Fonds de développement de la
Confédération des syndicats nationaux pour la coopération et 'emploi (Fondaction), Fonds de
solidarité FTQ (FSTQ), ainsi que Capital régional et coopératif Desjardins (CRCD)."

Les fonds fiscalisés participent activement au développement économique du Québec. Il convient
de souligner que le gouvernement du Québec soutient leur croissance en leur permettant de lever
des capitaux assortis d’'un crédit d'impdt non remboursable offert aux particuliers qui en
deviennent actionnaires. Comme cette capitalisation est favorisée par un avantage fiscal, des
normes d’investissement ainsi que des durées minimales de détention des actions ont été
intégrées aux lois? qui régissent ces fonds.

Les fonds fiscalisés sont favorables a l'initiative de renforcement du cadre de gestion du risque
de liquidité (ci-aprés « GRL ») des fonds d’investissement, et ce, dans le but de protéger les
investisseurs, de favoriser I'équité, I'efficience et la transparence des marchés ainsi que de réduire
le risque systémique.

Par la présente, les fonds fiscalisés soumettent respectueusement certaines recommandations et
certains commentaires au regard de la Consultation sur les projets de modification du Reglement
81-102 sur les fonds d’investissement (ci-aprés « Réglement ») et de l'Instruction générale relative
au Réglement 81-102 sur les fonds d’investissement (ci-aprés « Instruction générale »), et ce, afin
que I'Autorité puisse prendre en considération la réalité distincte des fonds fiscalisés.

Particularités des fonds fiscalisés

Les fonds fiscalisés sont des fonds d’investissement en capital de développement et constituent
une composante essentielle de I'économie québécoise. Grace au crédit d'impét qui favorise
'épargne, ils contribuent a améliorer la préparation financiére des contribuables. lls jouent un réle
déterminant dans la capitalisation des entreprises et dans le développement socioéconomique de
la province de Québec.

Le portefeuille des fonds fiscalisés se compose de deux catégories :

1. Tactivité d’investissements & impact économique québécois (IIEQ) ou les investissements
en capital de développement, selon le fonds fiscalisé, qui doit représenter au moins 65 %
de l'actif net moyen selon la norme d’investissement applicable;

2. le portefeuille des autres investissements.
Le prix de rachat des actions est établi deux fois par année, a six mois d’intervalle.

Les actions sont rachetées lorsque les conditions particuliéres applicables sont respectées, dans
un délai raisonnable suivant la réception compléte de la demande et des pieces justificatives. Ce
délai n’excéde généralement pas trente (30) jours, sauf décision du conseil d’administration de
traiter les demandes au prochain prix fixé, auquel cas le délai peut atteindre jusqu’a six (6) mois.

" Ci-aprés « les fonds fiscalisés ».

2 Loi constituant Capital régional et coopératif Desjardins, RLRQ ¢ C-6.1; Loi constituant Fondaction, le fonds de
développement de la Confédération des syndicats nationaux pour la coopération et I'emploi, RLRQ c F-3.1.2; Loi
constituant le Fonds de solidarité des travailleurs du Québec (F.T.Q.), RLRQ c F-3.2.1 (ci-aprés « lois constitutives »).
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Les exigences de détention varient selon les fonds fiscalisés :

e Pour Fondaction et FSTQ, les actions doivent étre considérées comme un placement a
long terme en vue de la retraite et généralement sujet a une durée de détention minimale
progressive allant jusqu’a 5 ans si le rachat est fait aprés le 31 mai 2031.

e Pour les actionnaires de CRCD, une période minimale de détention de sept (7) ans
s’applique, et les actions doivent étre rachetées au plus tard le dernier jour de février de la
période de capitalisation correspondant a leur 14° anniversaire de détention.

Ainsi, un placement dans un fonds fiscalisé se veut un investissement a moyen ou long terme,
puisque les restrictions applicables empéchent de nombreux porteurs de demander
I'encaissement immédiat de leurs actions. Cette situation particuliére influence le cadre de GRL.

Réponses aux questions de la consultation

Question 2 : Souhaitez-vous commenter [I'article 6.1.2, Dispositions
opérationnelles?

Paragraphes 5 a 7 : Simulations de crise

Le paragraphe 6 de l'article 6.1.2 vient établir un échéancier strict pour les simulations de crise.
En effet, il est indiqué qu’un fonds d’investissement doit effectuer, au moins une fois par trimestre,
des simulations de crise. En ce qui concerne les fonds fiscalisés, nous sommes d’avis que cette
exigence n’est pas compatible avec leur réalité. En effet, la valeur liquidative des fonds fiscalisés
est calculée deux fois I'an, conformément a leur loi constitutive.

Nous suggérons de permettre une certaine flexibilité sur la fréquence des simulations de crise, et
ce, en fonction de la réalité de chacun des fonds d’investissement, afin que les simulations
effectuées générent des données utiles et représentatives. Nous sommes d’avis que la fréquence
des simulations de crise devrait se faire « périodiquement, au moins une fois par année ».

Paragraphe 8 : Appréciation de l'incidence sur le profil de liquidité
Le paragraphe 8 de I'article 6.1.2 précise qu’'« avant de décider de conclure une opération de
portefeuille, le fonds d’investissement en apprécie I'incidence sur son profil de liquidité ».

Le texte proposé suscite de nombreux questionnements. Les fonds fiscalisés sont d’avis que cette
disposition devrait fournir davantage de détails concernant ce qui est considéré comme une
opération de portefeuille, ainsi que des précisions quant a I'étendue des obligations du
gestionnaire de fonds d’investissement (ci-aprés « GFI ») en termes d’appréciation de l'incidence
sur le profil de liquidité du fonds.

Par ailleurs, nous sommes d’opinion qu’il serait excessif d'imposer aux GFI| I'obligation d’en
apprécier systématiquement I'incidence d’une opération sur le profil de liquidité du fonds lorsque
celle-ci s’inscrit a I'intérieur des paramétres, balises et fourchettes de la répartition d’actifs prévus
a leur politique de placement. Conséquemment, nous suggérons d’apprécier l'incidence sur le
profil de liquidité a chaque changement significatif de la répartition d'actifs.
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Paragraphes 9 et 10 : Plans d’urgence

Le paragraphe 9 de I'article 6.1.2 impose I'élaboration et le maintien de plans d’'urgence relatifs
au risque de liquidité, lesquels doivent notamment prévoir l'utilisation d’outils de gestion de ce
risque. A cet égard, les fonds fiscalisés souscrivent pleinement aux objectifs visés par cette
obligation. Il convient de préciser que, selon notre appréciation, les plans d’urgence relatifs au
risque de liquidité doivent, en toutes circonstances, demeurer réalistes et tenir compte des
particularités propres a chacun des fonds.

Toutefois, concernant le paragraphe 10 de I'article 6.1.2, les fonds fiscalisés souhaitent soulever
certaines interrogations et préoccupations. Ce paragraphe oblige les fonds d’investissement a
mettre a I'essai périodiquement leurs plans d’urgence. Or, 'expression « mettre al'essai » souléve
plusieurs questions d’ordre opérationnel. Les fonds fiscalisés s’interrogent plus particuliérement
sur la faisabilité pratique de procéder a de tels essais, d’autant plus qu’aucune précision ne se
trouve dans les modifications apportées a I'Instruction générale.

Enfin, les fonds fiscalisés souhaitent souligner qu’a leur avis, l'obligation d’effectuer des
simulations de crise, prévue aux paragraphes 5 a 7, combinée a I'obligation d’établir des plans
d’'urgence, prévue au paragraphe 9, constitue un cadre suffisamment robuste pour assurer une
évaluation adéquate et une gestion appropriée du risque de liquidité. En conséquence, les fonds
fiscalisés recommandent le retrait du paragraphe 10.

Question 3 : Avez-vous des commentaires sur I’article 6.1.3, Supervision?

D’entrée de jeu, les fonds fiscalisés estiment que I'article 6.1.3 devrait étre rédigé de maniére a
conférer une latitude accrue aux GFI quant au réle de supervision. Il serait davantage conforme
aux principes de gouvernance que les fonds soient en mesure, selon leur modeéle d’affaires et leur
structure décisionnelle, de répartir eux-mémes les responsabilités découlant de la GRL. En
conséquence, les fonds fiscalisés s’opposent a la désignation du chef de la conformité, ou de
toute « personne physique faisant rapport directement au chef de la conformité du gestionnaire »,
pour siéger au sein du comité sur la GRL. Soulignons que les mécanismes déja en place
permettent aux fonctions de conformité et/ou de gestion des risques d’exercer adéquatement leurs
mandats respectifs, et ce, au moment approprié et lorsque nécessaire.

Selon Tlinterprétation des fonds fiscalisés, il apparait envisageable d’attribuer le role de
supervision a un comité sur la gestion du risque de liquidité. Le cas échéant, et tel qu’envisagé
par le projet d’Instruction générale, ce comité pourrait &tre un comité déja existant dont le mandat
couvre plusieurs autres éléments. Les fonds fiscalisés sont des personnes morales ayant déployé
des structures de gouvernance robustes. Les fonds fiscalisés sont d’avis qu’'un comité relevant
d’un conseil d’'administration (du fonds et/ou de son GFI) peut constituer une instance appropriée
pour assumer ce role et ces responsabilités, d’autant plus que les fonctions identifiées au
paragraphe 5 de I'article 6.1.3 comprennent des pouvoirs d’approbation.

Toutefois, les modifications réglementaires proposées prévoient que le chef de la conformité du
GFl, ou toute personne physique lui faisant rapport directement, doit siéger a ce comité. Par
conséquent, les modifications confient au chef de la conformité un réle central, et surtout de nature
opérationnelle, dans la supervision du risque de liquidité et la gestion de risques. Une telle
approche apparait en décalage avec le role fondamental du chef de la conformité, lequel demeure
essentiellement un réle de surveillance et d’encadrement de la conformité. Il est essentiel qu'il y
ait une séparation entre les rbles de la premiére ligne de défense et celle de la deuxiéme ligne de
défense.
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Sur le plan opérationnel, le chef de la conformité n’est ni membre du conseil d’administration ni
membre de I'un de ses comités. Selon les principes établis de saine pratique de gouvernance, il
importe que le conseil d’administration ou ses comités puissent agir de fagon indépendante et
conserver leur pouvoir décisionnel. Aussi, nous souhaitons porter a votre attention la Ligne
directrice sur la gouvernance qui prévoit notamment que la fonction de conformité, assumée par
un chef de la conformité, doit étre exercée de maniére indépendante des activités qu’elle est
chargée de surveiller. Cette exigence constitue un élément fondamental du réle attribué a la
deuxiéme ligne de défense et représente une assise essentielle des pratiques de gestion saine et
prudente.

Questions 4 et 5 : Y a-t-il lieu d’exclure certains types de fonds d’investissement du
projet de modification du réglement ou de certaines de ses dispositions? Veuillez
motiver votre réponse; Avez-vous d’autres commentaires sur les projets de
modification du réglement et de I'instruction générale?

A T'exception de nos précédents commentaires, les fonds fiscalisés ne souhaitent pas, a
proprement parler, s’exclure du projet de modification du réglement ou de certaines dispositions.
Nonobstant ce qui précede, les fonds fiscalisés souhaitent utiliser la présente section pour mettre
en évidence l'une de leurs particularités. Comme mentionné précédemment, les fonds fiscalisés
sont chacun assujettis a des lois constitutives qui leur sont propres, lesquelles prévoient les
modalités applicables au rachat d’actions. Ces modalités particuliéres sont a considérer dans
I'appréciation du cadre de GRL, car elles ont pour effet d’empécher de nombreux porteurs de
demander I'encaissement immédiat de leurs actions. En raison de ces modalités particuliéres, le
cadre de GRL des fonds fiscalisés est bien différent de celui des autres fonds d’investissement.

Au regard des outils GRL mentionnés a l'avis de consultation, les fonds fiscalisés souhaitent
souligner que certains de ces outils sont incompatibles avec leurs lois constitutives ou encore
avec la nature de leurs opérations. Par exemple, I'outil GRL visant a élargir la suspension des
rachats est impossible a appliquer pour les fonds fiscalisés, puisque la suspension totale des
rachats n’est pas permise en vertu des lois constitutives telles qu’elles sont actuellement rédigées.

Les fonds fiscalisés sont ouverts a I'opportunité de discuter plus amplement avec I'Autorité pour
élargir les possibilités d’utiliser certains outils GRL aux fonds fiscalisés, notamment la suspension
des rachats.

Conclusion

Les fonds fiscalisés remercient I'Autorité de 'opportunité de participer a la présente consultation
et le temps investi pour prendre connaissance de nos commentaires et recommandations.

Si vous souhaitez discuter plus en détail de notre soumission, nous vous invitons a communiquer
avec nous.

S’agissant des 31 questions a caractére spéculatif énoncées dans le document de consultation des ACVM,
nous estimons qu’une analyse plus exhaustive et approfondie devra étre réalisée en temps opportun.
Néanmoins, nous formulons, a ce stade, certaines observations préliminaires. Ces observations sont
présentées en Annexe.
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ANNEXE

Outils de gestion du risque de liquidité

Au regard de l'intention d’obliger l'utilisation de certains outils de GRL a I'ensemble des fonds
d’investissement, les fonds fiscalisés ne considérent pas que cette avenue soit souhaitable.
Notamment, les fonds fiscalisés présentent des caractéristiques distinctes et une réalité différente
de celles des autres fonds d’investissement et demeurent tenus de respecter leurs lois
constitutives. Dans ce contexte, certains outils ne sont pas adaptés ou ne peuvent tout
simplement pas étre utilisés par les fonds fiscalisés (par exemple : ajustement de la valeur
liquidative, double valeur liquidative, valorisation au cours acheteur ou vendeur, etc.).

Les fonds fiscalisés sont d’avis qu’il est essentiel de préserver la flexibilité des GFI afin de leur
permettre de mettre en place les outils les mieux adaptés a leur modéle d’affaires.

Divulgations obligatoires

Au regard des obligations de déclaration aux autorités en valeurs mobiliéres concernées ainsi que
'exigence de déclaration publique, les fonds fiscalisés souhaitent rappeler que, selon le
Réglement sur l'information continue des fonds d'investissement en capital de développement,
les fonds fiscalisés ont déja 'obligation de divulguer semestriellement 'ensemble des placements
réalisés via leur rapport financier et divers relevés afférents.

Par ailleurs, en raison de la norme d’investissement prévue dans leur loi constitutive, chacun des
fonds fiscalisés doit effectuer des investissements admissibles représentant au moins 65% de son
actif net moyen et cette exigence est divulguée dans les documents d’information continue
produits par les fonds fiscalisés. Or, ces investissements admissibles sont en trés grande partie
des actifs illiquides. Conséquemment, les lois constitutives des fonds fiscalisés dictent en bonne
partie le portrait en matiére de liquidité et I'ajout de nouvelles divulgations publiques ne
constituerait pas, a notre avis, une valeur ajoutée pour les investisseurs.

De maniére plus large, les fonds fiscalisés souhaitent souligner que 'ensemble des obligations

envisagees, et plus particuliérement leur cumul, entrainerait une charge opérationnelle
significative pour les GFlI.
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British Columbia Securities Commission

Alberta Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumer Services Commission, New Brunswick
Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island
Nova Scotia Securities Commission

Office of the Superintendent of Securities, Service NL
Northwest Territories Office of the Superintendent of Securities
Office of the Yukon Superintendent of Securities

Nunavut Securities Office

The Secretary

Ontario Securities Commission
20 Queen Street West

22" Floor

Toronto, Ontario

M5H 3S8

Re: CSA Notice and Request for Comment: Proposed Amendments to National Instrument
81-102 Investment Funds and Proposed Changes to Companion Policy 81-102
Investment Funds and Consultation Paper on Liquidity Risk Management Tools,
Liquidity Classification, and Regulatory Disclosure and Data

We are pleased to provide comments on behalf of IGM Financial Inc. (IGM”) in response to the
Canadian Securities Administrators (“CSA”) proposed amendments (the “Proposed Amendments”)
to National Instrument 81-102 Investment Funds (“NI 81-102”) regarding liquidity risk management
(“LRM”) and proposed changes (the “Proposed CP Changes”) to Companion Policy 81-102
Investment Funds and Consultation Paper on Liquidity Risk Management Tools, Liquidity
Classification, and Regulatory Disclosure and Data (the “Consultation Paper”).

Background on IGM

IGM is a diversified financial services company and is one of Canada’s largest asset managers and
has approximately $ 326.6 billion in assets under management on behalf of over 2 million clients
across Canada. Its activities are carried out principally through its subsidiaries, namely IG Wealth
Management Inc., I.G. Investment Management, Ltd., and Mackenzie Financial Corporation. IGM is a
member of the Power Financial Corporation group of companies.
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General Comments

We support the CSA’s objectives of enhancing investor protection, promoting fair and efficient markets,
and reducing systemic risk through a strengthened LRM framework. The emphasis on governance,
ongoing liquidity monitoring, and clear oversight structures represents a meaningful step forward in
ensuring that Canadian investment funds are well-equipped to manage liquidity risk in normal and
stressed market conditions. As a leading asset manager, IGM already maintains a comprehensive and
long-established liquidity risk management framework.

We believe certain aspects of the proposed liquidity management tools (‘LMTs”) and Proposed
Amendments warrant further consideration. While we recognize the value of expanding the toolkit
available to fund managers, some of the contemplated LMTs may present challenges in terms of
operational feasibility, investor understanding, and applicability across diverse fund structures. The
Consultation Paper acknowledges that international bodies, such as the International Organization of
Securities Commissions (‘lIOSCO”), have highlighted the need for flexibility and proportionality, and
we strongly encourage the CSA to ensure that any future LMT requirements reflect the practical
realities of fund operations, distribution channels, and market infrastructure in Canada.

In our view, a flexible, principles-based approach is more effective than a one-size-fits-all mandate.
Beyond the proposed LMTs, several of the Proposed Amendments may also inadvertently introduce
overly prescriptive operational and governance requirements that are not appropriate for all fund
structures. Imposing undue operational burdens such as requiring a liquidity assessment before every
single portfolio transaction, as further discussed below, can detract from a manager’s ability to focus
on active, real-time risk management.

Our specific comments on the proposed amendments and our responses to key questions raised in
the Consultation Paper are detailed below. We have focused our feedback on the key themes of
proportionality and operational feasibility, addressing specific questions that we believe are most
salient in developing a workable and effective framework. We look forward to continued dialogue and
are supportive of a framework that balances safeguarding the interests of investors with workable
implementation for the industry.

Proposed Amendments and Proposed CP Changes

Question 2: Do you have any comments pertaining to section 6.1.2 Operational Requirements?
Response:

We generally support the policy objective of strengthening LRM frameworks through operational
enhancements. However, our primary concern is that several of the proposed requirements outlined
in section 6.1.2, as currently drafted, are overly prescriptive and may introduce implementation risks
that could inadvertently undermine their effectiveness in practice.
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e Portfolio Adjustments (subsection 6.1.2(3)): The requirement to adjust the portfolio based
on ongoing monitoring, while qualified by the phrase “if necessary”, could still be interpreted
as a mandate for action where none is warranted. This not only increases the fund’s trading
expense ratio but can also force the realization of capital gains, leading to unwanted and
potentially disadvantageous taxable distributions for investors. To avoid ambiguity, we believe
it should be made explicit that the determination of whether an adjustment is “necessary”
ultimately rests within the professional discretion of the fund manager as fiduciary.

o Stress Testing (subsections 6.1.2(5) and 6.1.2(7)): We support the use of stress testing as
a liquidity risk management tool where appropriate and agree that it can play an important role
in assessing a fund’s ability to meet redemption requests under stressed conditions. However,
we believe a one-size-fits-all mandate for stress-testing is less effective than a risk-based
approach. The scope and frequency of testing should be calibrated to the specific liquidity
characteristics of the fund. For example, for funds with highly liquid portfolios (e.g., money
market funds), the proposed requirements may be disproportionate to the actual risks.
Similarly, requiring an increased frequency of testing during “stressed market conditions” as
an undefined term creates compliance uncertainty and questions the validity of the
requirement itself. For instance, the time required to complete an ad hoc stress test may
exceed the duration of the stressed condition, rendering the exercise moot before corrective
actions can even be identified. This approach risks diverting critical resources away from
active, real-time portfolio management actions that are more impactful for investor protection.
This is a key issue of proportionality: whereby forcing a disproportionate compliance effort
during periods of stress can weaken, rather than enhance, a fund’s actual resilience. We
believe the CSA’s objective can be more effectively achieved through a principles-based
approach that empowers managers, as fiduciaries, to determine the appropriate stress-testing
methodologies and frequency based on a fund’s specific risk profile.

o Pre-Transaction Assessment (subsection 6.1.2(8)): While we appreciate the principle of
considering the liquidity impact of significant transactions, requiring a liquidity impact
assessment before every portfolio transaction is operationally impractical. This is particularly
challenging for funds in fast-moving markets, where timely execution is essential for achieving
best execution. Not all trades have a material impact, and our concern is that a uniform
requirement would introduce unnecessary administrative delays, which in turn can impair best
execution, increase costs for the fund, and ultimately harm investor performance by raising
the trading expense ratio. For example, a portfolio manager seeking to capitalize on a brief
market opportunity may be unable to act on it while waiting for a formal liquidity assessment
to be completed, resulting in a direct and avoidable cost to the fund. We propose a risk-based
approach where assessments are conducted only when a transaction is reasonably expected
to have a material impact on the fund’s liquidity profile, as determined by the fund manager.
This calibration would help ensure that fund managers’ resources are proportionally focused
on transactions that could substantially impact fund liquidity, which is particularly valuable
during periods of stress.

e Contingency Plans (subsection 6.1.2(9)): The lack of a clear definition for “contingency plan”
and how it should differ from the stress-testing framework creates significant implementation
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risk. Stress tests already serve as a forward-looking tool to model liquidity scenarios and inform
preparedness.

Question 3: Do you have any comments pertaining to section 6.1.3 Oversight?

Response:

We have the following considerations regarding the proposed oversight requirements:

“Sufficient Knowledge” (subsection 6.1.3(4)): We support the requirement in subsection
6.1.3(1) that an investment fund appoint a liquidity risk management supervisor or establish a
liquidity risk management committee. However, we believe the proposal should be revised to
state that the committee as a whole must possess the necessary expertise and “sufficient
knowledge of the management of liquidity risk”. In our view, mandating a uniform, specialized
knowledge standard for each individual undermines the purpose of the Proposed Change.
This approach respects the collective and collaborative function of a committee while still
achieving the CSA’s objective.

Scope of Review (subsections 6.1.3(5)(b) and (c)): Tasking the LRM committee with
approving a fund’s investment objectives and strategies will inappropriately blur the line
between risk oversight and core investment management functions. Liquidity risk management
is an important input into fund design, but it is only one of several considerations that inform
investment objectives and strategies, alongside portfolio construction, market opportunity,
investor needs, tax and regulatory considerations, and operational feasibility. A LRM
committee’s role should be to provide liquidity oversight that informs product design, rather
than override it. We strongly recommend that this requirement be revised by the CSA to ensure
the LRM committee acts in an advisory and oversight capacity with respect to liquidity risk,
rather than as an approver of investment strategy. Further, having the LRM committee
convene special meetings prior to launching every fund will add enormous regulatory burden
when existing processes already exist. Overall, we support the objective of ensuring liquidity
risks are considered at the product design phase but believe an overly prescriptive approval
process will introduce implementation challenges and governance friction without a
corresponding benefit to investors.

Responses to Consultation Paper Questions in Respect of LMTs and Classification

Categorization

Question 1: For investment funds that are reporting issuers, is there a need for the CSA to
permit the use of LMTs that are not already currently permitted? Please explain, and if
applicable, identify any specific LMTs that the CSA should permit the use of.

Response:

We believe there is a need to expand the toolkit available to managers, but that such expansion should
prioritize tools that are practical, transparent, and operationally feasible so that investment funds can

4
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internalize liquidity costs to redeeming investors, protect remaining unitholders from dilution and
respond proportionately to both normal and stressed market conditions. Enabling a wider toolkit
advances the Consultation Paper’s stated objectives and reflects the international momentum noted
by the CSA in favour of broader availability and consistent use of both anti-dilution and quantity-based
tools. We also believe that fund managers should have some discretion in determining which toolkit is
most appropriate for their applicable fund structures.

From a practical perspective, this expansion should prioritize tools that are transparent and
operationally feasible. Specifically, we would support the introduction of:

1. Redemption Fees and Anti-Dilution Levies: These tools are highly practical and
transparent. They pass transaction costs directly to transacting investors (whether subscribing
or redeeming), protecting remaining unitholders from dilution without altering the fund’s net
asset value (“NAV”). The functionality for such fees largely exists within our current systems
and across the industry, as demonstrated by the short-term trading fees already charged to
investors. Implementation requires the fund manager to accurately determine how much of a
fee or levy should be applied to subscriptions and redemptions, based on estimated
transaction/liquidity costs. A clear, non-discriminatory, and well-disclosed policy created by the
fund manager is essential to ensure these levies and fees are applied fairly.

2. Increased Temporary Borrowing Limits: This could function as a simple and fast-acting tool
for managing short-term, temporary liquidity mismatches, and is possible to implement by
leveraging established prime broker relationships. However, it is important to recognize that
this is not a dilution management tool, as the borrowing costs are borne by the fund and its
remaining unitholders, not by the redeeming investors. We believe this potential subsidization
must be clearly disclosed.

3. Notice Periods and Extension of Settlement Periods: We would also support the
availability of these tools as they are straightforward to implement, providing fund managers
with time to address liquidity concerns and meet redemptions in an orderly fashion. While not
suitable for all fund structures, their inclusion in the toolkit would offer important flexibility for
certain fund structures, provided that such terms are clearly and prominently disclosed to
advisors and investors prior to any investment.

Ultimately, rather than mandating specific tools, the framework should promote flexibility and
professional judgment by the fund manager, supported by governance that ensures tools are chosen,
calibrated, and activated in a manner consistent with the fund’s stated objectives and redemption
model.
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Question 3: Are there any LMTs that the CSA should not permit to be used by investment funds
that are reporting issuers? If so, please identify the specific LMTs and explain.

Response:

We do not recommend prohibiting specific LMTs for all fund structures. Instead, we support a suitability
standard that gives the fund manager, as fiduciary, the discretion to select from a toolkit of designated
LMTs. However, this flexibility must be balanced with a pragmatic understanding that certain LMTs
are ill-suited or pose material risks for common fund structures.

For example, price-based tools that alter the NAV, such as swing pricing, dual pricing, or valuation at
bid/ask, are operationally impractical for most daily-valued funds (including mutual funds and offering
memorandum (“OM”) funds). These tools would require a complex and costly overhaul of the
interconnected fund accounting and transfer agency systems to implement. Similarly, many of these
proposed tools are unnecessary for ETFs, whose structure already provides a robust, built-in
framework for managing liquidity.

The potential for adverse tax consequences represents one risk posed by quantity-based tool. The
use of certain tools that broaden a fund’s ability to suspend redemptions could cause an open-ended
fund to fail the “redeemable on demand” test under section 108(2)(a) of the Income Tax Act (“ITA”),
thereby jeopardizing its status as a “mutual fund trust” (“MFT”). The loss of MFT status would be
material, potentially leading to double taxation within the fund and other adverse consequences that
would fundamentally harm investors.

Given these operational impediments and potential tax consequences, we believe a framework must
recognize that certain LMTs are inappropriate for specific fund structures. For fund structures where
such risks are not present, more restrictive tools may be appropriate, provided they are subject to clear
use case parameters, appropriate oversight, and enhanced investor communications.

Question 4: Should the CSA be requiring investment funds that are reporting issuers to adopt
LMTs, including by requiring that such investment funds adopt a minimum number of LMTs or
for example, a minimum number of price-based LMTs? Please explain, and if applicable,
identify any specific LMTs that the CSA should require investment funds that are reporting
issuers to adopt.

Response:

We believe the strict adoption of LMTs should not be mandatory, rather fund managers should have
the flexibility to implement the LMTs as they determine appropriate. However, we are generally
supportive of requiring each fund to maintain an LRM approach that credibly addresses (i) dilution
under day-to-day operating conditions and (ii) the orderly management of redemption pressure during
stressed conditions. This should be achieved while preserving the fund manager’s professional
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judgment as fiduciary to select the specific tools appropriate to the fund’s structure, strategy, and
investor base.

For this reason, our position is that a principles-based approach should be adopted, rather than one
which prescribes the mandatory adoption of a minimum number or specific type of LMT, which would
be a mistake. This expectation promotes a level playing field without mandating identical tools across
all funds, which is consistent with the Consultation Paper’s emphasis on flexibility paired with
governance, and avoids creating a rigid, one-size-fits-all structure that does not take into account the
diversity of the Canadian fund industry.

Question 8: Are there any types of investment funds that are reporting issuers that should:
(a) be carved out of any requirements relating to LMTs; (b) be subject to different requirements
relating to LMTs; or (c) not be permitted to use any specific LMTs? Please explain.

Response:

The applicability and impact of LMTs vary dramatically across fund structures; proposed frameworks
must be sufficiently flexible to accommodate differences between various investment fund structures.
A tool that is appropriate for one structure can be profoundly damaging to another, making a “one-
size-fits-all” approach unworkable. Specifically:

o Exchange-Traded Funds (ETFs): Quantity-based LMTs (e.g. gates, suspensions) must not
be permitted for ETFs. Suspending or gating primary market redemptions from Authorized
Participants would break the fundamental arbitrage mechanism that keeps an ETF’s market
price tethered to its NAV. This would cause the market price to decouple, impacting the
product’s integrity and negatively impacting investors who trade on the secondary market.

o Alternative / OM Funds: In contrast, quantity-based tools like notice periods, gates, and
suspensions are standard, accepted features of OM funds. These are cornerstone liquidity
management features that sophisticated investors in this space expect and underwrite as part
of their investment.

e Conventional Mutual Funds: Certain price-based tools are the primary candidates for these
funds to manage dilution, while quantity-based tools should be avoided due to the tax risks
previously mentioned. This issue is also relevant to the growing number of mutual funds that
also offer an ETF series, as the proposals do not appear to contemplate how to reconcile the
different liquidity needs and potential conflicts between the two series within a single portfolio.

We submit that mandating the adoption of a “minimum number” or a specific type of LMT would be
contrary to the goals outlined in the Consultation Paper. Structural differences such as those
highlighted above underscore why a principles-based approach to the LMT framework is preferred,
rather than a prescriptive, one-size-fits-all approach.
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Question 9: Do you agree with the four classification categories? If not, please explain.
Response:

While we understand and support the CSA’s supervisory goals for improved data and comparability,
the proposed four classification framework may introduce significant operational complexity relative to
incremental regulatory insight. Existing regulatory reporting already provides meaningful insight and
should be leveraged before introducing new frameworks.

The framework’s reliance on subjective judgments such as determining “reasonably anticipated” trade
size or estimating sale and settlement timelines without significant price impact creates challenges for
consistency and comparability across fund managers. Our concern is that the resulting data may
reflect methodological differences more than true differences in liquidity, undermining the goal of
producing standardized and useful information. We believe the CSA’s data-gathering objectives could
be more effectively achieved by enhancing existing reporting tools, such as the OSC Investment Fund
Survey, rather than by introducing a new and operationally burdensome classification framework.

Operationally, bucketing systems are costly and resource-intensive, and will require significant
investments in systems, third-party vendors, and specialized staff in comparison to the purported
benefits. Past implementation experience in the United States serves as an example of operational
costs of implementing such a framework. Following the introduction of the Securities and Exchange
Commission’s (SEC) liquidity rule, a 2017 Investment Company Institute (ICl) survey revealed
significant financial burdens, with many firms reporting initial compliance costs exceeding
US $1 million and ongoing annual costs over US $500,000. For the industry, this represents not an
incremental adjustment but the construction of a substantial new regulatory system. Given the
demonstrated resilience of the Canadian fund industry, we do not believe that imposing such
significant costs is justified.

Question 10: Do you agree with including the settlement period in the timeline set out in each
of the four classification categories? If not, please explain.

Response:

We do not support including the settlement period in the liquidity classification timeline. While
settlement is operationally relevant, incorporating it directly into the definition of liquidity introduces
unnecessary complexity, reduces comparability across funds, and does not reliably reflect true liquidity
risk. For many securities (particularly those traded over the counter) settlement timelines vary based
on external factors such as counterparty practices, custodial processes, or market-wide infrastructure
constraints that are not indicative of a fund’s ability to convert an asset to cash under normal or
stressed market conditions.
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Moreover, tying classification to the combined sale plus settlement window can force funds to make
highly speculative assumptions about operational timelines that are outside the fund manager's
control, further amplifying the subjectivity already inherent in the proposed framework’s “readily
disposed of” standard. Focusing the classification on market liquidity and the ability to execute a
transaction without material price impact provides a more accurate and useful indicator of a fund’s
liquidity profile, while also allowing settlement considerations to be addressed through existing
operational risk and cash-management processes rather than through a prescriptive classification rule.

Question 11: Should any of the four classification categories be revised to distinguish between
the timeline required to readily dispose of and sefttle an asset during normal market conditions
and the timeline required to do so during stressed market conditions? If so, please explain the
distinction that should be made.

Response:

In our view, a single liquidity classification cannot reliably capture both normal and stressed market
conditions within one framework. These regimes behave in fundamentally different ways, and
attempting to merge them into a single output obscures the distinct insights each is designed to
provide. Sound liquidity risk practice is to assess liquidity under current or typical market conditions
and to conduct a separate, dedicated assessment using stressed-market assumptions. Each serves
a different analytical purpose and is interpreted independently by risk managers, boards, and
regulators.

Creating a combined requirement for both normal and stressed timelines within the same classification
structure would not only duplicate work already performed as part of standard liquidity governance but
would also introduce additional subjectivity, particularly because stressed-market assumptions can
vary significantly across fund managers, asset classes, and investment styles.

Question 12: Do you agree with the potential change to the definition of illiquid asset? If not,
please explain.

Response:

We strongly disagree with the proposed change to the definition of “illiquid asset”, as it does not resolve
existing interpretive challenges and would only introduce unnecessary operational complexity. The
current references to market facilities and restricted securities are not well aligned to modern market
practice, particularly for fixed-income and other over-the-counter instruments, and should be removed
rather than expanded.

The proposed five business day standard also creates misalignment with the established seven
calendar day definition used in the United States, adding avoidable cross-border inconsistency. For
example, a five-business-day standard may introduce additional operational complexities, as its
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This international context is significant. Alignment with global standards does not require
uniformity, nor does it require the adoption of operational requirements that exceed what
international bodies themselves contemplate.

It is equally important to situate this Consultation within the Canadian market context.
Canada has a longstanding and well-developed investment fund industry supported by a
comprehensive regulatory framework. National Instrument 81-102 Investment Funds (NI
81-102) already imposes substantive liquidity constraints on prospectus offered funds,
including limits on illiquid assets and detailed requirements governing portfolio construction
and redemptions. The Consultation does not identify historical instances of systemic liquidity
failure in Canadian investment funds, nor are we aware of any such instances that would
warrant a materially more prescriptive regime.

Even during periods of significant market stress — including the 2008 global financial crisis
and the March 2020 “dash for cash” — Canadian prospectus offered funds continued to
meet redemption requests in an orderly manner. More broadly, the Bank of Canada has
consistently characterized Canada’s financial system as resilient, and the IMF’s 2025
Financial System Stability Assessment concluded that Canada’s financial system is strong
and well-regulated, with banks and non-bank financial institutions generally resilient to
severe solvency and liquidity shocks.>

Against this backdrop, reform should be proportionate to demonstrated risks and tailored
to the structure of the Canadian market. A one-size-fits-all operational model is neither
required by international guidance nor justified by Canada’s experience to date.

In our view, the Proposed Amendments go beyond codifying existing guidance and would
materially alter Canada’s LRM framework by introducing prescriptive operational and
governance requirements that exceed what international standards contemplate. Such
measures risk imposing regulatory burden that is not proportionate to investor protection
or systemic risk mitigation, constraining professional judgment, and encouraging
standardized liquidity practices that may amplify rather than reduce stress in volatile
markets. To the extent the Canadian framework becomes materially more prescriptive than
those in peer jurisdictions, these requirements will also place Canadian investment funds
and managers at a competitive disadvantage in global capital markets.

In PMAC's view, the appropriate response to international feedback is a proportionate,
outcomes-focused framework tailored to the Canadian context, that preserves flexibility and
professional judgment. Consistent with this approach, we set out below our key
recommendations.

4 Bank of Canada, Financial Stability Report (May 2025).
5 International Monetary Fund, Canada: Financial System Stability Assessment (August 2025).
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sophisticated investors have expressly agreed to that liquidity profile, continuous asset-
level liquidity measurement or simulated stress liquidation does not reduce risk. Rather, it
would become a formalistic compliance exercise that is disconnected from the contractual
design of the exempt pooled fund and the manner in which liquidity risk is actually allocated
and managed.

This recommendation is not intended to suggest that exempt pooled funds should disregard
liquidity risk management altogether. Investment fund managers are already subject to
statutory and regulatory obligations to identify, monitor, and manage liquidity risk in
accordance with prudent business practices and in the best interests of the investment fund.
As highlighted in CSA Staff Notice 81-333 Guidance on Effective Liquidity Risk Management
for Investment Funds (SN 81-333):

Under the Canadian securities regulatory regime, IFMs have a general statutory
obligation to:

e exercise the powers and discharge the duties of their office honestly, in good faith
and in the best interests of the investment fund, and

e exercise the degree of care, diligence and skill that a reasonably prudent person
would exercise in the circumstances.

(the IFM Statutory Conduct Standard).

In exercising their duties under the IFM Statutory Conduct Standard, it is both in the
best interest of the fund and prudent for IFMs to consider investor redemptions and
fund liquidity when designing the fund’s operation and managing the fund’s assets.
Both NI 81-102 and NI 31-103 Registration Requirements, Exemptions and Ongoing
Registrant Obligations (NI 31-103) also contain provisions which are relevant to LRM
and the roles and responsibilities of IFMs in managing liquidity risk. As a fund’s
liquidity risk is a risk associated with the business of the fund, section 11.1 of NI 31-
103 requires a registered firm to have policies and procedures, that establish a
system of controls and supervision sufficient to address such risk.®

This principles-based guidance is appropriate and sufficient in the exempt market context.
Our concern is not with the existence of liquidity risk management expectations, but with
the application of retail-oriented operational requirements to exempt pooled funds whose
structure and investor profile are fundamentally different from open-ended prospectus
offered funds.

International standards support this distinction. IOSCO’s liquidity risk management
framework is principles-based and does not mandate a uniform operational model across
all fund types. IOSCO’s assessment of Canada as "“broadly consistent” reflected the
placement of certain requirements in guidance rather than binding rules, not a lack of

6 CSA Staff Notice 81-333 Guidance on Effective Liquidity Risk Management for Investment Funds, page 3.
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substantive expectations or a recommendation to impose prescriptive requirements on
private or institutional funds. Notably, IOSCO assessed the U.S. as fully consistent,
notwithstanding that the U.S. liquidity risk management regime is principles-based and
applies only to registered retail open-ended funds. The same is true of comparable European
and other international jurisdictions.

Existing registrant obligations further mitigate liquidity risk to investors in the exempt
market. Advisers and dealers are generally subject to enforceable obligations under NI 31-
103, including know-your-client, know-your-product, and suitability requirements, which
require registrants to assess investors’ liquidity needs, time horizons, and tolerance for
illiquidity, and to understand, and, for dealers, to explain, fund-specific redemption
mechanics. Institutional permitted clients often waive the suitability requirement, given
their ability to assess whether the fund is appropriate for their investment needs and
purposes.

Imposing retail-oriented operational requirements on exempt pooled funds would, in effect,
attempt to fit a fundamentally different product structure into a regulatory framework
designed for daily redeemable retail vehicles. This “square peg into a round hole” approach
would introduce significant operational burden, increase compliance and system costs, and
reduce structural flexibility without delivering commensurate investor protection benefits.
Over time, these additional constraints could make Canadian exempt pooled fund structures
less attractive relative to international alternatives, increase the cost of capital formation,
and hinder the ability of managers to raise capital efficiently in the exempt market.

Exempt pooled funds with contractual redemption constraints do not create the same first-
mover dynamics or liquidity externalities that international standard setters have identified
as systemic concerns in daily redeemable retail funds. The “first-mover advantage” concern
arises in open-ended funds where investors can redeem at NAV on short notice (often daily)
while the fund holds assets that may be difficult or costly to sell quickly. In that structure,
redeeming investors may be incentivized to exit early to avoid bearing the transaction costs
and market-impact costs of meeting redemptions, which can be diluted across remaining
investors. This dynamic can accelerate redemptions, force asset sales into declining or
illiquid markets, and transmit stress through broader markets via price impacts and liquidity
spirals.

By contrast, exempt pooled funds are commonly designed so that investors do not have an
unconditional ability to redeem on short notice. Redemption tools such as lock-ups, advance
notice periods, limited dealing windows, gates, and discretionary suspension rights
materially reduce the ability and incentive for investors to “run” ahead of others. In many
cases, the fund’s liquidity risk is intentionally managed through these contractual
mechanisms, and any liquidity risks are managed through fund design (including
redemption terms, settlement timing, and the sequencing of realizations) rather than
through continuous asset-level liquidity measurement. Where redemption requests are
queued, pro-rated, deferred, or subject to manager discretion, investors cannot improve



their outcome by redeeming first, and the fund is not forced into immediate procyclical sales
to meet daily cash demands. As a result, applying retail-oriented operational requirements
designed to address daily redeemable “first-mover” dynamics is not proportionate for
exempt pooled funds and would not meaningfully reduce systemic risk.

For these reasons, PMAC’s recommendation is that exempt pooled funds be carved out of
the Proposed Amendments.

In the alternative, if the CSA determines to retain exempt pooled funds within the scope of
the Proposed Amendments, we would recommend a two-track framework under which:

e baseline, principles-based LRM requirements apply to all investment funds,
implemented proportionately; and

e any prescriptive operational and governance requirements apply only to daily
redeemable funds subject to NI 81-102.

In addition, if exempt pooled funds were to remain in scope of the Proposed Amendments,
we would strongly recommend that the LRM framework be implemented through a
standalone instrument, rather than in NI 81-102. This is because NI 81-102 has historically
functioned as a product-specific regime for prospectus offered retail investment funds. IFMs
operating exclusively in the exempt market do not structure their compliance programs
around NI 81-102, nor was it designed to govern exempt pooled funds. Embedding cross-
industry LRM requirements in NI 81-102 risks importing retail product assumptions into a
regulatory instrument historically focused on prospectus offered funds, creating interpretive
uncertainty for exempt pooled funds, as well as challenges for existing products, including
private market investment funds. The guidance contained in Companion Policy 81-102CP
(Companion Policy) is also specifically directed at prospectus offered investment funds.

Accordingly, while NI 81-102 may be an appropriate vehicle for LRM requirements applicable
solely to prospectus offered retail funds, embedding such requirements in NI 81-102 creates
structural concerns if they are extended to exempt pooled funds. A standalone,
proportionate LRM instrument would provide clearer regulatory boundaries for non-
reporting issuers.

Maintain a flexible, principles-based model that allows for differences between
fund types, such as money market funds, in-kind ETFs and others.

As described below, maintaining a flexible, principles-based model is supported by IOSCO’s
principles-based and outcomes-focused approach; liquidity measures should be
proportionate to a fund’s structure, size, investment strategy, and investor profile. Global
alignment does not require uniformity or superfluous operational requirements. For
example, the U.S. was considered by IOSCO to be fully consistent even though its regime
is generally principles-based and applies only to registered retail open-ended funds (not
private pooled vehicles). Overly prescriptive operational and governance requirements can
impose disproportionate burden, constrain professional judgment, and encourage



standardized practices that may amplify stress - underscoring why different fund types
(including money market funds (MMFs) and in-kind Exchange Traded Funds (ETFs)) should
be accommodated within a flexible framework.

|II

In our view, there is no “one size fits all” - the framework should be customized for different
fund types, including MMFs and in-kind ETFs. We note that SEC Rule 22e-4 largely exempts
MMFs and in-kind ETFs.

Money market funds

A highly prescriptive liquidity risk management framework is generally seen as less
appropriate for MMFs because of how these funds are structured and the specific risks they
already address. MMFs operate under strict, rule-based constraints on portfolio
composition—such as limits on maturity, credit quality, and liquidity buffers. Because these
rules already embed liquidity management into the product design, layering an additional
prescriptive regime can be duplicative rather than additive. MMFs are also designed to meet
very short-term redemption demands and typically hold a significant portion of assets in
daily and weekly liquid instruments. Their liquidity profile is therefore more standardized
and predictable than that of other open-ended funds, reducing the need for flexible, fund-
specific calibration through detailed prescriptive requirements. Prescriptive frameworks can
reduce flexibility in stress situations. MMFs may need to respond quickly to market-wide
liquidity events, and rigid rules can constrain managers’ ability to use judgment or adapt
tools (e.g., adjusting liquidity levels, using sponsor support where permitted, or managing
investor flows). MMFs already have tightly defined liquidity safeguards and relatively
homogeneous risk profiles; therefore, a principles-based or tailored approach is more
effective than a one-size-fits-all prescriptive regime.

In-kind ETFs

Prescriptive liquidity risk management requirements are often viewed as ill-suited for in-
kind ETFs because their structure, trading dynamics, and redemption mechanics differ
fundamentally from those of cash-dealing open-ended funds.

Liquidity in ETFs is largely supported by the secondary market. Investors usually buy and
sell ETF units on an exchange, rather than transacting directly with the fund. As a result,
investor trading activity does not necessarily translate into flows in or out of the fund,
weakening the link between redemptions and portfolio liquidity pressure.” The arbitrage
mechanism helps keep ETF prices aligned with net asset value. Authorized participants step
in to create or redeem units when price deviations arise, and they manage the liquidity of

7 Although we have not specifically recommended that all ETFs or ETF series should be exempted from the
Proposed Amendments, we encourage the CSA to consider the reasoning set out in the submissions of the
Securities and Investment Management Association (SIMA) and the Canadian ETF Association (CETFA). We
believe their reasoning supports a flexible and principles-based approach to liquidity risk management for
different types of prospectus offered funds.



the underlying securities as part of that process. This externalizes much of the liquidity
management function to sophisticated market intermediaries rather than the fund itself.

In addition, in-kind ETFs primarily meet redemptions through in-kind transfers of securities
rather than cash. Authorized participants deliver or receive baskets of underlying assets,
which means the fund itself is not typically required to sell portfolio holdings to meet
outflows. This significantly reduces the risk of forced asset sales and the kind of liquidity
stress that prescriptive frameworks are designed to address.

Prescriptive requirements (such as rigid liquidity bucketing or minimum cash buffers) can
be operationally mismatched with in-kind ETFs. These funds typically do not hold large cash
positions, and imposing such requirements could reduce efficiency, increase tracking error,
or interfere with the basket construction process. In-kind ETFs generally exhibit lower
redemption-driven liquidity risk compared to cash-redeeming funds.

Applying the same prescriptive framework across fundamentally different fund types can
therefore lead to unnecessary constraints without materially improving investor protection.
For these reasons, a more tailored or principles-based approach is better aligned with the
ETF structure than a one-size-fits-all prescriptive regime.

Replace fixed-frequency stress testing with risk-based, judgment-driven
monitoring.

As described below, we agree that stress testing can be a useful LRM tool where the portfolio
manager deems it appropriate, but note that the Proposed Amendments would make stress
testing mandatory and centralized for every framework, with fixed and escalating frequency
requirements; we view this approach as overly prescriptive and inconsistent with a
principles-based, risk-sensitive model. Uniform quarterly stress testing for every fund—
regardless of size, complexity, liquidity profile, or investor base—is not aligned with
proportionality principles or international practice. IOSCQO’s 2025 Revised Recommendations
indicated that stress testing should be conducted at a frequency relevant to the specific
fund and may not be required where disproportionate. Mandated quarterly testing can divert
managerial and supervisory attention at critical times and add to already heavy quarterly
reporting burdens, increasing costs and the risk of delinquent filings. We recommend
integrating stress testing into the ongoing monitoring requirement as one tool among
several, used when appropriate and at a frequency proportionate to the fund’s liquidity risk
profile and prevailing market conditions.

Preserve governance flexibility by focusing on accountability rather than
prescribed reporting lines.

PMAC supports the objective of clear accountability and effective oversight for liquidity risk
management, but we caution that the proposed oversight framework is highly prescriptive
and could constrain effective risk management without commensurate investor-protection
benefits. We support the Companion Policy clarification that an existing role or committee



can satisfy the oversight requirement; responsibilities should be embedded flexibly within
established governance structures (e.g., a CCO role or an enterprise risk committee). In our
view, the proposed mandatory reporting line to the CCO is overly prescriptive because it
may not reflect how liquidity risk is effectively managed at many (especially larger/complex)
firms, and instead recommend a principles-based approach that permits the supervisor to
sit in an appropriate control function (such as Risk) so long as the CCO receives timely and
sufficient information to discharge oversight responsibilities, avoiding duplicative structures
and unnecessary internal approval lines.

Responses to Consultation Questions on the Proposed Amendments

We now turn to the CSA’s specific questions regarding the Proposed Amendments in
sequence. As noted above, PMAC’s membership includes firms that manage private exempt
pooled funds and/or prospectus offered funds. Accordingly, our comments below address
the Proposed Amendments from both perspectives. Certain comments focus specifically on
our concerns with applying prescriptive operational requirements to exempt pooled funds.
Other comments are broader and reflect concerns regarding the overall level of prescription
in the Proposed Amendments, which in our view exceeds what is appropriate for an effective
liquidity risk management framework, even if such a framework were to apply solely to
reporting issuer funds governed by NI 81-102.

1. Do you have any comments pertaining to section 6.1.1 Liquidity Risk Management
Framework?

We support the principle that investment funds should have an appropriate liquidity risk
management framework. In this respect, we do not have any specific comments on the
requirement in section 6.1.1 that an investment fund establish, maintain, and apply
appropriate policies and procedures to identify, assess, and manage liquidity risk.

2. Do you have any comments pertaining to section 6.1.2 Operational Requirements?

Subsections 6.1.2(1) and (2) - Alignment of Portfolio Liquidity and Redemption Terms

We do not have specific comments on subsections (1) and (2). These provisions
appropriately reflect the principle that an investment fund’s investment objectives,
investment strategies, and permitted redemption frequency should align with the nature of
its portfolio assets and expected redemption activity.

Subsection 6.1.2(3) — Ongoing Liquidity Monitoring

For many funds, particularly those that offer daily redemption rights and invest in publicly
traded securities, ongoing liquidity monitoring is an important component of effective
liquidity risk management.

However, as drafted and read together with the Companion Policy, subsection 6.1.2(3) can
be interpreted as requiring continuous, formalized liquidity monitoring and portfolio
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adjustment for all investment funds regardless of a fund’s structure, asset profile, or
redemption terms. In our view, this interpretation would be overly prescriptive and could
lead to unintended and counterproductive outcomes.

First, the relevance of qualitative or quantitative liquidity metrics, and the frequency with
which they should be assessed, will vary depending on the nature of the fund and its
underlying assets. For funds investing in private or bespoke assets, many of the market-
based metrics referenced in the Companion Policy (such as bid-ask spreads, trading
volumes, or market depth) may be unavailable, unreliable, or not meaningful.

Second, an expectation that portfolio composition be reconsidered or adjusted whenever
liquidity metrics change risks undermining the exercise of the investment fund manager’s
professional judgment, which is central to effective liquidity risk management, by implicitly
requiring managers to justify inaction each time a metric fluctuates. Relatedly, such an
expectation could result in unnecessary trading and increased transaction costs, without
corresponding investor protection benefits.

Investment fund managers are already subject to statutory duties under securities
legislation to exercise the care, diligence and skill of a reasonably prudent person and to
act in the best interests of the investment fund. These obligations require managers to
address liquidity concerns where warranted by the circumstances, without the need for
prescriptive regulatory triggers. Accordingly, we recommend that the provision be revised
to be more principles-based and flexible. For example:

An investment fund must monitor, review and assess the investment fund’s liquidity
profile and relevant market conditions on an ongoing basis using relevant qualitative

andor quantitative metrics and—if—necessary,—adjust—the—composition—of—the
avestmentfund’s-portfolioassets.

In addition, we recommend that exempt pooled funds be carved out of subsection 6.1.2(3).
As explained above, liquidity risk in exempt pooled funds is primarily managed through fund
design rather than continuous market-based liquidity management. These funds are
typically offered to accredited investors and permitted clients who are informed of, and
accept, the liquidity characteristics of the strategies they select.

For example, an exempt pooled fund may be established as a “fund of one” for a single
institutional investor to hold a long-term infrastructure project with a multi-year investment
horizon and no periodic redemption rights. In such a structure, liquidity risk is addressed at
inception through the fund’s contractual terms and the investor’s agreed investment
horizon. There is no expectation of short-term liquidity, and the underlying asset is
intentionally long-dated and illiquid. A fund such as this would fail any measure of liquidity
described in the Proposed Amendments, but there is no associated market or investor risk.

Another example is a private credit or real estate fund offered to multiple accredited
investors that provides quarterly redemption rights, subject to advance notice periods and
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the manager’s ability to impose redemption gates if needed to manage liquidity. In that
case, liquidity risk is managed through structural features that align investor redemption
rights with the expected realization profile of the underlying assets. Investors understand
that liquidity is limited and conditional, and the fund’s terms are designed accordingly.

In both examples, liquidity risk is managed through fund structure and contractual design
rather than through continuous market-based liquidity assessments. The goals of the
Proposed Amendments would be achieved, because the contractual liquidity tools are
aligned with the nature of the underlying portfolio assets. Requiring formalized ongoing
monitoring of asset-level liquidity metrics, or mechanical consideration of portfolio
adjustments, would not be meaningful.

Subsection 6.1.2(4) - Liquidity Thresholds and Targets

We do not oppose the concept in subsection 6.1.2(4) that an investment fund may establish
and maintain liquidity thresholds and targets as part of its liquidity risk management
framework. Such thresholds can serve as a useful internal risk management tool for certain
funds.

However, we are concerned that the proposed requirement would mandate liquidity
thresholds and targets for all investment funds, including exempt pooled funds, for which
such tools may not be relevant or meaningful. As discussed above, some exempt pooled
funds hold significant levels of illiquid assets (in some cases exclusively) and are structured
with redemption terms that are intentionally alignhed with the liquidity characteristics of
those assets. In these circumstances, requiring the establishment of liquidity thresholds and
targets to monitor, review and assess the fund’s liquidity profile would impose administrative
burden without corresponding risk-management benefits.

We therefore recommend that exempt pooled funds be carved out of the requirement in
subsection 6.1.2(4).

Subsections 6.1.2(5), (6) and (7) — Stress Testing and Frequency

We agree that portfolio managers should be able to use stress testing as a liquidity risk
management tool where the portfolio manager deems it appropriate.

However, subsections 6.1.2(5), (6) and (7), taken together, would elevate stress testing
into a mandatory and central feature of every liquidity risk management framework, subject
to fixed and escalating frequency requirements. In our view, this approach is overly
prescriptive and inconsistent with a principles-based, risk-sensitive model. In addition,
mandating uniform quarterly stress testing risks diverting managerial and supervisory
attention at critical junctures, which could potentially weaken overall risk prioritization.
Furthermore, investment funds face a myriad of quarterly client and regulatory reporting
requirements. Currently, many managers are under pressure in the areas responsible for

12



these functions. Additional burden in this regard will come with a potentially significant cost
and/or result in delinquent filings.

Quarterly stress testing for every fund regardless of size, complexity, liquidity profile, or
investor base is not aligned with proportionality principles embedded in securities regulation
or with the principles-based supervisory frameworks adopted internationally for liquidity risk
management, which emphasize flexibility and risk-sensitivity rather than uniform
prescriptive testing. The IOSCO 2025 Revised Recommendations state that stress testing
should be carried out at a frequency relevant to the specific collective investment scheme
and do not mandate periodic stress testing for every fund. The report also mentions that
fund level stress tests may not be required where this would be disproportionate,
considering the size, investment strategy, nature of the underlying assets, and investor
profile of the fund. Other jurisdictions, such as the U.S. and Australia, do not impose such
prescriptive, one-size-fits-all requirements, particularly with respect to mandatory stress
testing.

Funds with limited redemption activity, highly liquid portfolios, or low complexity do not
pose the same liquidity management challenges as funds with more sensitive structures.
Examples include funds that have low liquidity risk based on low twelve-month redemption
levels, and funds that hold highly liquid securities (i.e., large cap securities and money
market instruments).

Mandating the same frequency for all funds forces issuers to spread attention evenly,
instead of focusing on funds that truly require more frequent stress testing. Quarterly stress
testing for all funds also increases administrative and system costs and requires more
personnel time, with limited added protection for funds with low liquidity risk, or where this
testing is unnecessary or irrelevant due to fund design.

It would be preferable to leave the use of stress testing and its frequency up to the IFM.
Companion Policy Guidance

With respect to subsection 8.1.2(6) of the Companion Policy related to Operational
Requirements, we would suggest the following amendment to the “hypothetical scenario
analysis” definition, to include the qualifier that “the manager considers has a reasonable
likelihood of occurring”. Please see the suggested edit below:

Hypothetical scenario analysis is forward-looking and measures the potential impact
of an event which-has-netyet-oceurred that the manager considers has a reasonable
likelihood of occurring.

Including this qualifier will allow the IFM to focus on scenarios that the IFM reasonably
considers to be within the realm of possibility. This ensures that resources are directed
toward stress-testing relevant and meaningful hypothetical scenarios, rather than being
diverted to extremely remote or implausible scenarios that provide limited risk management
value.
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With respect to subsection 8.1(8) of the Companion Policy guidance, it may be impractical
for a fund to consider a “pro rata” methodology if the fund holds illiquid assets, as permitted
for prospectus offered funds under NI 81-102. For funds holding illiquid assets, a strict pro
rata liquidation approach may not be operationally feasible, may produce distorted
redemption pricing outcomes, and may not reflect the fund’s actual liquidity profile.

Liquidity risk management is inherently fund and situation specific. IFMs should therefore
retain discretion to determine the Iliquidation methodology (or combination of
methodologies) that best reflects the fund’s portfolio composition, liquidity characteristics,
and prevailing market conditions, and that best promotes fairness and protects investors’
interests. We therefore recommend that subsection 8.1(8) of the Companion Policy be either
removed or amended to provide flexibility, allowing funds to consider both pro rata and
non-pro rata methodologies based on the fund’s portfolio, rather than expressing a
preference for a particular methodology.

Exempt Pooled Funds

The rigidity of the proposed framework is particularly problematic for exempt pooled funds
and funds investing in private or long-term illiquid assets. Referring to the examples
mentioned above:

e A fund holding a long-term infrastructure asset with no periodic redemption rights
does not present redemption-driven liquidity risk requiring quarterly simulation.

e A private credit or real estate fund offering redemptions subject to notice periods and
gates manages liquidity primarily through structural alignment of redemption terms
and asset realization timelines.

In these cases, liquidity risk is addressed ex ante through fund design and contractual terms
rather than recurring market-based simulations, which may not be possible with private
securities. Mandatory quarterly stress testing would impose administrative burden without
demonstrable benefit.

Recommended Revision

We recommend that subsections 6.1.2(5), (6) and (7) be consolidated and integrated into
subsection 6.1.2(3), such that stress testing is treated as one of several tools available to
satisfy the ongoing liquidity monitoring requirement. Stress testing may be cited as an
example in the guidance to the proposed subsection 6.1.2(3). Alternatively, it could be
considered in separate subsections such as:

(5) In complying with subsection (3), an investment fund must consider whether
stress testing of the liquidity of its portfolio assets is appropriate having regard to the
fund’s strategy, asset characteristics, redemption terms and investor base.
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(6) Where an investment fund determines that stress testing is appropriate, it must
be conducted at a frequency proportionate to the fund’s liquidity risk profile and
prevailing market conditions.

This approach would emphasize stress testing as an important tool while ensuring
proportionality and alignment with international standards.

Subsection 6.1.2(8) - Pre-Trade Assessment of Liquidity Impact

We agree that liquidity considerations should form part of an investment fund’s portfolio
management decision-making and that managers should be mindful of the potential liquidity
implications of investment decisions.

However, subsection 6.1.2(8), as drafted, could be interpreted as requiring a formal, pre-
trade assessment of the liquidity impact of every individual portfolio transaction before
execution. In practice, such a requirement would not be operationally feasible for many
strategies and could have unintended consequences.

A transaction-by-transaction pre-trade liquidity assessment would delay execution,
constrain a portfolio manager’s ability to respond efficiently to market opportunities, and
risk impairing best-execution obligations, which require timely and efficient trade execution.
It would also impose significant operational burden in respect of routine transactions that
do not meaningfully alter a fund’s overall liquidity profile.

For publicly offered funds subject to NI 81-102, liquidity risk is already governed by binding
regulatory constraints, including limits on the acquisition and holding of illiquid assets.
These existing restrictions provide an objective and enforceable liquidity discipline at the
portfolio level. Overlaying a transaction-by-transaction pre-trade assessment requirement
would be duplicative and disproportionate.

For exempt pooled funds, liquidity risk is typically addressed through fund structure,
redemption terms, investor eligibility, and disclosure. In addition, investment fund
managers are subject to enforceable duties under securities legislation to manage the risks
associated with their business and to act in the best interests of the fund. These obligations
require managers to consider liquidity implications where relevant, without mandating
formalized pre-trade assessments for every transaction.

Liquidity risk is most effectively managed through portfolio-level oversight and professional
judgment, rather than through rigid transactional procedures. Elevating liquidity impact
assessments into a mandatory pre-condition for every trade risks distorting portfolio
management priorities and interfering with the exercise of informed discretion.

Accordingly, we recommend that subsection 6.1.2(8) be removed. Existing liquidity
restrictions under NI 81-102, together with the broader registrant obligations, provide
sufficient safeguards without imposing impractical constraints on day-to-day trading
activity.
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Subsections 6.1.2(9) and (10) - Contingency Planning

We have no specific comments on subsections 6.1.2(9) and (10), provided that the
examples of liquidity risk management tools referenced in the Companion Policy are
understood to be illustrative only, and not exhaustive; investment funds (particularly
exempt pooled funds) may establish, maintain, and test contingency plans using a broad
range of fund-specific liquidity management mechanisms, including structural and
contractual arrangements, in a manner that is proportionate to the fund’s liquidity profile
and investor base.

3. Do you have any comments pertaining to section 6.1.3 Oversight?

We support the CSA’s objective of achieving clear accountability and effective oversight of
liquidity risk management. However, section 6.1.3, as proposed, adopts a highly prescriptive
approach to internal governance that will constrain effective risk management practices
without delivering commensurate investor protection or financial stability benefits. We
discuss these concerns in more detail below.

Subsection 6.1.3(1) - Designation of Liquidity Risk Management Oversight

We support the requirement in subsection 6.1.3(1) that an investment fund appoint a
liquidity risk management supervisor or establish a liquidity risk management committee.
Clear accountability and senior oversight are core components of effective liquidity risk
management and are consistent with international standards and existing governance
expectations.

We also support the Companion Policy guidance clarifying that an existing role or committee
may be used to satisfy this requirement. It should be explicitly noted that the guidance is
illustrative and not mandatory, or exhaustive. In our view, it is important that subsection
6.1.3(1) be interpreted flexibly, so that liquidity risk management responsibilities may be
embedded within existing governance structures (such as a chief compliance officer (CCO)
role or an enterprise risk committee).

Subsection 6.1.3(2) - Reporting Line for Liquidity Risk Management Oversight

We are concerned that subsection 6.1.3(2), as drafted, is overly prescriptive in requiring
the liquidity risk management supervisor to be the CCO or an individual reporting directly
to the CCO.

While this structure may be appropriate for some firms, it does not reflect how liquidity risk
is effectively managed at many investment fund managers, especially larger or more
complex organizations. In many cases, liquidity risk management appropriately resides
within an independent risk function, with established reporting and escalation to the CCO
and ultimate designated person (UDP) in accordance with NI 31-103.
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In our view, subsection 6.1.3(2) should be applied in a principles-based manner that permits
the liquidity risk management supervisor to be situated within an appropriate control
function (such as Risk), provided that the CCO receives timely and sufficient information to
discharge their oversight responsibilities. Mandating a specific reporting line risks
duplicating existing governance frameworks and undermining effective risk management.

Subsection 6.1.3(3) - Requirement to Establish a Liquidity Risk Management Committee

We understand that the proposed framework permits an investment fund to satisfy the
oversight requirement either by appointing a liquidity risk management supervisor or by
establishing a liquidity risk management committee.

However, the drafting in subsection 6.1.3(3) refers to “an investment fund that is required
to establish a liquidity risk management committee” (emphasis added), which could be
interpreted as suggesting that certain funds must establish such a committee. Neither the
rule nor the Companion Policy appears to specify circumstances in which a committee would
be required.

We recommend clarifying the provision to confirm that the rule permits either governance
structure (a supervisor or a committee), for example, by revising the drafting to refer to
“an investment fund that establishes a liquidity risk management committee”.

Subsection 6.1.3(4) - Knowledge and Competency of Oversight Personnel

We have no specific comments on subsection 6.1.3(4). We agree that individuals responsible
for liquidity risk management oversight should have sufficient knowledge of liquidity risk
management, having regard to the types of funds and assets relevant to the particular
investment fund manager.

Subsection 6.1.3(5)(a) — Approval and Review of the Liquidity Risk Management Framework

We have no specific comments on the requirement in subsection 6.1.3(5)(a) for the liquidity
risk management supervisor or committee to approve the liquidity risk management
framework and periodically assess its effectiveness.

Subsections 6.1.3(5)(b) and (c) — Role of Liguidity Risk Management in Fund Design

We disagree with the requirements in paragraphs 6.1.3(5)(b) and (c) for the liquidity risk
management supervisor or committee to “review and approve” an investment fund’s
investment objectives, investment strategies, and permitted redemption frequency.

Ligquidity risk management is an important input into fund design, but it is only one of several
considerations that inform investment objectives and strategies, alongside portfolio
construction, market opportunity, investor needs, tax and regulatory considerations, and
operational feasibility. Requiring formal approval by liquidity risk management personnel
elevates liquidity considerations above other core elements of fund design and risks creating
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unnecessary procedural complexity and internal veto points without corresponding investor
protection benefits.

In our view, it is sufficient for the liquidity risk management supervisor or committee to
review and be given the opportunity to provide input on these matters, rather than approve
them, with final approval remaining within the firm’s broader product governance
framework.

Subsection 6.1.3(5)(d) - Oversight of Liquidity Thresholds and Targets

We do not oppose the requirement for the liquidity risk management supervisor or
committee to review and approve liquidity thresholds and targets. However, as discussed in
our comments above on subsection 6.1.2(4), we recommend that exempt pooled funds be
carved out of any requirement to establish and maintain liquidity thresholds and targets.

Subsection 6.1.3(5)(e) — Review of Stress Testing and Other Monitoring Outputs

We recommend that subsection 6.1.3(5)(e) be aligned with the flexibility we have
recommended in respect of subsections 6.1.2(5), (6) and (7).

Subsections 6.1.3(5)(f), (g), and (h) — Ongoing Oversight and Reporting Requirements

We have no specific comments on subsections 6.1.3(5)(f) and (g).

Subsection 6.1.3(6) — Escalation of Liquidity Risk Matters

We support the requirement for managers to refer matters that would reasonably be
expected to significantly impact an investment fund’s liquidity profile to the liquidity risk
management supervisor or committee. However, it is important that this requirement not
be interpreted or applied in a manner that interferes with timely, judgment-based liquidity
management, particularly in stressed market conditions. Periods of market stress often
require managers to focus on real-time liquidity management activities. In such
circumstances, liquidity risk management is, and should continue to be, primarily an
operational and judgment-driven exercise, rather than a procedural one driven by the need
to comply with a prescriptive requirement.

To avoid the risk of hindsight interpretation, unnecessary over-escalation, or procedural
delay during rapidly evolving market conditions, we recommend that the Companion Policy
clarify that:

o the assessment of whether a matter would reasonably be expected to significantly
impact an investment fund’s liquidity profile should be made in light of the fund’s
size, liquidity profile, redemption terms, and prevailing market conditions; and
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o the exercise of reasonable professional judgment is expected, including judgment as
to the timing and manner of escalation, so that escalation complements rather than
impedes effective real-time liquidity management.

Subsection 6.1.3(7) - Frequency of Liquidity Risk Management Committee Meetings

Subsection 6.1.3(7) requires a liquidity risk management committee to meet at least
quarterly. While this may be appropriate for certain prospectus offered, daily redeemable
funds, it should be read consistently with a proportionate and risk-based approach to
liquidity risk management.

In particular, where stress testing and other liquidity monitoring are appropriately conducted
on a less frequent or event-driven basis (as discussed in our comments on subsections
6.1.2(5), (6) and (7)), a mandatory quarterly committee meeting may not be meaningful
and may impose unnecessary procedural burden. These concerns are compounded by the
lack of clarity as to which investment funds are required to establish a liquidity risk
management committee (see our response to subsection 6.1.3(3)).

In addition, many investment fund managers already oversee liquidity risk through existing
governance structures, such as risk committees, portfolio oversight committees, or other
internal committees responsible for investment risk management. It would be unnecessarily
duplicative to require firms to establish a stand-alone liquidity risk management committee
where appropriate oversight can be achieved within existing committee structures.

We recommend that the Companion Policy be clarified to confirm that:

e« not all investment funds are expected to establish a liquidity risk management
committee;

o where a committee structure is used, liquidity risk oversight may be carried out within
an existing committee with an appropriate mandate; and

o the frequency of committee meetings should be proportionate to the fund’s liquidity
profile, redemption terms, and risk characteristics, and aligned with the frequency
and form of liquidity risk monitoring that is appropriate for the fund. We recommend
a principles-based rather than a prescriptive approach to meeting frequency.

4. Are there any types of investment funds that should be carved out of the Proposed
Amendments? Alternatively, are there any types of investment funds that should be
carved out of certain requirements in the Proposed Amendments? Please explain.

Please see the sections “Carve out investment funds that are not reporting issuers from the
LRM requirements” and "“Maintain a flexible, principles-based model that allows for
differences between fund types, such as money market funds, in-kind ETFs and others”, in
addition to our comments on specific sections of the Proposed Amendments, above.
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5. Do you have any other comments pertaining to the Proposed Amendments

Overall, while we support the CSA’s objective of strengthening liquidity risk management
and enhancing investor protection, we are concerned that the Proposed Amendments
introduce a level of prescription that is disproportionate to the risks present in the Canadian
investment funds landscape and inconsistent with international standards. As discussed
above, we believe a principles-based and proportionate approach would better achieve the
CSA's objectives. In particular, this would include carving out exempt pooled funds, MMFs
and in-kind ETFs, permitting greater flexibility in stress-testing frequency and methodology,
removing impractical pre-trade liquidity assessment requirements, and preserving
appropriate governance flexibility within firms’ existing risk management structures.

We also believe that the cost-benefit analysis accompanying the OSC’s publication materially
understates the operational and compliance burden associated with the Proposed
Amendments. The analysis appears to assume that incremental costs will be modest
because investment fund managers already manage liquidity risk in a manner broadly
consistent with SN 81-333. However, the Proposed Amendments extend well beyond the
guidance in SN 81-333, which is aimed at prospectus offered funds subject to NI 81-102,
and not exempt pooled funds. That guidance explicitly emphasized a principles-based,
flexible, and scalable approach, recognizing that liquidity risk management is inherently
fund-specific and multi-dimensional and not suited to a “one-size-fits-all” framework.® By
contrast, the Proposed Amendments introduce prescriptive operational requirements,
mandated governance structures, fixed stress-testing expectations, transaction-level
liquidity assessments, and expanded documentation obligations. Implementing these
requirements will require significant systems enhancements, personnel resources, and
ongoing monitoring processes that would go well beyond existing practices.

At the same time, we are not aware of evidence of market failure, systemic instability, or
widespread investor harm under the current Canadian framework that would justify the
degree of prescription proposed. During previous periods of market stress, such as the 2008
financial crisis, prospectus offered funds managed redemptions in an orderly manner, and
no significant disruptions were noted. IOSCO’s prior assessment of Canada as “broadly
consistent” did not reflect a substantive deficiency in Canada’s liquidity standards, but rather
the fact that certain expectations were articulated through guidance rather than binding
rules. IOSCO’s revised 2025 recommendations continue to reflect a principles-based,
outcomes-focused framework and do not mandate fixed-interval stress testing,
standardized liquidity thresholds for all funds, or transaction-by-transaction pre-trade
liquidity assessments. Similarly, SEC Rule 22e-4 remains principles-based and does not
impose the type of prescriptive regime contemplated by the Proposed Amendments.

Imposing materially more prescriptive liquidity requirements in Canada than exist in other
major jurisdictions would have negative competitive implications. Canadian investors have

8 SN 81-333, page 1.
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ready access to U.S.-domiciled mutual funds and ETFs, which would continue to operate
under a comparatively less burdensome regulatory framework. As a result, Canadian
investment fund managers could face higher operating costs and reduced portfolio
management flexibility relative to foreign alternatives, potentially placing Canadian
products at a structural disadvantage without delivering commensurate investor protection
benefits.

Finally, should the Proposed Amendments and Companion Policy Changes proceed as
currently drafted, a significantly longer implementation period will be necessary. Many
investment fund managers will require substantially more than three months to design, test,
operationalize, and document the required liquidity risk management frameworks, and may
also need to enhance systems or hire additional personnel. An implementation period of
approximately 12-18 months would be more appropriate and would better support orderly,
effective, and compliant implementation.

CONCLUSION

PMAC appreciates the CSA’s consideration of our comments on the Proposed Amendments.
In our view, any changes to Canada’s liquidity risk management framework should be
proportionate, principles-based, and appropriately tailored to the structure, redemption
terms, and investor base of the relevant fund. In particular, we urge the CSA to avoid
imposing retail-oriented, prescriptive operational requirements on exempt pooled funds and
to preserve governance and operational flexibility consistent with international standards
and the Canadian market context.

If you have any questions, please contact Katie Walmsley (kwalmsley@pmac.org) or Victoria
Paris (vparis@pmac.org). We would be pleased to discuss our comments and
recommendations further.

Sincerely,

PORTFOLIO MANAGEMENT ASSOCIATION OF CANADA

"Katie Walmsley” "Geoff Grove”
Katie Walmsley Geoff Grove
President Co-Chair

Industry, Regulation & Tax Committee

Chief Compliance Officer and Head of
Compliance for Latin America, BlackRock
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PORTFOLIO MANAGEMENT ASSOCIATION DES GESTIONNAIRES
ASSOCIATION OF CANADA DE PORTEFEUILLE DU CANADA

VIA EMAIL
March 27, 2026
British Columbia Securities Commission
Alberta Securities Commission
Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission
Ontario Securities Commission
Autorité des marchés financiers
Financial and Consumer Services Commission of New Brunswick
Superintendent of Securities, Department of Justice and Public Safety, Prince Edward
Island
Nova Scotia Securities Commission
Office of the Superintendent of Securities, Service NL
Northwest Territories Office of the Superintendent of Securities
Office of the Yukon Superintendent of Securities
Nunavut Securities Office

Attention:
The Secretary Me Phillippe Lebel
Ontario Securities Commission  Corporate Secretary and
Executive Director, Legal Affairs
Autorité des marchés financiers
comments@osc.gov.on.ca consultation-en-cours@Iautorite.qc.ca

Re: CSA Notice and Request for Comment - Proposed Amendments to National
Instrument 81-102 Investment Funds; and Proposed Changes to Companion
Policy 81-102 Investment Funds; and Consultation Paper on Liquidity Risk
Management Tools, Liquidity Classification, and Regulatory Disclosure and Data -
PMAC Response (Part 2 of 2)

The Portfolio Management Association of Canada (PMAC) appreciates the opportunity to
submit the following comments on the Canadian Securities Administrators (CSA) Notice and
Request for Comment - Proposed Amendments to National Instrument 81-102 Investment
Funds and Proposed Changes to Companion Policy 81-102 Investment Funds (the
Proposed Amendments) and Consultation Paper on Liquidity Risk Management Tools,
Liquidity Classification, and Regulatory Disclosure and Data (the Consultation Paper, and
together with the Proposed Amendments, the Consultation).



Please note that PMAC is submitting two separate comment letters in response to the
Consultation. This letter addresses the Consultation Paper, while a separate letter, submitted
concurrently, addresses the Proposed Amendments.

PMAC represents over 330 investment management firms registered to do business in
Canada as portfolio managers (PMs) with the members of the CSA. Approximately 60% of
PMAC’s members are also registered as investment fund managers (IFMs). PMAC’s
members encompass both large and small firms managing total assets in excess of $4
trillion as fiduciaries for institutional and private client portfolios. PMAC members manage
both prospectus offered funds and exempt pooled funds distributed under prospectus
exemptions (exempt pooled funds).

PMAC’s mission statement is “advancing standards”. We are consistently supportive of
measures that elevate standards in the industry, enhance transparency, improve investor
protection, and benefit the capital markets as a whole.

Overview

We acknowledge that liquidity risk management (LRM) has become an area of increasing
global regulatory focus in recent years. In this context, we support the CSA’s decision to
consult on these important issues before proposing specific regulatory changes. A
consultative approach that considers international developments while carefully assessing
the Canadian market context is both appropriate and welcome.

In considering potential enhancements to Canada’s LRM framework, it is important to
recognize that the Canadian investment fund industry has functioned well through periods
of market stress and liquidity events affecting Canadian investment funds are extremely
rare. This experience suggests that the existing regulatory framework and industry practices
have effectively supported the management of liquidity risk.

Canada’s investment fund framework already incorporates several safeguards that address
liquidity risk. These include limits on illiquid assets under National Instrument 81-102
Investment Funds (NI 81-102), existing regulatory expectations for risk management
under National Instrument 31-103 Registration Requirements, Exemptions and Ongoing
Registrant Obligations (NI 31-103), and the fiduciary and statutory duties of IFMs to act
in the best interests of the funds they manage. Liquidity considerations are also addressed
at the distribution stage through the KYC, KYP and suitability obligations applicable to
dealers and advisers under NI 31-103, which require registrants to ensure that investment
recommendations, including investments in funds with less liquid strategies, are appropriate
for each investor’s circumstances. Together, these elements form a regulatory framework
that has generally functioned effectively through periods of market stress.

Against this backdrop, it is important that the CSA clearly articulate the regulatory
objectives that any new liquidity risk management measures are intended to achieve.
Additional requirements should be introduced only where they are expected to meaningfully
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improve regulatory oversight, investor protection, or market functioning beyond what is
already addressed by the current framework. Introducing more prescriptive requirements
without a clearly demonstrated policy need risks imposing additional operational burden on
firms while delivering limited market or investor benefit.

In this regard, we urge the CSA to also remain mindful of the competitive environment in
which Canadian investment funds operate. Canadian investors can readily access
investment products domiciled in other jurisdictions, particularly the United States. If
Canada were to adopt a significantly more prescriptive or operationally burdensome regime
than its international counterparts, Canadian funds could face higher costs and reduced
flexibility in portfolio management, potentially placing them at a competitive disadvantage
without corresponding benefits to investors or market stability.

Finally, it is important that liquidity considerations do not inadvertently assume an outsized
role in investment fund regulation beyond what is necessary to manage genuine risks. IFMs
are best positioned to assess the liquidity characteristics of their portfolios in light of each
fund’s investment strategy, redemption terms, and investor base. Regulatory frameworks
that are overly prescriptive risk constraining the professional judgment of managers and
may encourage unnecessarily conservative portfolio construction, potentially limiting
investment opportunities and reducing returns for investors.

KEY RECOMMENDATIONS

In light of the considerations outlined above and discussed in greater detail throughout this
submission, PMAC encourages the CSA to adopt a measured and principles-based approach
to liquidity risk management. In particular, if the proposals in the Consultation Paper are
pursued further, we recommend that the CSA:

1. Carve out investment funds that are not reporting issuers, money market
funds, and in-kind ETFs from the proposed LRM requirements.

2. Maintain a flexible, principles-based model that defers to the IFM’'s
expertise and fiduciary judgment. Specifically:

a. do not mandate the use of specific liquidity management tools
(LMTs) or prescribe a minimum number of LMTs;

b. avoid introducing prescriptive liquidity classification categories,
which may reduce adaptability and inadvertently constrain prudent
risk management practices; and

c. maintain the existing definition of “illiquid asset”.

3. Avoid additional Iliquidity disclosure requirements to regulatory
authorities or investors.



Executive summary

We provide the following summary of our key responses to the questions raised in the
Consultation Paper.

1. Permit a broader range of liquidity management tools. We support the CSA’'s
proposal to permit IFMs to access a broader range of LMTs, including those
contemplated in the Consultation Paper as well as additional tools that may assist
funds in managing liquidity during periods of market stress. In particular, we
recommend that the CSA permit the use of LMTs such as redemption gates, notice
periods, extensions of settlement periods, side pockets, and increased temporary
borrowing limits, as well as other mechanisms such as soft closures and streamlined
cross-sales in appropriate circumstances.

2. Do not mandate the use of specific liquidity management tools. We oppose
mandating the use of any specific LMTs or requiring funds to adopt a minimum
number or category of such tools. The appropriateness and operational feasibility of
particular tools will vary across funds depending on factors such as the investment
strategy, investor base, distribution channels, and portfolio composition. It is
important that IFMs retain the discretion to determine which tools are appropriate for
a particular fund, consistent with their fiduciary obligations and professional
judgment.

3. Do not prohibit the use of particular liquidity management tools.
We do not support prohibiting the use of any particular LMTs. IFMs are subject to
statutory and fiduciary duties to act in the best interests of the funds they manage,
and these obligations already require managers to exercise appropriate judgment in
selecting and applying LMTs.

4. Maintain the current “illiquid asset” definition, and reconsider the proposed
liquidity classification framework. We ask the CSA to reconsider the introduction
of the proposed liquidity classification framework. As currently contemplated, the
framework appears overly prescriptive and may create operational complexity
without clear regulatory benefit. Liquidity is inherently dynamic, and attempts to
classify assets according to rigid timelines, particularly where those timelines require
predictions about behaviour under stressed market conditions, may lead to subjective
classifications and unintended portfolio distortions.

Instead, we believe that the current NI 81-102 framework, including the definition of
“illiquid asset”, be maintained. If a classification framework is nevertheless pursued,
we recommend that the CSA consider aligning it more closely with the classification
framework implemented by the U.S. Securities and Exchange Commission (SEC) Rule
22e4.


https://www.law.cornell.edu/cfr/text/17/270.22e-4
https://www.law.cornell.edu/cfr/text/17/270.22e-4

5. Ensure that any new reporting requirements are clearly justified and tied to
defined regulatory objectives. Before introducing any new reporting
requirements, we urge the CSA to clearly articulate the regulatory objectives such
requirements are intended to achieve, along with how the additional reporting would
meaningfully contribute to improved regulatory outcomes. Regulators already receive
extensive information about investment fund portfolios and operations through
existing mechanisms, such as the OSC’s Investment Funds Survey (IFS) and the
continuous disclosure framework under National Instrument 81-106 Investment Fund
Continuous Disclosure (NI 81-106). Where additional data is required, we encourage
the CSA to consider whether existing reporting channels can be leveraged rather than
creating entirely new reporting obligations.

6. Avoid introducing additional investor-facing disclosure unless a clear
regulatory need is demonstrated. We ask the CSA to exercise caution before
introducing additional disclosure regarding portfolio liquidity characteristics. Liquidity
metrics can be complex and highly technical, and additional disclosure may risk
confusing investors or contributing to disclosure fatigue, without meaningfully
improving investor understanding or investment decision-making. Investors also
benefit from existing registrant obligations in NI 31-103, which require registrants to
consider liquidity-related factors as part of the suitability analysis. No additional
disclosure requirements are warranted unless a clear regulatory purpose and
demonstrable benefits to investors can be identified. Any additional disclosure should
be subject to behavioural analytics and testing.

7. Ensure that any new measures are appropriately scoped. If the CSA proceeds
with introducing additional LRM requirements, we recommend that certain types of
investment funds be excluded from the scope of those measures, including exempt
pooled funds, money market funds (MMFs), and exchange-traded funds (ETFs) that
process subscriptions and redemptions primarily in-kind. These structures operate
with redemption mechanics and liquidity characteristics that differ materially from
daily redeemable prospectus offered funds and therefore raise different liquidity
considerations. We recommend that any new framework be calibrated to reflect these
structural differences.

We now turn to our responses to the specific questions posed in the CSA’s Consultation
Paper.



CONSULTATION QUESTIONS

1. For investment funds that are reporting issuers, is there a need for the CSA to permit
the use of LMTs that are not already currently permitted? Please explain, and if
applicable, identify any specific LMTs that the CSA should permit the use of.

We support the CSA permitting a broader range of LMTs for investment funds that are
reporting issuers. Permitting a broader range of LMTs could provide IFMs with additional
tools to respond to stress events or unusual market conditions in a manner that protects
remaining investors and promotes fair treatment among unitholders. In particular, we are
supportive of permitting the following LMTs discussed in the Consultation Paper: redemption
gates, notice periods, extension of settlement periods, side pockets and increased
temporary borrowing limits.

Please also see our responses to questions 2, 5, 6, and 7.

2. For IFMs of investment funds that are reporting issuers, have there been past
situations in which one of your investment funds would have benefited from being
permitted to use an LMT that is not already currently permitted? If so, please explain,
including an explanation for why you did not apply for exemptive relief from the
applicable securities regulatory authority to use the LMT.

Firms do not generally contemplate seeking exemptive relief to use LMTs that are not
currently permitted under NI 81-102 largely because liquidity events are often sudden and
unpredictable, and seeking exemptive relief is generally not feasible within the timeframes
in which such tools would need to be deployed. In addition, IFMs have been able to
effectively manage liquidity events within the confines of the current NI 81-102 framework.

However, we believe that additional flexibility with respect to temporary borrowing could be
particularly helpful during stressed market conditions. Allowing investment funds to
temporarily borrow up to 10% of net asset value (NAV) for the purpose of meeting
redemption requests could provide an additional buffer during periods of stress and help
avoid forced sales of portfolio assets at depressed prices, which could otherwise dilute value
for remaining investors. It can also help prevent portfolio distortions that may arise when
managers are required to sell assets in order to meet redemption requests, which may
disrupt the fund’s intended asset allocation or investment strategy. When used prudently
and on a temporary basis, borrowing can therefore serve as a stabilizing LMT.

We note that the CSA recognized the usefulness of this tool during the COVID-19 market
disruption, when temporary relief was granted permitting mutual funds investing in fixed
income securities to increase their borrowing capacity from five to 10% in order to meet
redemption requests and avoid disorderly sales of portfolio assets. However, that relief was
limited to funds with fixed income exposure.



In addition, exemptive relief has been granted in specific cases permitting flexibility on a
longer-term basis, subject to appropriate conditions and safeguards.! A more standardized
framework permitting greater temporary borrowing across funds could promote consistency,
reduce reliance on firm-specific exemptive relief, and provide IFMs with a practical tool to
manage liquidity stress in future market events.

3. Are there any LMTs that the CSA should not permit to be used by investment funds
that are reporting issuers? If so, please identify the specific LMTs and explain.

In our view, the CSA should not prohibit the use of any particular LMTs for investment funds
that are reporting issuers. While not all tools will be suitable or operationally feasible for all
funds (see our response to question 4 below), it is important for IFMs to maintain the
discretion to determine which tools are appropriate for a particular fund based on factors
such as the fund’s investment strategy, investor base, distribution channels and operational
capabilities.

IFMs are also subject to statutory and fiduciary duties to act in the best interests of the
funds they manage, which supports the responsible and appropriate selection and use of
LMTs.

4. Should the CSA be requiring investment funds that are reporting issuers to adopt
LMTs, including by requiring that such investment funds adopt a minimum number of
LMTs or for example, a minimum number of price-based LMTs? Please explain, and if
applicable, identify any specific LMTs that the CSA should require investment funds
that are reporting issuers to adopt.

We disagree with any requirement for investment funds that are reporting issuers to adopt
LMTs, nor should a minimum number or a minimum category of LMTs (such as price-based
LMTs) be mandated.

As noted above, liquidity events involving Canadian reporting issuer funds have historically
been rare. This experience suggests that the current regulatory framework and industry
practices have been effective in managing liquidity risk. In our view, this does not support
the need for mandatory adoption of a minimum number of tools or particular LMTs, which
may not be appropriate or operationally feasible for all funds.

In addition, we note that certain LMTs may present operational or infrastructure challenges
for some funds. For example, implementing dual pricing (separate NAVs for subscriptions
and redemptions) may be difficult in practice given the current operational structure of the
Canadian fund distribution ecosystem, including the widespread use of platforms such as
Fundserv, which only allows a single NAV. In addition, implementing and maintaining dual

! See, for example, the decision involving AGF Investments Inc. et al., which permits certain mutual funds to
exceed the standard borrowing limits in NI 81-102, subject to conditions and safeguards.



https://www.osc.ca/en/securities-law/orders-rulings-decisions/agf-investments-inc-et-al-10

pricing would require potentially significant system changes, operational complexity and
costs across fund managers, service providers and distribution platforms.

Similarly, redemptions in kind may not be operationally feasible for funds that are
distributed through Fundserv, which does not support in-kind settlement. In addition, where
investors access such funds through mutual fund dealers that are restricted to dealing in
mutual funds, there may be regulatory challenges, as those dealers may not be permitted
to advise clients on the disposition of securities received through an in-kind redemption.

Certain tools such as side pockets may also be difficult to implement in the context of
prospectus offered mutual funds that operate with daily pricing and fungible units, as this
would require operational capabilities to track different entitlements among investors within
the same fund.

Accordingly, it is important for IFMs to maintain flexibility in determining which LMTs are
appropriate and operationally feasible for a particular fund, consistent with their fiduciary
obligations and knowledge of the fund’s strategy, investor base, distribution channels and
operational capabilities. A prescriptive requirement to adopt specific LMTs or a minimum
number of LMTs would risk imposing tools that are unnecessary, ineffective, or potentially
inappropriate for certain funds.

We recommend a flexible framework that permits, but does not require, the use of LMTs.
Optionality allows IFMs to select and calibrate LMTs that are proportionate, effective, and
aligned with the fund’s liquidity profile, investor base, and operational capabilities while
preserving adaptability in LRM practices.

5. Should the CSA expand the circumstances in which an investment fund that is a
reporting issuer can suspend redemption rights without regulatory approval beyond
the circumstances set out in subsection 10.6(1) of NI 81- 102? If so, please explain
and identify the circumstances.

We are not aware of any situation in the Canadian market where a suspension of
redemptions by a reporting issuer investment fund has been widely required. Such
circumstances would be expected to arise only in rare and exceptional situations where
extraordinary market conditions exist and reliable valuation of a material portion of a fund’s
portfolio is not reasonably available.

Expanding the circumstances in which a reporting issuer investment fund may suspend
redemption rights without prior regulatory approval should therefore be limited to extreme
situations, where a market-wide event materially impacts a fund or group of funds such that
reliable valuation cannot reasonably be determined.

In particular, suspension should be permitted where extraordinary market conditions result
in the unavailability or unreliability of valuation sources for a material portion of a fund’s
portfolio, including circumstances involving widespread market closures, severe market
dislocations, or disruptions to pricing or settlement infrastructure. In such situations,
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requiring the IFM to continue to process redemptions could result in materially inaccurate
NAV determinations and unfair treatment of redeeming and remaining investors.

Providing limited, clearly defined additional flexibility for such exceptional circumstances
would better enable IFMs to act in the best interests of investors, preserve equitable
treatment, and support market integrity, while avoiding unnecessary delays associated with
seeking regulatory approval during periods of acute market stress.

6. Should the CSA increase the temporary borrowing limit beyond what is currently
permitted under section 2.6 of NI 81-1027? If so, please explain and identify any
potential parameters around the increased temporary borrowing limit.

We support the proposal to increase the temporary borrowing limit in section 2.6 of NI
81-102 to up to 10% of a fund’s net asset value, consistent with the existing limit on illiquid
investments. Of the LMTs discussed in the Consultation Paper, we believe that this tool is
the most likely to be used by IFMs that are reporting issuers.

Aligning the temporary borrowing limit with the 10% illiquid investment limit would provide
a coherent and internally consistent liquidity framework. In particular, where a fund holds
up to the permitted level of illiquid investments, an equivalent borrowing capacity would
allow the fund to meet redemption requests without being forced to sell illiquid assets at
distressed prices or suspend redemptions. Allowing funds to temporarily borrow in these
circumstances can also help prevent portfolio distortions that may arise when managers are
required to sell more liquid assets in order to meet redemption requests, which may disrupt
the fund’s intended asset allocation or investment strategy and dilute value for remaining
investors.

An increased temporary borrowing limit would enhance a fund’s ability to manage
short-term liquidity pressures arising from redemption activity or market stress, while
remaining appropriately constrained and consistent with the fund’s overall risk profile.

As noted in our response to Question 2, temporary relief has previously been granted to
permit increased borrowing capacity in stressed market conditions, and exemptive relief
has also been granted in certain cases permitting similar flexibility on a longer-term basis,
subject to conditions and safeguards. Codifying a 10% borrowing limit, or granting blanket
relief, would promote consistency, reduce reliance on case-by-case exemptive relief, and
maintain an appropriate level of regulatory oversight.

7. For investment funds that are reporting issuers, are there any LMTs that are not
discussed in this Consultation Paper that the CSA should consider permitting or
requiring the use of? Please explain.

In addition to the LMTs discussed above, it may be beneficial to consider a limited form of
a LMT that would permit a related party, in exceptional circumstances, to purchase assets
from an investment fund at a cross-fair value (a “cross-sale”), subject to appropriate
conditions and safeguards.



We note that transactions of this nature may be permitted under existing frameworks,
including with independent review committee approval and in accordance with applicable
related-party transaction requirements. In our view, the CSA could consider whether
additional clarity or guidance regarding the use of such transactions in stressed market
conditions would be helpful, including through the establishment of defined parameters
under which they may be used.?

This type of LMT may be particularly effective where otherwise high-quality securities
become temporarily illiquid due to market-wide disruptions, valuation uncertainty, or the
absence of active trading, and where a related-party entity with appropriate capital and risk
appetite is able to acquire the assets at fair value. Allowing such transactions, with
appropriate safeguards, can help stabilize the fund, protect remaining investors, and avoid
forced sales at distressed prices.

In addition, investment funds benefit from the use of “soft closures” as a tool. Soft closures
enable an IFM to temporarily restrict new subscriptions (aside from pre-authorized
contributions) into a fund while continuing to permit redemptions. This tool can help IFMs
manage fund capacity and protect existing investors in circumstances where continued
inflows could strain the liquidity profile of the portfolio or impair the effective execution of
the fund’s investment strategy.

8. Are there any types of investment funds that are reporting issuers that should: (a)
be carved out of any requirements relating to LMTs; (b) be subject to different
requirements relating to LMTs; or (c) not be permitted to use any specific LMTs?
Please explain.

In our view, the CSA should not mandate any particular LMT for any fund, and swing pricing,
in particular, should not be mandated for MMFs or in-kind ETFs. The operational framework
for swing pricing is very expensive to implement, and there would not be a corresponding
benefit to investors. For in-kind ETFs, retail investors transact in the secondary market at
NAV, and there is a built-in pricing mechanism. For MMFs, which typically transact at a stable
NAV, the underlying assets are generally highly liquid and structured to preserve capital and
price stability. In this context, swing pricing would be operationally challenging to implement
and may undermine the simplicity and predictability that are core features of these
products, without delivering meaningful additional benefits to investors. The SEC attempted
to mandate the use of swing pricing for these funds, but ultimately did not adopt
amendments pertaining to swing pricing.? Please also see our response to question 4
regarding operational challenges or infrastructure challenges that firms may face in
implementing certain LMTs.

2 See, for example, the decision involving Chou Associates Management Inc. and Chou Associates Fund, which
permitted certain cross trades between related parties subject to conditions and safeguards.
3 Securities and Exchange Commission, Release No. IC-35308, at p. 13
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9. Do you agree with the four classification categories? If not, please explain.

It is not entirely clear what regulatory objective the proposed liquidity classification
framework is intended to achieve. If the purpose is regulatory monitoring or reporting, the
CSA already receives extensive portfolio-level information through existing reporting
mechanisms such as the OSC Investment Fund Survey (IFS). If the intent is to influence
portfolio construction or impose additional liquidity constraints, we believe the existing
framework in NI 81-102, including limits on illiquid assets and the availability of LMTs,
already provides an appropriate safeguard. In either case, the additional complexity and
operational burden associated with the proposed classification system may outweigh any
perceived benefits.

Even if limited to investment funds that are reporting issuers, we do not agree with the
proposed liquidity classification categories. The framework is overly prescriptive and does
not provide IFMs with sufficient flexibility to assess liquidity in light of the specific
characteristics of a fund’s portfolio, strategy and investor base.

Liquidity is inherently dynamic and can change rapidly depending on market conditions,
trading activity, and market depth. Attempting to assign static liquidity “buckets” to
individual holdings therefore risks producing classifications that are speculative, subjective,
and potentially misleading. In practice, determining the time required to liquidate publicly
traded securities depends on factors such as position size, market conditions, trading
volume, and execution strategy, and may vary significantly even for the same security over
time.

The proposed framework also raises practical challenges because it ties the liquidity
classification directly to the price used in calculating the NAV. The requirement that an asset
be capable of disposition within a specified period at a price that approximately aligns with
the NAV valuation is problematic. Differences between the last NAV and the ultimate sale
price are to be expected due to normal market fluctuations. Requiring close alignment
between these prices could result in many assets being classified as illiquid even though
they are regularly traded under normal market conditions.

These challenges are further exacerbated for funds that do not calculate NAV on a daily
basis, which is common for many exempt pooled funds. In such cases, NAV may not reflect
current market conditions at the time of disposition, making any requirement to align
disposal price with NAV inherently unreliable and potentially misleading. This further
supports excluding such funds from the proposed framework.

This approach may also create tension with the valuation framework under IFRS 13. IFRS
13 is based on the principle that fair value represents the price that would be received to
sell an asset in an orderly transaction at the measurement date. While NI 81-106 establishes
disclosure requirements rather than prescribing detailed valuation methodologies, it
requires investment funds to prepare their financial statements in accordance with IFRS,
which in turn governs the measurement of investments, including fair value. Introducing
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liquidity classifications that depend on hypothetical short-term liquidation prices may
therefore create inconsistencies with existing valuation practices.

In addition, the proposed categories do not appear to align with the information collected
through the IFS. The IFS currently provides regulators with detailed information about the
time required to liquidate portfolio holdings, which for most publicly traded securities is
typically within one business day. Given that regulators already receive this information, the
introduction of a separate liquidity classification framework would be superfluous and
unnecessary.

The proposed classification framework could also have unintended market consequences.
Canada’s public markets include a relatively high proportion of small and mid-capitalization
issuers. If these securities are systematically classified as illiquid under the proposed
framework, this could discourage funds from investing in them, potentially reducing market
depth and limiting access to capital for Canadian companies.

More broadly, rigid liquidity classifications may influence portfolio construction in ways that
are unrelated to sound investment management. Funds may feel pressure to maintain larger
allocations to assets that fall within the most liquid categories in order to ensure compliance
with classification thresholds or monitoring expectations. This could reduce portfolio
diversification, limit exposure to certain asset classes, and impair funds’ ability to achieve
their stated investment objectives and strategies.

There is also a risk that the proposed framework could incentivize disorderly liquidation. If
funds are required to demonstrate that positions can be liquidated within extremely short
timeframes, this could encourage IFMs to model or execute sales in a manner resembling
fire-sale conditions. Such behaviour could amplify market stress rather than mitigate it,
which would be inconsistent with the objectives of effective liquidity risk management.

The framework may also conflict with common market practices, including securities-lending
programs which are permitted under NI 81-102. Securities lending arrangements commonly
involve 30- to 60-day lock-up periods. A requirement that securities be capable of being
returned within five days in order to be classified as liquid could therefore impair the ability
of funds to participate in these programs.

In our view, liquidity risk is more effectively managed through the availability of appropriate
LMTs and the exercise of professional judgment by IFMs, rather than through rigid
classification in prescriptive liquidity buckets. A principles-based framework that allows
managers to assess and manage liquidity in light of a fund’s strategy, investor base and
market conditions is more likely to support orderly portfolio management and better
investor outcomes.

We also note that the European Securities and Markets Authority (ESMA) Guidelines do not
prescribe a standardized classification framework comparable to the proposed approach. If
a classification framework is nevertheless introduced, our recommendation would be to have
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these align with the SEC’s rule 22e-4 classification model. It is not clear to us why the
Consultation Paper diverges from the SEC Rule classifications.

10.Do you agree with including the settlement period in the timeline set out in each of
the four classification categories? If not, please explain.

We disagree with including the settlement period in the timelines set out in the four
classification categories.

Liquidity should focus on the length of time required to exit a position in an orderly manner,
taking into account market conditions, trading volumes, and the size of the position being
sold. Settlement periods are a post-trade operational consideration and do not necessarily
reflect the true liquidity of a security. Moreover, settlement cycles can change over time due
to regulatory reforms or market infrastructure developments and are also different
internationally, which makes them an unstable and inappropriate basis for liquidity
classification.

Please also refer to our response to question 9, including the reference that the classification
categories may be in conflict with IFRS. If the settlement timeline is set out in categories,
we recommend that these align with the SEC Rule’s classification model.

11.Should any of the four classification categories be revised to distinguish between the
timeline required to readily dispose of and settle an asset during normal market
conditions and the timeline required to do so during stressed market conditions? If
so, please explain the distinction that should be made.

We do not support the proposal to distinguish between the timeline required to dispose of
assets under normal market conditions and under stressed market conditions within the
classification framework.

Liquidity is inherently dynamic and can change rapidly depending on market conditions and
trading activity. Attempting to predict in advance how assets may trade under hypothetical
stressed conditions introduces significant uncertainty and subjectivity. In addition, the
Consultation Paper does not clearly define what would constitute “stressed market
conditions,” which further complicates the practical application of such a framework and
limits its usefulness as a supervisory tool.

As noted in our response to Question 9, it is not entirely clear what regulatory objective the
proposed classification framework is intended to achieve. Introducing additional distinctions
within that framework, such as separate timelines for normal and stressed market
conditions, would further increase complexity without a clearly articulated supervisory
benefit.

If a classification framework were nevertheless introduced, we recommend that it be aligned
with the SEC’s classification model.
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12.Do you agree with the potential change to the definition of illiquid asset? If not, please
explain.

We do not agree with the potential change to the definition of “illiquid asset.” We are
concerned that the new definition would have significant negative consequences for the
capital markets. As discussed above, we consider the proposed classification framework to
be problematic, and we recommend retaining the existing definition. The proposed approach
would result in a significantly larger number of securities being classified as illiquid, even
where this may not reflect their true market liquidity.

Prospectus offered funds are already subject to a 10% limit on illiquid assets, and expanding
the scope of what is treated as illiquid would create unnecessary constraints on portfolio
construction, and could impair investment strategies, particularly in markets with a high
proportion of small and mid-cap issuers.

For example, the liquidity of a given security may depend on the fund’s holdings in that
security; it would take longer to dispose of a greater quantity of a security. Investment
funds more typically look at how much of the security they own, and how many days it
would take to liquidate a portion of that position in an orderly manner, having regard to
typical market trading volumes and without materially impacting the market price. A fund
may be required to accept a lower price to sell enough of the security to meet redemption
demands, but would seek to avoid forced sales at distressed or fire-sale prices.

Though a security may be thinly traded, this is not a test of true liquidity. The proposed
definition is risky for the capital markets; many Canadian securities are thinly traded, and
a prescriptive definition would unnecessarily trigger the liquidity restriction in NI 81-102. It
is not possible to align all of the proposed requirements without impacting various issuers.
For example, thinly traded securities are purchased without the expectation that they would
be included in pro rata redemptions. It is not as simple as labeling each security and
performing a pro rata distribution, particularly in an actively managed fund, where PMs
actively determine which assets to sell in order to meet redemptions, taking into account
liquidity, market conditions and portfolio construction considerations, rather than selling
holdings on a pro rata basis.

This is different for fixed income securities, where the ability to dispose of the security is
more dependent on the price.

A principles-based approach that allows the IFM to manage the fund’s liquidity in accordance
with market conditions is preferable. It allows the IFM to adhere to the liquidity restriction
in NI 81-102 without impacting thinly traded issuers. We believe the current definition is
working well; the Consultation Paper does not indicate any evidence of a problem that would
justify making this change.
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13.Are there other aspects of the current definition of illiquid asset that should be
revised? If so, please explain.

As noted above, we recommend that the CSA maintain the current definition of “illiquid
asset”.

14.Do you agree that IFMs should be permitted to use a classification method that groups
together portfolio assets that have similar characteristics? If not, please explain.

As noted above, it is unclear why the CSA would implement another classification system
and we question how the reported information would be used. This additional layer of
classification would result in significant added burden to the IFM.

If the CSA were to proceed with a classification framework, IFMs should be permitted to use
a classification method that groups together portfolio assets with similar characteristics. The
SEC permits funds to classify the liquidity of portfolio investments according to asst class,
instead of on an investment-by-investment basis.

15.Do you agree that the CSA should not prescribe the liquidity classification category
of specific asset classes or asset types as part of the classification framework and
should leave such classification to the IFM?

We are not supportive of the liquidity classification proposal. However, if the CSA proceeds
with implementing the liquidity classification framework, we agree that IFMs should be
permitted to determine the appropriate liquidity classification category for specific asset
classes or asset types. IFMs are best positioned to apply their professional judgment based
on the characteristics of the security, prevailing market conditions, and portfolio-specific
considerations.

We also note that the factors referenced in the proposal are already considered by many
IFMs as part of their existing LRM practices. However, these assessments are conducted
outside of a rigid and prescriptive classification framework. While we support allowing IFMs
to make these determinations, we do not support embedding these considerations within a
mandatory and prescriptive system that would limit IFM discretion and impose significant
operational burden, without corresponding benefit to investors.

We believe it would be duplicative and burdensome for the fund to classify each investment
within the portfolio and then re-classify the assets by asset class or asset type, and we do
not see the utility in imposing multiple classification systems. Funds would need to develop
technology solutions for this classification, or would have to do it manually. It is not clear
how the information would be used by the regulators.
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16.Do you agree with the examples of factors included above? If not, please explain why
you disagree, and if there are other factors that should be included as examples,
please indicate.

We believe the factors described in the proposal are generally sufficient and align with the
considerations IFMs already consider as part of their existing LRM processes. However, as
noted throughout our responses, we disagree with the application of these factors within
the proposed liquidity classification categories. The rigidity of the framework does not
appropriately reflect how these factors interact in practice, nor does it provide IFMs the
flexibility needed to apply their professional judgment in a principles-based manner. The
SEC requirements adopted “a principles-based approach for funds to take into account
relevant trading, and investment-specific considerations in classifying its portfolio
investments” rather than mandating consideration of specific factors.* If the framework is
adopted, we recommend that the CSA follow a similar principles-based approach.

17.If the classification framework requires that the IFM take into account the reasonably
anticipated trade size for a portfolio asset in classifying the portfolio asset, should the
framework require that the entire holding of that portfolio asset be classified into a
single liquidity classification category, or should it allow for different portions of that
portfolio asset to be classified into multiple liquidity classification categories?

While we do not support the introduction of a liquidity classification framework (as discussed
above), if such a framework were to be adopted, we would recommend that the CSA permit
a single liquidity classification for each portfolio asset based on the reasonably anticipated
trade size, rather than requiring different portions of the same position to be classified into
multiple liquidity categories.

We recognize that liquidity conditions are inherently dynamic. A fund may hold a relatively
large position but anticipate trading only moderately-sized blocks of the position in the
ordinary course, which may not materially affect market liquidity. However, if market depth
decreases, the anticipated trading may have a greater impact on liquidity, and a downward
adjustment to the liquidity classification may be necessary. If that adjustment were applied
to the entire position, the fund could unexpectedly exceed the illiquid investment limit even
though the PM does not anticipate liquidating the entire holding.

On the other hand, requiring IFMs to classify different portions of the same portfolio asset
into multiple liquidity categories would also introduce significant operational complexity. In
practice, such a requirement would require substantial algorithmic modeling, complex
quantitative analytics, and continual recalibration as market conditions evolve. For many
IFMs, this would likely require the establishment of a dedicated liquidity analytics team and
systems, adding significant operational burden without clear supervisory benefit.

4 Investment Company Liquidity Risk Management Programs, Investment Company Act Rel. No. 32315 (Oct.
13, 2016 as amended by Release No. IC-33142)at p. 102
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For these reasons, if the CSA were to adopt a liquidity classification framework, we would
recommend permitting IFMs to classify the entire holding based on the reasonably
anticipated trade size that the PM would expect to transact under current market conditions.
This approach would also be consistent with the framework adopted by the SEC under Rule
22e-4.

18.Do you agree with a minimum monthly frequency for the requirement to review the
liquidity classification of each of the fund’s investments? If not, please explain.

We do not agree with a minimum monthly requirement to review the liquidity classification
of each of the fund’s investments. A monthly review would introduce a significant
operational burden with limited additional risk-management value. Liquidity risk is more
often driven by market-wide events rather than routine month-to-month fluctuations in
asset-specific liquidity profiles. As the investment objectives of a fund typically do not
change, the normal course of buying and selling should not impact the fund’s overall liquidity
profile, as most funds do not experience sufficiently high portfolio turnover within a
one-month period to materially alter their liquidity classification.

IFMs should be aware of changes in portfolio liquidity — while some funds do the review on
a daily basis, others would require a much less frequent review, and for certain exempt
pooled funds, such a review would be unnecessary. Typically the liquidity profile does not
change quarterly. The fund should be managed and invested in accordance with its
objectives. We therefore propose a principles-based approach where the liquidity
classification review be conducted as deemed necessary by the IFM, supplemented by
event-driven reviews where material changes warrant earlier assessment.

19.Are there any types of investment funds that should be carved out of the liquidity
classification framework or be subject to different liquidity classification
requirements? Please explain.

As noted above, we do not support the introduction of a liquidity classification framework.
However, if the CSA were to proceed with such a framework, certain categories of funds
should be carved out or subject to different requirements.

In particular, exempt pooled funds, MMFs and in-kind ETFs should be carved out of any
requirements. For exempt pooled funds, the proposed classification framework would have
limited practical relevance particularly for funds that hold private securities. These funds
typically operate under customized redemption terms that reflect the liquidity characteristics
of their underlying investments and the expectations of their investor base. Investors in
these funds are generally sophisticated and invest with an understanding of the liquidity
profile of the strategy. As a result, imposing a standardized liquidity classification framework
designed primarily for prospectus offered, daily redeemable funds would add operational
complexity without meaningfully improving investor protection.
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MMFs also warrant separate treatment. These funds invest predominantly in highly liquid,
short-term instruments and already operate within a well-established regulatory framework
under NI 81-102 that is specifically designed to maintain high levels of liquidity and stability.
Applying an additional portfolio liquidity classification framework would therefore provide
limited incremental value.

Similarly, ETFs that primarily process subscriptions and redemptions in-kind do not face the
same liquidity management dynamics as traditional prospectus offered mutual funds that
meet redemptions in cash. Because primary market transactions occur through in-kind
exchanges with authorized participants, redemption activity does not generally require the
fund to sell portfolio securities to generate cash. As a result, the risks that a liquidity
classification framework is intended to address are less relevant in this context.

For these reasons, if a liquidity classification framework were introduced, it should at a
minimum exclude these categories of funds.?

20.Should liquidity profile information be disclosed in the Proposed Fund Report? Please
explain and if applicable, identify the liquidity-related information that should be
included in the Proposed Fund Report and the format in which it should be disclosed.

As noted in our response to the 2025 CSA consultation on the continuous disclosure regime,®

[w]e do not support the proposed Liquidity disclosure due to (i) the additional burden
it would impose on issuers, as the requirement extends to each fund; and (ii) we do
not believe this information will be useful to investors. Most of our members already
adhere to the guidance provided in CSA Staff Notice 81-333 Guidance on Effective
Liquidity Risk Management for Investment Funds (SN 81-333). While liquidity risk
data is required to be reported in the annual OSC Investment Funds Survey, and
would therefore be available to IFMs, we do not believe that this data would be
meaningful to investors. Given that not all funds may have the same liquidity
schedule and where many funds can be easily liquidated, this disclosure requirement
would not provide any additional value to investors. For example, for many funds,
the assets of that fund can be disposed of in the market within a few days without
creating a liquidity risk. Whereas such funds may hold illiquid assets, the funds are
sufficiently diversified that it would not prohibit the funds from meeting unitholder
redemption needs. Additionally, liquidity disclosure should be based on qualitative

5 Although we have not specifically recommended that all ETFs or ETF series should be exempted, we
encourage the CSA to consider the reasoning set out in the submissions of the Securities and Investment
Management Association (SIMA) and the Canadian ETF Association (CETFA). We believe their reasoning
supports a flexible and principles-based approach to liquidity risk management for different types of
prospectus offered funds.

6 CSA Notice and Request for Comment - Proposed Amendments to National Instrument 81-101 Mutual Fund
Prospectus Disclosure, National Instrument 81-102 Investment Funds, National Instrument 81-106
Investment Fund Continuous Disclosure, National Instrument 81-107 Independent Review Committee for
Investment Funds, and Related Proposed Consequential Amendments and Changes, Modernization of the
Continuous Disclosure Regime for Investment Funds
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factors to be provided on an as needed basis. For investors to understand the
meaning of this data, a detailed explanation and context would need to be provided.
The prospectus notes that funds are redeemable on demand, and that redemptions
may only be suspended with securities regulatory approval. In addition, the data
provided in the Fund Report would be at a point in time, which may not be reflective
of the fund’s actual liquidity risk.

Including detailed liquidity profile disclosures risks confusing or alarming investors and may
overemphasize this risk relative to others; furthermore, highlighting liquidity profile data in
the Fund Report risks drawing disproportionate attention to a single risk dimension instead
of other risks, such as market, currency, or credit risk. In addition, the liquidity classification
categories proposed for disclosure are different from the liquidity classification requirements
in the liquidity classification framework, which would generate additional and unnecessary
work for IFMs and potentially create confusion.

Investors are protected through the existing registrant regulatory framework under NI 31-
103. Registrants are required to consider liquidity-related factors as part of their suitability
obligations, including whether an investment is appropriate in light of a client’s
circumstances and investment time horizon. In our view, these existing safeguards further
reduce the need for additional highly technical liquidity disclosures. Any new requirements
should be subject to behavioural analysis and testing.

21.If the CSA permits or requires the use of LMTs that are not already currently permitted
or required, should the CSA require that all information about LMTs be disclosed in a
new, separate section of the prospectus relating to LMTs or in an existing section of
the prospectus, such as the “Purchases, Switches and Redemptions” section of the
simplified prospectus? Please explain.

We do not support any mandatory use of LMTs, and also do not support requiring additional
disclosure.

We are of the view that the IFM is in the best position to determine whether disclosure is
required. Any additional disclosure would significantly add to the length of the documents,
and would be an additional cost and resource commitment for the IFM. Adding to disclosure
documents contributes to investor information fatigue and confusion.

More broadly, before introducing additional disclosure requirements, it is important for the
CSA to clearly articulate the regulatory objectives that such disclosure is intended to achieve
and how it would meaningfully improve investor understanding or market outcomes. Any
increased disclosure should be subject to a thorough cost/benefit and behavioural analysis.

22.Is there any other liquidity-related information that should be disclosed in the
prospectus, fund facts or ETF facts? Please explain.

We do not believe that additional liquidity-related information should be disclosed in the
prospectus, Fund Facts, or ETF Facts. In our view, this information would be confusing and
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concerning to investors, who understand that the fund is redeemable on demand. There is
no evidence of a liquidity problem in the Canadian market that should be of concern to
investors. We do not believe this disclosure is relevant to an investor’s decision-making and
should not be required to be disclosed in the Fund Facts/ETF Facts. Currently, information
regarding suspension of redemptions is not included in these documents.

Existing regulatory requirements already ensure that liquidity risk is appropriately managed
and addressed through internal LRM frameworks, and further disclosure in such documents
would not provide meaningful additional benefit. Adding additional disclosure requirements
represents a significant burden for IFMs.

23.Do you agree with requiring that investment funds disclose on a confidential basis to
the applicable securities regulatory authority the liquidity classification category of
each investment held by the fund? Please explain.

We question the need for additional disclosure to regulatory authorities and request that
the CSA advise how the information would be used. A quarterly reporting requirement would
be far too frequent and would result in a tremendous amount of data being repeated,
requiring additional regulatory resources to process. This additional data would not help to
prevent a liquidity event in the market. As noted above, we are concerned that the proposed
classification may inadvertently create a liquidity event.

Securities regulators already receive extensive portfolio-level information through existing
regulatory frameworks, including via the continuous disclosure regime and the IFS; adding
a separate liquidity-classification submission would be burdensome and unnecessary. The
IFS provides details about the time taken for liquidation of underlying portfolio holdings,
which is generally within 1 business day for most funds that trade in public securities. This
should provide a sufficient basis for the CSA to determine the existing liquidity of underlying
portfolio holdings, and whether there is a liquidity risk in the market.

In addition, the CSA has the ability to request additional information from IFMs at any time,
if needed. As a result, a blanket reporting requirement for liquidity classifications across all
funds is not necessary.

Implementing quarterly or more frequent liquidity-classification reporting would require
significant operational resources for IFMs, without providing commensurate regulatory or
investor benefit. It would be helpful for the CSA to clearly articulate the supervisory
objectives that any additional reporting is intended to achieve, and how the proposed
liquidity classification data would provide insights that are not already available through
existing regulatory reporting and disclosure mechanisms.

24.1f the answer to question 23 is yes, do you agree with a quarterly reporting
frequency? Please explain.

N/A
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25.1s there any other liquidity profile-related information that the CSA should require
investment funds to report to securities regulatory authorities on a confidential and
periodic basis? Please explain.

We are aware that other jurisdictions require periodic reporting, but do not believe that
additional reporting is required in the Canadian context. Securities regulators already
receive extensive portfolio-level information through existing regulatory frameworks,
including the continuous disclosure regime and other regulatory data collections. It is
therefore not clear what additional supervisory insights would be gained through further
liquidity profile reporting.

If any reporting is to be required, it should be principles-based, subject to a materiality
threshold, and left to the IFM’s business judgment. Before introducing new reporting
requirements, it would be helpful for the CSA to clearly articulate the regulatory objectives
that such reporting is intended to support and how it would provide information that is not
already available through existing mechanisms.

26.Should investment funds be required to publicly disclose the liquidity classification
category of each investment held by the fund and if so, what would be the appropriate
frequency and timing of such disclosure? Please explain.

We do not believe this information should be made public. Public disclosure of liquidity
categories could create unnecessary concern or misinterpretation, without improving
investor decision-making. Accordingly, we do not think this should be a public disclosure
requirement, nor do we see a need to establish any frequency or timing for such reporting.

Public disclosure requirements represent a significant burden for IFMs. There could also be
differences between methodologies, such that the information would differ depending on
the fund. In our view, investors do not require this granular information regarding the
individual holdings in the fund as they are managed by PMs.

27.Should investment funds that are not reporting issuers be subject to this periodic
reporting requirement? Please explain.

As discussed above, we do not believe that the proposed periodic liquidity reporting
requirements should apply to investment funds generally. We question the regulatory need
for such reporting and do not understand how the proposed information would materially
enhance regulatory oversight beyond what is already available through existing regulatory
reporting and supervisory mechanisms.

If the CSA were to introduce such a reporting requirement, it should not apply to investment
funds that are not reporting issuers. Exempt pooled funds operate in a fundamentally
different context from prospectus offered investment funds. Their liquidity terms are
typically tailored to the investment objectives, investment strategy and the expectations of
their investor base. Investors are generally accredited, permitted, or institutional investors
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who are capable of understanding the liquidity characteristics and risks associated with their
investments.

Liquidity risks are already disclosed in offering documents, and investors in these funds
frequently receive customized reporting based on their individual requirements. These funds
are generally not structured to offer daily liquidity in the same manner as prospectus offered
funds, and their liquidity management practices therefore differ significantly.

In addition, exempt pooled funds are already captured through existing regulatory data
collections, including the IFS. Requiring a separate liquidity reporting regime would be
unnecessary and would impose additional compliance burdens on IFMs without a
commensurate investor protection benefit.

28.Do you agree with requiring that investment funds promptly report to the applicable
securities regulatory authority when the above liquidity-related events occur? Please
explain.

We do not agree with imposing an additional prompt-reporting requirement for these
liquidity-related events. In our view, the existing material change framework is sufficient to
cover liquidity risk. Any extenuating circumstances would be communicated to the
regulatory authorities and investors under the current regime.

« Redemption requests above a certain threshold:

Every fund has a different redemption pattern and a different threshold at which
redemption activity becomes meaningful. Imposing a standardized reporting trigger
would be impractical and could result in excessive, low-value reporting. In addition,
when a fund is terminated, there is already extensive disclosure and regulatory
communication, making an additional reporting requirement redundant.

o Breaches of the illiquid asset restriction under NI 81-102:

Breaches of the illiquid asset limit are already required to be reported to the fund’s
board of directors, which provides appropriate oversight. This existing governance
mechanism is sufficient, and duplicative reporting to regulators would not add
meaningful value.

e Suspension of redemptions:

A prospectus offered fund cannot suspend redemptions without prior regulatory
approval. As a result, regulatory authorities would already be aware of any such
event through the approval process itself, making an additional prompt-reporting
requirement unnecessary.
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« Borrowing cash or providing security interests as a temporary measure to
meet redemptions:

NI 81-102 permits funds to borrow up to 5% of NAV on a temporary basis to
facilitate orderly redemption activity. We do not believe any additional reporting to
regulatory authorities is needed.

For these reasons, we do not view a new prompt-reporting requirement as necessary or
proportionate. Existing regulatory, governance, and approval mechanisms already ensure
appropriate oversight of these events. There is no evidence of a problem in the Canadian
market that would justify this additional reporting. We request that the CSA advise how
this information would be used.

29.Are there any other liquidity-related events for which the CSA should require prompt
reporting to the applicable securities regulatory authority? Please explain.

We do not believe any additional reporting to be necessary.

30.Should the occurrence of any of the above liquidity-related events also require public
disclosure beyond the current material change reporting requirements? Please
explain.

In our view, the existing material change regime is sufficient and no additional disclosure
should be required. There is a risk that too-frequent reporting of non-material events would
cause investor concern, and could risk a run on the fund and a drop in value. This would be
an unfortunate consequence for routine or temporary liquidity issues that are manageable
by the IFM.

31.Should investment funds that are not reporting issuers be subject to these liquidity-
related event reporting requirements? Please explain.

As discussed previously, we strongly disagree that funds that are not reporting issuers
should be subject to the LRM framework, including liquidity-related event reporting
requirements. The framework is not well suited to these types of funds. These funds are
privately offered, operate under a different regulatory model, and already provide
appropriate liquidity-related disclosure through their offering documents. Extending these
reporting requirements to non-reporting issuers would impose unnecessary regulatory
burden without enhancing investor protection or regulatory oversight in a meaningful way.

Currently, material changes are required to be reported to regulatory authorities and
investors (or their dealer/adviser, where applicable); we therefore believe that the current
system is working as intended, and that no additional reporting requirements are needed.
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CONCLUSION

We encourage the CSA to carefully consider stakeholder feedback in designing and
implementing any new LRM requirements. We strongly urge the CSA to exclude exempt
pooled funds from any proposals, as we believe these requirements are not appropriate for
these funds.

Seemingly small changes to the LRM regime can result in significant cost and administrative
burden to investment funds, potentially reducing the competitiveness of the Canadian fund
industry. It is very difficult for IFMs to manage their funds to prescriptive requirements,
classification buckets and liquidity definitions, which may not be appropriate for specific
funds. Additional disclosure could have the unintended consequence of undermining
investor confidence, and could harm the Canadian market. A flexible and principles-based
approach that allows the IFM to rely on its professional judgment is preferable. We believe
the current system is working well and do not see a need to add additional requirements.

If new regulation is proposed, we look forward to providing further input during the public
consultation process.

Thank you for the opportunity to respond to this consultation. If you have any questions or
wish to discuss this further, please contact Katie Walmsley (kwalmsley@pmac.org) or
Victoria Paris (vparis@pmac.org).

Sincerely,

PORTFOLIO MANAGEMENT ASSOCIATION OF CANADA

"Katie Walmsley” "Geoff Grove”
Katie Walmsley Geoff Grove
President Co-Chair

Industry, Regulation & Tax Committee

Chief Compliance Officer and Head of
Compliance for Latin America, BlackRock
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ATTN: Canadian Securities Administrators c/o:

British Columbia Securities Commission Office of the Superintendent of Securities,
Alberta Securities Commission Newfoundland and Labrador

Financial and Consumer Affairs Authority of Office of the Superintendent of Securities,
Saskatchewan Prince Edward Island

Manitoba Securities Commission Office of the Superintendent of Securities,
Ontario Securities Commission Northwest Territories

Autorité des marchés financiers Office of the Yukon Superintendent of
Financial and Consumer Services Securities

Commission, New Brunswick Nunavut Securities Office

Nova Scotia Securities Commission

Delivered via CSA Consultation Portal March 27, 2026
Submitted by: Purpose Investments Inc.
Re: Proposed Amendments to National Instrument 81102 Investment Funds and Proposed

Changes to Companion Policy 81102; and Consultation on Liquidity Risk Management Tools,
Liquidity Classification, and Regulatory Disclosure and Data

Purpose Investments Inc. ("Purpose") is pleased to submit comments on the CSA's proposed
amendments to NI 81-102. We are an independent Canadian asset manager with direct experience
managing funds across diverse strategies and liquidity profiles, including through periods of
significant market stress. For us, liquidity risk management is not a compliance exercise, it is a daily
operational discipline that sits at the core of how we protect investors.

We support the CSA's goals: protecting redeeming and remaining investors, promoting fair and
efficient markets, and reducing systemic risk.

We are, however, concerned that the proposed amendments as drafted are more prescriptive than
the risks they address warrant, go beyond what international standards require, and would place
Canadian-domiciled funds at a structural competitive disadvantage. The strongest regulatory
outcomes come from requirements that are risk-proportionate, operationally grounded, and
outcome-focused.

Our comments are thematic and emphasize our strong desire to support a final framework that is
proportionate, principles-based, and effective in practice. Outside of the specific concerns raised,
we are generally supportive of the CSA's direction.

We welcome the opportunity to discuss further.
Purpose Investments Inc.

c/o Vlad Tasevski, Chief Innovation Officer
vladt@purposeinvest.com
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Key Recommendations

1. Risk-proportionate framework. Scale requirements to actual liquidity risk. A uniform
operational model across all fund types does not reflect the diversity of the Canadian
market and will not produce better investor outcomes.

2. Preserve professional judgment. Liquidity risk is best managed through portfolio-level
oversight and informed discretion. Prescriptive transactional rules and rigid governance
structures constrain sound management without commensurate benefit.

3. Calibrate scope to fund type. Applying retail-oriented requirements to exempt pooled
funds ignores fundamental differences in product structure, investor sophistication, and
redemption mechanics.

4. Align with international standards. The International Organization of Securities
Commissions (IOSCO) and the Financial Stability Board (FSB) endorse principles-based,
outcomes-focused frameworks. Requirements that go beyond these standards create
competitive disadvantage without evidence of improved outcomes.

5. Permit, don't mandate, liquidity management tools. Managers are best placed to
determine which tools suit a given fund. A permissive framework achieves the CSA's
objectives without introducing rigidity or signalling liquidity risk where none exists.

Part A: Proposed Amendments to NI 81-102
Liquidity Risk Management Framework (s. 6.1.1) — What We Support

We support the requirement to establish and maintain a documented liquidity risk management
(LRM) framework with written policies and procedures. The move from guidance to binding
requirements is the right direction, and we welcome it.

The most effective frameworks are outcome-focused and fund-specific, calibrated to a fund's
strategy, assets, subscription and redemption profile, and investor base. We encourage the CSA to
make this explicit in the companion policy: compliance should be assessed substantively, not by
whether a fund's documentation matches a standard template.

One structural point: the proposed requirements are written at the fund level, but LRM is carried out
by the fund manager. The final rules and guidance should reflect this clearly, aligning regulatory
expectations with where accountability sits.

Operational Requirements (s. 6.1.2) — Calibration Needed

We support the core operational requirements: aligning redemption frequency with investment
objectives and underlying portfolio liquidity profile at fund launch, ongoing monitoring using
qualitative and quantitative metrics, and maintaining contingency plans. These are sensible and
practical.

Two requirements, however, need significant reconsideration.
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Mandatory quarterly stress testing for all funds risks becoming a compliance checkbox rather than
a genuine risk management tool. For funds investing primarily in daily liquid assets with stable
redemption patterns, quarterly stress testing adds operational burden without adding insight.

Frequency and complexity should scale to a fund's actual risk profile. The CSA should clarify, in the
companion policy, if not the rule, that streamlined approaches are appropriate for lower-risk funds.
Clearer guidance on what constitutes "stressed market conditions" triggering increased frequency
would also reduce uncertainty.

Pre-trade liquidity impact assessments (s. 6.1.2(8)) are operationally impracticable for actively
managed funds. Requiring a formal liquidity assessment before every portfolio transaction
misunderstands how portfolio management works. Liquidity considerations are embedded in how
portfolios are constructed and managed, not applied as a checklist before each trade. This
requirement should be removed or substantially narrowed. At minimum, the companion policy
should confirm that the obligation is satisfied by a portfolio management framework that
incorporates liquidity considerations systematically, rather than mandating transaction-level
review.

On contingency planning, we support the requirement and ask only that the CSA confirm that
managers may build on existing governance and incident response frameworks rather than
duplicating them.

Oversight (s. 6.1.3) — Flexibility Required

We support dedicated LRM oversight through a supervisor or committee, with appropriate flexibility
for firms of different sizes.

The proposed Chief Compliance Officer (CCO) reporting line is too prescriptive. Subsection 6.1.3(2)
requires the LRM supervisor to be the CCO or report directly to the CCO. The core role of the CCO is
to ensure compliance with regulatory requirements, not to implement or operationally manage
those requirements. At many investment fund managers, liquidity risk management sits within an
independent risk function, separate from compliance, with established escalation paths to the CCO
and UDP under NI 31-103. This structure better aligns with existing governance models and allows
the CCO to fulfil their oversight and accountability obligations without being drawn into day-to-day
implementation. The rule should permit the LRM supervisor to sit within an appropriate control
function provided the CCO receives timely information to fulfill their oversight obligations.

Additionally, the proposed approval rights over fund design go too far. Paragraphs 6.1.3(5)(b) and (c)
would give the LRM supervisor or committee formal approval authority over a fund's investment
objectives, strategies, and permitted redemption frequency. Liquidity risk is but one input into fund
design. Investment objectives, market opportunity, investor needs, tax considerations, risk factors,
and operational feasibility all bear on those decisions. Giving a liquidity oversight function a veto over
the full scope of fund design creates unnecessary procedural complexity and elevates one risk lens
above all others. The right solution is review and input, not approval. Final sign-off should remain
within the firm's broader product governance framework.
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Fund Type Carve-Outs (Q4) — Non-Reporting Issuers

The CSA proposes to apply the full Part 6.1 framework to all investment funds. We understand the
rationale: liquidity risk is not unique to public funds. But the proposed approach applies a single
retail-oriented operational framework to a fundamentally diverse category of funds, without regard
for how those products are structured, governed, or redeemed.

For instance, exempt pooled funds are not daily-redeemable retail vehicles. They are offered to
sophisticated, institutional and high-net-worth investors. Redemption terms are negotiated
contractually. Liquidity profiles are understood by the investors in the fund and reflected in the fund's
terms, not managed through the same operational apparatus appropriate for a retail mutual fund.

The existing framework already addresses liquidity risk in the exempt market. IFMs owe fiduciary and
statutory duties to act in the best interests of the funds they manage, and risk management
obligations under NI 31-103 apply. Imposing retail-level operational requirements on top of these
obligations does not strengthen protection, it raises the cost of capital formation and makes
Canadian exempt structures less competitive relative to international alternatives, without a
corresponding benefit to investors.

The CSA should not apply prescriptive requirements to these funds but could outline a principles-
based framework that reflects the distinct structure and investor base. This approach is consistent
with the U.S. regime and with the principles-based framework IOSCO itself endorses.

International Context and Competitive Implications (Q5)

The CSA has pointed to IOSCO's finding that Canada was "broadly consistent" with the 2018 I0OSCO
Recommendations as the international basis for the proposed amendments. That framing, however,
conflates two different things: meeting an international standard, and exceeding it. The CSA’s
proposed framework does the latter.

IOSCO's framework is proportionality-driven by design. It did not find that Canada lacked substantive
LRM requirements. It did not call for a prescriptive, uniform operational model. The 2025 IOSCO
Revised Recommendations remain explicitly calibrated to fund structure, size, strategy, and investor
profile.

Most tellingly, IOSCO assessed the U.S. as broadly consistent with the 2018 Recommendations,
notwithstanding that SEC Rule 22e-4 is principles-based, applies only to registered open-end funds,
and does not extend to private pooled vehicles.

International alignment does not require what the CSA’s proposed amendments would impose. The
gap created by the CSA’s proposed amendments as compared with the U.S. regime is material and
consequential. Mandatory quarterly stress testing for all funds, frequent liquidity reclassification,
prescribed governance structures, and a uniform framework applied regardless of risk profile — none
of this is required of U.S. managers.

Theresultis higher costs, reduced flexibility, and constrained product design for Canadian managers
competing directly with U.S. funds for the same investors, without clear evidence that these
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incremental regulatory burdens deliver corresponding improvements in investor protection, liquidity
outcomes, or overall investor experience.

These competitive consequences are structural, not marginal. Canadian investors have direct
access to U.S.-domiciled funds. A more burdensome Canadian regime shapes where funds are
launched, where capital flows, and where innovation happens. That divergence, left unaddressed,
encourages regulatory arbitrage and gradually erodes the competitiveness of Canadian capital
markets. These are not hypothetical risks, they are the predictable result of asymmetric regulation in
an open market.

The CSA should recalibrate. A proportionate, principles-based framework aligned with international
standards is achievable and is the right outcome for investors and markets alike.

Part B— Consultation Paper
Liquidity Management Tools: Principles-based Requirements

We support expanding the availability of liquidity management tools (LMTs), particularly anti-dilution
tools that protect remaining investors from the dilutive effects of redemptions and first-mover
advantage. The 2023 I0OSCO Guidance on anti-dilution LMTs provides a well-developed framework
to build on.

Our strong preference is for a permissive rather than mandatory framework. Managers are best
placed to determine which tools are appropriate for a given fund based on its strategy, investor base,
and operational readiness. Requiring funds to adopt specific tools or a minimum number of LMTs
imposes costs without commensurate benefit, and risks creating the impression of a liquidity
problem where none exists, an outcome that could itself harm investor confidence.

We strongly urge caution on quantity-based tools such as redemption gates and suspensions of
redemptions. Unlike anti-dilution tools, these are blunt instruments, as restricting investor access
to capital carries real signalling risk and can accelerate the very redemption pressures they are
meant to address. Their use should be reserved for genuine stress situations, with a high activation
threshold and clear governance around the decision. That said, we do not support prohibiting any
particular LMT. Managers owe fiduciary duties that already require sound judgment in tool selection,
and removing options from the toolkit serves no one.

Liquidity Classification: Sound in Principle, Needs Flexibility in Practice

We support a classification framework. Categorizing portfolio assets by liquidity is sound practice,
and manager-led classification, including grouping assets with similar characteristics, reflects how
thisisdoneinthe realworld. We agree the CSA should not prescribe classifications for specific asset
classes.

Settlement periods can be considered as one relevant factor in liquidity classification where they
meaningfully inform the typical time required to convert assets to cash under normal market
conditions. This should not be interpreted as requiring managers to project, warrant, or guarantee
realized liquidity outcomes, which are inherently market-dependent.

wodsdAursodind



Purpose

INVESTMENTS

Finally, for funds with stable, highly liquid portfolios, mandatory monthly reclassification adds
operational burden without adding meaningful insight. A more effective approach would rely on
manager judgment: streamlined review when conditions are stable, more frequent reassessment
when material factors change. This is the same proportionality logic the CSA applies elsewhere, and
it should apply here too.

Regulatory Disclosure and Data: Simplify, Allow Time

We question whether enhanced regulatory reporting or additional investor disclosure is warranted.
Reporting issuers are already subject to meaningful disclosure obligations that give regulators
substantial visibility into fund operations and liquidity profiles, and investors in those funds already
receive regular disclosure on holdings, performance, and risk. For non-reporting issuers, existing
obligations under NI 31-103 provide regulators with meaningful oversight, and exempt fund investors
receive disclosure tailored to their sophistication and the specific terms of their investment.

Before introducing new requirements, the CSA should assess whether the information it needs is
already available through existing channels. To the extent any new reporting or disclosure is
introduced, requirements should be narrow and proportionate, with consistent metrics and formats
to ensure comparability. Where public disclosure is required, it should be decision-useful, not
technically exhaustive. Technical classification data presented at a point in time is unlikely to serve
retail investors well. Disclosure should be clear, practical, and limited to what investors need to
assess suitability.

Finally, any new requirements will demand meaningful systems and governance changes. Sufficient
transition time and early industry engagement are essential before final rules come into force.

Conclusion

We support what the CSA is trying to accomplish. Clearer, enforceable LRM expectations and a
broader toolkit for managing redemption risk are good outcomes for Canadian investors and
markets, and we want to see the CSA get there.

What we ask is that the framework get the calibration right. Requirements that exceed international
norms, apply retail logic to non-retail products, or substitute procedural compliance for genuine risk
management will not produce better investor outcomes. They will produce higher costs, less
competitive Canadian funds, and a compliance culture that crowds out the professional judgment
that protects investors.

The right framework is proportionate, principles-based, and grounded in how liquidity risk is actually
managed. Purpose has built its business on exactly that discipline, and we are committed to
supporting a regulatory framework that reflects it.

We look forward to continued engagement as the rules are finalized.

Purpose Investments Inc.
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British Columbia Securities Commission

Alberta Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumer Services Commission New Brunswick
Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island
Nova Scotia Securities Commission

Office of the Superintendent of Securities, Service NL
Northwest Territories Office of the Superintendent of Securities
Office of the Yukon Superintendent of Securities

Nunavut Securities Office

c/o The Secretary

Ontario Securities Commission
20 Queen Street West

19% Floor, Box 55

Toronto, ON M5H 3S8
comments@osc.gov.on.ca

and

Me Philippe Lebel

Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour PwC

2640, boulevard Laurier, bureau 400

Québec, QC G1V 5C1
consultation-en-cours@lautorite.gc.ca

RE: CSA NOTICE AND REQUEST FOR COMMENT PROPOSED AMENDMENTS TO NATIONAL
INSTRUMENT 81-102 INVESTMENT FUNDS AND PROPOSED CHANGES TO COMPANION
POLICY 81-102 INVESTMENT FUNDS AND CONSULTATION PAPER ON LIQUIDITY RISK
MANAGEMENT TOOLS, LIQUIDITY CLASSIFICATION, AND REGULATORY DISCLOSURE
AND DATA

We appreciate the opportunity to provide our comments in response to the Canadian Securities
Administrators’ (CSA) consideration of proposed amendments to National Instrument 81-102 Investment
Funds (NI 81-102), proposed changes to Companion Policy 81-102 Investment Funds and Consultation
Paper on Liquidity Risk Management Tools, Liquidity Classification and Regulatory Disclosure and Data
published on November 27, 2025 (collectively, the Consultation). This comment letter is being submitted
on behalf of RBC Global Asset Management Inc. (RBC GAM).

All capitalized terms used but not otherwise defined in this submission have the meaning ascribed to them
in the Consultation.
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ABOUT RBC GAM

RBC GAM is a wholly-owned subsidiary of Royal Bank of Canada and is registered as both an exempt
market dealer and portfolio manager across each of the jurisdictions of Canada. RBC GAM is further
registered as an investment fund manager in each of British Columbia, Newfoundland and Labrador,
Ontario and Québec, and as a commodity trading manager in Ontario.

RBC GAM is a provider of global investment management services and solutions to institutional, high-net-
worth and individual investors through separate accounts, pooled funds, mutual funds, hedge funds,
exchange-traded funds and specialty investment strategies. As of the date of this submission, the RBC
GAM group of companies manage approximately $795 billion in assets. We are committed to providing
services that meet the needs of a broad, diverse and evolving investing population, including robust and
effective liquidity risk management (LRM) to protect our clients’ interests.

CONSULTATION

RBC GAM thanks the members of the CSA for the opportunity to share our insights through the
Consultation. The questions being asked in the Consultation demonstrate the CSA’s objectives of protecting
investors, promoting fair, efficient and transparent markets, and reducing systemic risk. We support the
CSA’s acknowledgement that a strong LRM framework will contribute to fair and efficient markets and will
reduce the risk of liquidity crises that may impact the Canadian financial system.

SUMMARY OF MATERIAL COMMENTS

We have set out certain key themes and recommendations from our responses to the Consultation
questions in the hopes that they assist the CSA’s review of our submission:

1. Principles-based regulation. We believe a principles-based approach to LRM should be taken
rather than a prescriptive one. Liquidity risk can arise due to evolving market conditions or novel
challenges, and no prescriptive framework can capture all possible scenarios. Therefore, liquidity
risk is best managed in accordance with the professional judgment of investment fund managers
(IFMs).

2. Pre-trade liquidity assessment. We urge the CSA to remove the proposed pre-trade liquidity
assessment requirement. Mandating transaction-level pre-trade assessments would be
operationally burdensome and even practically infeasible for funds, causing delays that
compromise an IFM’s ability to achieve best execution and to invest in a timely manner. Existing
pre-trade investment restrictions on illiquid assets and other proposals in the Consultation provide
adequate risk management of fund liquidity. Imposing the pre-trade liquidity assessment
requirement would place Canadian funds at a significant competitive disadvantage compared to
funds domiciled in other jurisdictions that do not face such restrictive pre-trade requirements.

3. Proposed change to definition of illiquid assets. We find the proposed illiquid asset definition
problematic as incorporating settlement of 5 business days would now be tied to the 10%
investment restriction of illiquid assets. Combining liquidity classifications with strict limits risks
forcing IFMs to alter their methodologies and to overhaul their internal trade systems, which could
ultimately weaken the integrity of the LRM process.

4. Difference between the risks of settlement borrowing and financial leverage. We support the
CSA’s consideration of increasing the temporary borrowing limit by investment funds under NI 81-
102. In determining this limit, we would like the CSA to delineate the difference between the lower
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risk of borrowing for the purpose of settling redemptions and the higher risk of borrowing for the
purpose of financially leveraging a fund. While there should be a borrowing limit for funds engaging
in financial leverage, we believe the borrowing limit for the sole purpose of redemption settlement
should be eliminated entirely.

5. Liquidity classifications. We believe that the proposed classification framework for a fund’s
portfolio assets should be reconsidered, particularly the disclosure of liquidity classifications to retail
investors. As investors are only concerned with their ability to redeem their investments in a fund,
the liquidity classification of the fund’s portfolio assets would be unclear, unmeaningful and
unhelpful disclosure. While we are not opposed to confidential reporting of liquidity-related
information to regulators, we ask that the regulators clarify their purpose of such reporting and what
regulators intend to do with such information. We also recommend that the CSA leverage the
existing reporting regime that the Ontario Securities Commission (OSC) uses for its annual
Investment Fund survey so that liquidity classification criteria remain consistent. This way, IFMs
that already do this annual reporting do not need to reinvent the wheel.

6. Scope of Consultation. We submit that non-reporting issuer funds (Private Funds) and
exchange-traded funds or mutual funds that offer ETF series (ETFs) should not be in scope of the
Consultation. Investors may invest in Private Funds in order to access less liquid or illiquid assets.
ETFs have a unique structure that utilizes a secondary market with independent market makers to
provide investor liquidity, eliminating the need for the same fund-level LRM as conventional mutual
funds.

COMMENTS ON SPECIFIC CONSULTATION QUESTIONS

Below please find our responses to specific Consultation questions, which questions have been included
for ease of reference.

Proposed Amendments and Proposed CP Changes

Question 2: Do you have any comments pertaining to section 6.1.2 Operational Requirements?

We agree that an investment fund should conduct ongoing monitoring, review and assessment of its liquidity
profile and market conditions. We urge that any adjustment to a fund’s portfolio composition be left to the
discretion of IFMs and not prescribed by regulation. IFMs must retain flexibility to investment decisions, as
considerations extend beyond liquidity risk to encompass a broader range of risks and influencing factors.

We agree that an investment fund should establish appropriate thresholds for liquidity monitoring. We
believe that such thresholds should be internal measures set by IFMs and not prescriptive requirements.
IFMs require sufficient discretion to set, adjust, interpret and implement appropriate actions in relation to
liquidity thresholds for a fund. We note that thresholds that are mandated by regulation or standardized
across the industry could be pro-cyclical with the potential for industry-wide forced selling of less liquid
securities in adverse market conditions.

We agree that LRM frameworks should include liquidity stress testing. However, we do not believe stress
testing is the only avenue to monitor risk when market conditions are stressed. There is also no clarity on
what constitutes stressed or normal market conditions. Stressed or normal market conditions may apply to
the entire fund or only to a certain asset class held by a fund. Increased frequency of stress testing is of
limited value in a stressed environment. In stressed environments, it is important to increase the frequency
of liquidity risk monitoring more broadly, with particular focus on net redemption activity, correlation between
redemptions and drawdowns, and specific asset classes or areas of the market that might be experiencing
liquidity challenges. Additional stress testing requirements may be of limited or no value and could distract
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risk managers from other more critical liquidity risk issues or LRM activities. Based on these factors, IFMs
should retain the discretion to design and implement stress tests as and when they deem appropriate. We
recommend that the CSA take a principles-based approach and as such, we recommend the following
changes:

6.1.2 (5) An investment fund-mwst-may conduct stress tests of the liquidity of the investment fund’s
portfolio assets to monitor, review and assess the investment fund’s liquidity profile under
subsection (3), including, for greater certainty, the application to the stress tests of historical and
hypothetical scenarios that are relevant to the investment fund’s liquidity profile.

(6) If market conditions are normal, an investment fund mwst-may conduct stress tests under

subsection (5) atteast-guarterly; on a periodic basis.

(7) If market conditions are stressed, an investment fund must consider increasinge the frequency
of stress—tests liquidity monitoring, including increasing the frequency of stress tests as
appropriate, until market conditions are normal.

Concerns regarding pre-trade liquidity assessment requirement

Most importantly, we strongly oppose the requirement for a pre-trade liquidity assessment under section
6.1.2(8). Europe adopted a similar requirement which resulted in over a decade of confusion and
compliance issues. In the U.S., pre-trade checks are limited to monitoring compliance with the regulatory
illiquid security limit which is consistent with NI 81-102 today. Pre-trade assessments are complex to
implement, unnecessary for most trades, and represent a significant and unreasonable regulatory burden
for IFMs. At RBC GAM, we have monitored liquidity profiles and conducted liquidity stress testing for well
over ten years across a large platform of investment funds including hedge funds and illiquid investment
funds. In our experience, the liquidity profiles and liquidity risks of funds change very slowly, making
monthly review more than sufficient. It would be extremely rare for any single trade to materially alter the
liquidity profile of a fund. Broadly requiring pre-trade liquidity assessment imposes an immense burden on
IFMs to assess the liquidity risk of funds multiple times daily, when the impact of daily trading is almost
certainly immaterial. The assessment and monitoring infrastructure would be highly complex and costly to
implement. Ongoing assessments before each trade will slow down the trading process, which could have
a material negative impact on best execution and alpha generation. The potential costs to investors and
IFMs far outweigh any potential benefits of pre-trade liquidity assessment.

The proposed pre-trade liquidity assessment requirement would impose significant administrative demands
that could impede prompt strategic decision-making, thereby diminishing the competitiveness of Canadian
funds and limiting investors’ ability to benefit from timely investment actions. The existing regime for illiquid
assets under NI 81-102 is a sufficient pre-trade liquidity assessment for investment funds.

Question 3: Do you have any comments pertaining to section 6.1.3 Oversight?

We encourage the CSA to consider making section 6.1.3(2) less prescriptive in defining the requirements
for a LRM supervisor. A principles-based approach would better accommodate the diverse structures of
IFMs, allowing firms to tailor oversight arrangements to their specific operational realities. At RBC GAM,
our Chief Investment Risk Officer is the designated LRM supervisor for our funds, who has a reporting line
to our Chief Investment Officer. Though compliance participates in RBC GAM'’s liquidity risk committee, risk
management is a separate function from our compliance department. The expertise and industry knowledge
of RBC GAM’s investment risk team makes it uniquely qualified to identify systematic, latent exposures and
to maintain standardized monitoring and control of LRM. Conversely, compliance professionals may not
have the appropriate qualifications to manage LRM effectively. In our view, providing flexibility to adjust
LRM supervisory functions to the individual circumstances of IFMs would not compromise upholding robust
LRM standards and accountability.
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Furthermore, we recommend the CSA to revisit the requirement for “each individual who is a member of a
liquidity risk management committee...[to have] sufficient knowledge of the management of liquidity risk”
under section 6.1.3(4). We believe it would be beneficial for a LRM committee to include members with
expertise beyond LRM. Broader representation in different functions can bring diverse, complementary
perspectives to the LRM process, enhancing liquidity risk oversight and strengthening LRM committees’
ability to identify, evaluate and respond to liquidity risks in a holistic manner.

Finally, we disagree with the prescriptive requirements for newly established funds under sections
6.1.3(5)(b) and (c). IFMs have existing approval processes for new products, which already include the
review of liquidity and LRM but does not necessarily involve the LRM committee. We urge the CSA to
provide IFMs the discretion to establish its own product approval processes and only require approvals
from the LRM committee as necessary and appropriate. To do otherwise would create an additional
regulatory burden for IFMs, as oversight that aligns with the principles of LRM for the establishment of new
products already exists.

Consultation Paper

Question 4: Should the CSA be requiring investment funds that are reporting issuers to adopt LMTs,
including by requiring that such investment funds adopt a minimum number of LMTs or for example,
a minimum number of price-based LMTs? Please explain, and if applicable, identify any specific
LMTs that the CSA should require investment funds that are reporting issuers to adopt.

We believe that IFMs should have the discretion to adopt liquidity management tools (LMTs). We do not
support mandating a minimum number of LMTs except for price-based LMTs as described below.

Price-based LMTs would be harder to implement without broad-based adoption by the industry. Adopting
price-based LMTs such as redemption fees or anti-dilution levies to mitigate the impact of large unitholder
redemptions on remaining investors could make a fund less competitive and appealing than funds that do
not have price-based LMTs. A requirement to implement at least one price-based LMT will level the playing
field among IFMs, preventing first-mover disadvantage, and ensure wide-spread adoption. Failure to
mandate price-based LMTs risks low adoption, and would undermine the objective of strengthening LRM
of funds.

We recommend the CSA refer to the new rules governing LMTs introduced by the amended Alternative
Investment Fund Managers Directive (AIFMD Il) and the UCITS Directive (UCITSD) in Europe. Under these
new rules, applicable fund managers must select two LMTs out of several options from the relevant Annex.
The European Securities and Markets Authority Guidelines say that in the selection of the two minimum
mandatory LMTs, fund managers should consider the merit of selection of at least one quantitative-based
LMT (i.e., redemption gates, extension of notice period) and at least one anti-dilution tool (i.e. redemption
fees, swing pricing, dual pricing, anti-dilution levies), taking into consideration the investment strategy and
liquidity profile of the fund. We welcome the European approach of mandating the adoption of LMTs without
specifying which LMTs an IFM should adopt, giving IFMs the flexibility to choose the LMTs best suited for
their specific fund.

Some price-based LMTs are much more difficult to implement operationally than others. For example, swing
pricing would be particularly complex to implement and would require an industry-wide, multi-year initiative
to put in place. We therefore recommend that the CSA provide flexibility by permitting a range of price-
based tools and allowing IFMs to select the tools they view most appropriate.
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Question 6: Should the CSA increase the temporary borrowing limit beyond what is currently
permitted under section 2.6 of NI 81-102? If so, please explain and identify any potential parameters
around the increased temporary borrowing limit.

In setting a fund’s temporary borrowing limit, we recommend that the CSA consider a two-pronged
approach. Financial leverage and settlement borrowing present different risk levels and require different
risk mitigants.

We agree that a fund engaging in financial leverage is subject to higher risks and the temporary borrowing
limit for that type of leverage should be proportionate to controlling such risks for a retail investor.

However, when it comes to temporary borrowing for the purpose of settling fund redemptions (Settlement
Borrowing), we urge the CSA to consider setting a different limit because Settlement Borrowing is a lower
risk activity. A fund may need to borrow to address a mismatch in settlement periods between the fund and
the fund’s portfolio assets. Settlement Borrowing is different from financial leverage because the trades of
the fund’s portfolio assets have already been executed but not settled, so the purchase and sale prices are
already determined. Unlike borrowing for financial leverage, Settlement Borrowing does not amplify returns
nor increase market risk in the fund. Settlement risk can be effectively mitigated by IFMs through industry
best practices, which could include broker governance committees, initial and periodic broker due diligence,
frequent ongoing broker monitoring, and broker exposure/diversification limits.

We encourage the CSA to remove the temporary borrowing limit for Settlement Borrowing. The current 5-
10% borrowing limit for Settlement Borrowing is impractical for IFMs due to structural factors outside the
control of IFMs.

One structural factor is the shortening of the settlement cycle for securities in Canada to T+1 effective
November 1, 2025. Though funds retain the flexibility to remain on T+2 settlement, IFMs can still struggle
to raise sufficient cash in time to satisfy large redemptions. For example, if a large redemption is received
today in an international equity fund and the client requires cash on T+2, the relevant overseas markets
may already be closed. The IFM'’s earliest opportunity to trade would be the following business day (T+1),
with the underlying securities settling on T+2. However, the client still expects payment on the next business
day. If the fund does not hold sufficient immediate liquid assets, the fund will experience a temporary
overdraft and associated overdraft fees. It would not be in a fund’s best interest to maintain significant cash
or cash-equivalents to avoid overdraft risk, as cash and cash equivalents typically generate materially lower
returns than longer-term securities.

To address this frequent issue arising from settlement mismatches, we propose that the CSA eliminate
borrowing limits for the sole purpose of redemption settlement. This would be particularly helpful for smaller
funds with one or two large unitholders. IFMs would then apply risk mitigants as needed to ensure that
borrowing for redemption settlements remains appropriate and avoids undue harm to the fund and
remaining investors.

Financial leverage amplifies returns and increases market risk while Settlement Borrowing does not amplify
returns and is a low risk activity where risks are already effectively managed through industry best practice
broker/counterparty governance. By distinguishing Settlement Borrowing, IFMs can be given the flexibility
to borrow to manage settlement mismatches without permitting additional financial leverage.



Page 7

Question 9: Do you agree with the four classification categories? If not, please explain.

We believe liquidity classification is a constructive and widely recognized best practice, and we support
requiring a formal classification framework for Canadian investment funds. However, we have the following
concerns regarding the proposed classification categories:

Illiquid Assets Category

We strongly believe that liquidity classification categories should be kept separate from the concept of
illiquid assets under NI 81-102, as further elaborated in our response below to Question 12. We believe
that 5+ business days is an unreasonably short trading timeframe permitted for the illiquid assets category.
For example, if a security has a T+3 settlement cycle and the position requires 3 days to trade, the position
would be categorized as illiquid and treated the same as a security with no active market.

Use of Settlement Periods

As explained in our response to Question 6, we recommend that settlement risk be treated as a distinct risk
with unique risk characteristics and mitigants. We, therefore, do not believe settlement risk should be
grouped together with market trading liquidity in the classification framework. Including settlement period
obscures the source and type of liquidity risk. It is important to clearly distinguish between the types of
liquidity risk as each type poses different risks and calls for different risk mitigants.

Normal and Stressed Market Conditions

The references to “normal and stressed market conditions” in the definitions create confusion as the
categorization will evolve as market conditions evolve. Stressed market conditions will cause the liquidity
of most securities to change as the costs to trade increase (i.e., increased bid-ask spreads) while volumes
also increase. Volume-based liquidity measures will typically show higher liquidity in stressed conditions
while trading cost-based measures will tend to show lower liquidity. Liquidity estimation is model based,
has significant inherent uncertainty, and will change with market conditions. Classifications guidelines
should be less prescriptive and leave room for IFMs to determine the most appropriate classification
methodology.

Question 12: Do you agree with the potential change to the definition of illiquid asset? If not, please
explain.

We strongly disagree with including “within 5 business days” in the definition of illiquid asset in NI 81-102
to align with the proposed classification categories. As described in our response above to Question 9, we
believe liquidity classification should be a separate concept from illiquid assets in NI 81-102. Due to the
variation and inherent uncertainty in how IFMs will define and determine liquidity classifications, marrying
liquidity classifications with illiquid assets (which are subject to hard regulatory limits) would be
inappropriate. Linking the two may result in IFMs modifying their classification process to ensure
compliance with the illiquid asset limit, which could inadvertently weaken the liquidity classification and LRM
process.

Furthermore, as illiquid assets are subject to regulatory limits, the proposed definition would require an
overhaul of model-driven liquidity assessments that are done as part of pre-trade compliance. RBC GAM
currently identifies illiquid assets based on valuation risk and Level 3 classification under IFRS.
Incorporating a 5-business day settlement threshold introduces significant operational complexity, which
will result in a fluctuating list of illiquid assets that must be updated in our trade systems and monitored with
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much higher frequency. The liquidity profile of the same security may vary by fund, depending on the size
of the fund’s position of such security. Implementation of the proposed definition of illiquid assets (without
the elimination of the 10% restriction) would be extremely onerous even for large IFMs.

In addition, the proposed definition of illiquid asset would inadvertently capture relatively liquid securities
that have low valuation uncertainty, but a fund may not be able to divest within 5 business days due to a
large holding or a longer settlement cycle. Blurring the distinction between truly illiquid securities with no
active market and/or high valuation uncertainty and these relatively liquid securities would be potentially
misleading to investors and unnecessarily disadvantage funds due to the 10% restriction. These securities
reflect fundamentally different risk characteristics and should not be grouped together in a regulatory
definition.

If the proposed definition of illiquid asset is adopted, it would be critical for the CSA to use the “reasonably
anticipated trade size” (RATS) concept to determine liquidity classifications, as adopted by the U.S.
Securities and Exchange Commission. This allows IFMs to limit a liquidity classification to RATs, the
quantity of a portfolio investment that an IFM expects it would need to meet redemptions under current
market conditions.

We note that in Europe, the regulatory limit on illiquid securities (the Trash Ratio) is isolated from liquidity
classification, and classification is used solely for risk management purposes.

Question 19: Are there any types of investment funds that should be carved out of the liquidity
classification framework or be subject to different liquidity classification requirements? Please
explain.

Private Funds and ETFs should be carved out of the liquidity classification framework. Private Funds are
frequently structured as illiquid vehicles. The sophisticated investor base of Private Funds understands and
accepts the risks involved with potentially illiquid Private Funds. Applying the same liquidity classification
framework for traditional mutual funds to Private Funds would be counterintuitive to the objectives and
designs of many Private Fund structures.

ETFs should not be in scope for the liquidity classification framework because ETF investor liquidity is
driven by secondary market trading, where market makers and dealers provide two-sided quotes and
manage bid ask spreads. Market makers assess the liquidity and hedgeability of the underlying basket
before agreeing to support an ETF, which prevents illiquid products from entering or remaining in the ETF
ecosystem. ETF investors obtain liquidity by trading units with other market participants rather than
submitting redemption requests to the fund. The primary market creation and redemption mechanism
further reduces liquidity pressure at the fund level, particularly if the transaction is “in-kind”. Imposing new
LRM requirements would be unnecessary and fundamentally misaligned with the ETF market structure.
Additionally, it would create a competitive disadvantage for Canadian-listed ETFs compared to U.S. peers,
which operate under the more tailored SEC Rule 22e-4 standards.

Question 20: Should liquidity profile information be disclosed in the Proposed Fund Report? Please
explain and if applicable, identify the liquidity-related information that should be included in the
Proposed Fund Report and the format in which it should be disclosed.

We strongly believe that liquidity profile information should not be disclosed in the Proposed Fund Report.
Including such information will likely result in greater investor harm than benefit. A fund’s liquidity on the
fund-level is the most relevant information to an investor, not the liquidity of the fund’s portfolio of securities.
As funds are redeemable on demand and suspension of redemptions require regulatory approval, the
liquidity of a fund’s portfolio of securities would not be material to an investor’s decision to buy, hold or sell
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the fund. Rather than enhancing investor understanding, liquidity profile information could mislead investors
by introducing unnecessary complexity and conveying an incomplete or potentially distorted picture of a
fund’s true liquidity position. Liquidity profile information also provide only a point-in-time snapshot and fail
to capture the evolving nature of market conditions, therefore offering outdated information to investors that
would be of limited value.

Question 23: Do you agree with requiring that investment funds disclose on a confidential basis to
the applicable securities regulatory authority the liquidity classification category of each
investment held by the fund? Please explain.

RBC GAM discloses portfolio liquidity breakdowns of our investment funds in the annual Investment Funds
Survey to the OSC, our principal regulator. In our view, the CSA should harmonize this existing reporting
mechanism across all jurisdictions rather than introducing new reporting requirements.

CONCLUSION

Thank you for providing us with the opportunity to comment on the Consultation and inviting us to participate
in the CSA’s discussions on LRM reform. We would be happy to discuss our submission with you in further
detail. Please do not hesitate to contact the undersigned should you have any questions or require
additional information.

M

Michael Hamp
Chief Investment Risk Officer
RBC Global Asset Management Inc.
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Fax: 514-864-8381

Email: consultation-en-cours@lautorite.qc.ca

Dear Sirs and Mesdames:

RE: CSA Notice and Request for Comment Proposed Amendments to National Instrument 81-102
Investment Funds and Proposed Changes to Companion Policy 81-102 Investment Funds and
Consultation Paper on Liquidity Risk Management Tools, Liquidity Classification, and
Regulatory Disclosure and Data

The Securities and Investment Management Association (SIMA) appreciates the opportunity to comment
on the Canadian Securities Administrators (CSA) proposed amendments (the Proposed Amendments) to
National Instrument 81-102 Investment Funds (NI 81-102) regarding liquidity risk management (LRM) and
proposed changes (the Proposed CP Changes) to Companion Policy 81-102 Investment Funds and
Consultation Paper on Liquidity Risk Management Tools, Liquidity Classification, and Regulatory
Disclosure and Data (the Consultation Paper).

All terms used and not defined in this submission have the meanings ascribed to them in the Proposed
Amendments, Proposed CP Changes and Consultation Paper.

SIMA empowers Canada’s investment industry. The association is the leading voice for the securities and
investment management industry, which oversees approximately $4 trillion in assets for over 20 million
investors and participates in the Canadian capital markets. Our members — including investment fund
managers, investment and mutual fund dealers, capital markets participants, and professional service
providers — are committed to advancing a thriving, resilient investment industry that fuels Canada’s
economic growth, creating opportunities for all Canadians.

SIMA operates in a governance framework through which we gather input from our member working
groups. The recommendations of these working groups are submitted to the SIMA board or board-level
committees for direction and approval. This process results in a submission that reflects the input and
direction of a broad range of SIMA members.

This letter reflects a variety of SIMA member perspectives, including investment fund managers and
portfolio managers, and is informed by SIMA’s own research.

Please find SIMA’s responses to questions on the Proposed Amendments and Proposed CP Changes in
our Appendix A and responses to questions in the Consultation Paper in our Appendix B. We have indicated
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our support for several proposals and where we have concerns with other proposals, we have so indicated
and provided our rationale and analysis.

SIMA’S Overall Comments and Key Recommendations

SIMA welcomes regulatory initiatives that seek to safeguard the interests of investors through strengthened
risk management processes such as the liquidity risk management (LRM) framework (LRM Framework).
SIMA commends the CSA for their continued efforts to continue to evolve rules with international standards.

Principles-based Approach

A high-level, principles-based approach that gives firms the flexibility to apply professional discretion and
judgment in implementing an effective LRM framework should be central to the initiative. This considers the
professional judgment of investment fund managers and considers their existing obligations in the liquidity
risk management of investment funds. Specifically, an investment fund should be permitted to develop and
implement policies and procedures in a way most appropriate for the investment fund’s particular liquidity
risk profile.

While SIMA recognizes the importance of alignment with international standards for LRM, proposed
changes should also consider the specific reality of the Canadian investment fund landscape, specifically
reporting issuers, which have not historically encountered liquidity issues. Accordingly, the Proposed
Amendments and Proposed CP Changes should be principles-based and less prescriptive in nature and
should be more reflective of the liquidity experience of public funds in Canada.

For example, where the amendments suggest a procedure or solution, the language should be permissive.
Further, each IFM should be permitted to establish the liquidity risk management program that it believes,
in its professional judgment, is best able to manage the risks applicable to its funds, rather than the
Proposed Amendments mandating specific program requirements for all funds.

Regulatory Burden Reduction

Burden reduction must remain a guiding principle with focused consideration of the initial and ongoing
operational and compliance costs associated with the Proposed Amendments relative to (i) the lack of
historical liquidity issues for reporting issuers in Canada, and (ii) the lack of data regarding a clear benefit
to investors. Finally, we caution the CSA in recommending further prospectus disclosure regarding LRM
which may have an unintended consequence of discouraging investment funds as a wealth solution.

Carve Out for Non-Reporting Issuers and ETFs

Non-reporting issuer funds should be excluded from the scope of the Proposed Amendments and Proposed
CP Changes (including private/non-prospectus qualified funds).

If the CSA nevertheless extends the LRM requirements to such funds, it should do so only through a
separate consultation focused on non-reporting issuer/private funds. As such, SIMA has not provided
feedback on matters relating to non-reporting issuer funds in this submission.

ETFs (including exchange-traded series of mutual funds) should also not be in scope for the LRM
Framework because ETF liquidity is primarily provided through the secondary market by independent
market makers and dealers that quote prices, manage spreads and only support products whose underlying
baskets are sufficiently liquid and hedgeable. This built-in screening mechanism prevents illiquid portfolios
from entering or staying in the ETF ecosystem. The operational mechanism to create and redeem ETF



-3-

Me¢ Philippe Lebel

CSA Notice and Request for Comment Proposed Amendments to National Instrument 81-102 Investment Funds and Proposed
Changes to Companion Policy 81-102 Investment Funds and Consultation Paper on Liquidity Risk Management Tools, Liquidity
Classification, and Regulatory Disclosure and Data

March 27, 2026

units through secondary market trading mitigates part of the liquidity risk associated with ETFs. Extending
LRM requirements to ETFs would therefore be unnecessary and inconsistent with ETF market structure.

Transition Period

Consistent with other significant regulatory initiatives and depending on the content of the final amendments
and CP changes, SIMA recommends a minimum 12-month implementation period to ensure effective
compliance with the LRM Framework. If certain of the changes were to proceed as proposed, specifically
the requirement for pre-trade liquidity assessments, a more realistic implementation period could be 18
months or longer. SIMA members have noted that they will need this time to design, test, and operationalize
the LRM Framework in a careful and controlled manner.

SIMA has highlighted its key recommendations on certain elements below. More detailed feedback
is provided within Appendix A and Appendix B.

Pre-trade Liquidity Assessments

SIMA recommends removal of proposed requirements for pre-trade liquidity assessments, believing that
the existing illiquid asset limit in NI 81-102 combined with other elements of the proposed LRM Framework,
ensure that liquidity risks are appropriately identified and managed. Requiring transaction-level pre-trade
assessments would be both impractical and operationally unworkable across many funds and would
introduce delays that undermine a portfolio manager’s ability to achieve best execution.

Stress Testing

SIMA supports stress testing and risk monitoring as essential parts of LRM but takes the view that IFMs
should have the flexibility to set their own testing frequency through internal policies and procedures. A
prescriptive requirement for quarterly stress testing is counter to proportionality and burden reduction
principles and is also not aligned with international standards.

llliquid Asset Definition

SIMA does not support the proposed change to the definition of “illiquid asset,” as it does not resolve
existing issues and would introduce additional complexity and operational burden. The proposed definition
risks conflating genuinely illiquid assets with otherwise liquid assets that are part of large positions or have
long settlement cycles, and linking this definition to liquidity classification may distort an IFM’s classification
processes and weaken risk management outcomes. SIMA therefore recommends separating liquidity
classification from the NI 81-102 illiquid asset definition, consistent with the approach taken in Europe,
where illiquid-asset limits (e.g., the “trash ratio”) are treated separately from liquidity profiling.

*kkkk
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CONCLUSION

SIMA is pleased to have had this opportunity to provide our comments. Please feel free to contact me by
email at amitchell@sima-amvi.ca or, by phone 416-309-2300. | would be pleased to provide further
information or answer any questions you may have.

Yours sincerely,

THE SECURITIES AND INVESTMENT MANAGEMENT ASSOCIATION

By: Andy Mitchell
President and CEO
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Appendix A:
Request for Comments on the Proposed Amendments and Proposed CP Changes, Responses to
Questions:

Question #1
Do you have any comments pertaining to section 6.1.1 Liquidity Risk Management Framework?

SIMA’s Response:

SIMA supports the LRM Framework language as proposed in s.6.1.1 with the exception of s.6.1.1(2)(b)
where the appointment of an LRM Supervisor or member of an LRM Committee might be limited to certain
positions held within the IFM’s organization. Please see SIMA'’s response to Question 3 in this Appendix A
for more details.

Question #2
Do you have any comments pertaining to section 6.1.2 Operational Requirements?

SIMA’s Response:
SIMA wishes to raise important considerations regarding the proposed operational requirements in section
6.1.2 as set out in the chart below.

Proposed Amendment Comments

Section 6.1.2(1) SIMA notes that IFMs are already required to consider redemption practices
to inform prospectus disclosure (i.e. Form 81-101F1, ltem 7(1)).

SIMA requests that the guidance be expanded to include suggested or
acceptable ways to project or estimate “expected redemption activity” for a
newly established fund.

SIMA notes the ambiguity of the term “align with” in s.6.1.2(1) and
recommends either making the revision proposed below or providing a more
explicit definition or guidance on the intended meaning of “align with”.

“Before the filing of an initial prospectus of a newly established
investment fund, a manager must ensure that the investment fund’s
investment objectives and investment strategies and permitted
redemption frequency of the investment fund’'s securities give
consideration to aliga-with the nature of the investment fund’s expected
portfolio assets and expected redemption activity of the investment
fund’s securities.”

Section 6.1.2(3) SIMA supports the ongoing monitoring, review and assessment of liquidity
risk for investment funds. However, any adjustment to portfolio composition
must be left to the discretion of IFMs and not be prescribed by regulation.
IFMs must have flexibility to make decisions with respect to fund
management that are informed by liquidity risk but also account for other
considerations including market risk, alpha generation, trading costs, and
other factors.

Market conditions may be monitored using qualitative and/or quantitative
metrics, as IFMs may use different metrics depending on the market
conditions and the type of investment fund. IFMs should also be provided
with discretion to decide when to adjust the composition of the fund’s portfolio
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Proposed Amendment Comments

assets. A prescriptive requirement to adjust portfolio composition whenever
certain metrics change could lead to unnecessary trading, increased
transaction costs, and potential deviation from the fund’'s investment
objectives or strategies.

Where portfolio composition is adjusted "if necessary", it should be clarified
that this necessity is within the IFM’s assessment and further clarification that
this means "within the manager's reasonable professional judgment
depending on the nature of the fund" could be included in the Proposed CP
Changes.

Proposed revisions are suggested below.

“(3) An investment fund must monitor, review and assess the investment
fund’s liquidity profile and relevant market conditions on an ongoing basis
using qualitative and and/or quantitative metrics and, if the manager deems
it necessary, adjust the composition of the investment fund’s portfolio assets,
as appropriate at the discretion of the manager.”

Section 6.1.2(4) SIMA agrees that investment funds should establish appropriate thresholds
and/or targets for liquidity monitoring. However, IFMs require flexibility to set,
adjust, interpret and determine appropriate actions with respect to such
thresholds and targets in its professional judgment.

Proposed revisions are suggested below.

“(4) An investment fund must establish and maintain liquidity thresholds and
and/or targets to monitor, review and assess the investment fund’s liquidity
profile under subsection (3) as appropriate and at the discretion of the
manager.”

Section 6.1.2(5) to (7) SIMA agrees that stress tests and risk monitoring are important elements of
an LRM framework. IFMs should have flexibility to design and implement
stress tests and/or risk monitoring as they determine is appropriate, with a
requirement for the IFM’s policies and procedures to clearly set out how
frequently stress testing will be conducted for its funds. SIMA does not
support a prescriptive requirement for quarterly stress testing of all funds.

Uniform prescriptive testing for every fund regardless of size, complexity,
liquidity profile, or investor base is not aligned with regulatory burden
reduction, proportionality principles embedded in securities regulation or with
the principles-based supervisory frameworks adopted internationally for LRM
(i.e., IOSCO), which emphasize flexibility and risk-sensitivity. The May 2025
IOSCO Final Report on Revised Recommendations for Liquidity Risk
Management for Collective Investment Schemes! states that stress testing
should be carried out at a frequency relevant to the specific collective
investment scheme (CIS) and does not mandate periodic stress testing for
every fund. The report also mentions that fund-level stress tests may not be
required where this would be disproportionate, considering the size,

1 https://www.iosco.org/library/pubdocs/pdf/IOSCOPD798.pdf
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Proposed Amendment

Comments

investment strategy, nature of the underlying assets, and investor profile of
the CIS. Other major jurisdictions, such as the United States and Australia,
do not impose such prescriptive, one-size-fits-all requirements, particularly
with respect to mandatory stress testing.

In stressed environments, liquidity risk monitoring should be conducted more
frequently, including stress testing to the extent deemed appropriate, with
particular focus on net redemption activity and asset classes or areas of the
market experiencing liquidity challenges.

SIMA encourages revisions to s.6.1.2(5) to (7) to recognize that stress testing
needs may vary depending not only on market conditions, but also on the
fund’s investment strategy, liquidity profile and risk characteristics, and to
allow the IFM to apply its professional judgment in determining appropriate
stress testing and/or risk monitoring frequency and scope.

SIMA also suggests that the proposed guidance be expanded to include
relevant factors that IFMs might consider in determining whether a fund is
experiencing “stressed market conditions” or “normal market conditions”. If
the CSA would find it helpful, SIMA would be happy to facilitate further
discussion with its members in the development of this guidance.

Proposed revisions are suggested below.

“(5) An investment fund must-may conduct stress tests and/or risk
monitoring of the liquidity of the investment fund’s portfolio assets to
monitor, review and assess the investment fund’s liquidity profile under
subsection (3), including, for greater certainty, the application to the stress
tests of historical and hypothetical scenarios that are relevant to the fund’s
or group of funds’ liquidity profile.

(6) If market conditions are normal, an investment fund must may conduct

stress tests under subsection (5)—atteast—quarery, _as the manager
considers necessary in its professional judgment.

(7) If market conditions are stressed, an investment fund must consider

increasing the frequency of monitoring, including increasing the
frequency of the stress tests and/or risk_ monitoring, if appropriate at

the discretion of the manager, conducted—under—subsection{6)} until

market conditions are normal.”

Section 6.1.2(8)

SIMA strongly proposes removing the requirement for pre-trade liquidity risk
assessment in subsection (8) and relying on the existing illiquid asset
requirement under NI 81-102, supplemented by this proposed LRM
Framework. A transaction-by-transaction pre-trade assessment would be
impractical, duplicative, and unnecessarily burdensome relative to the
incremental risk it is intended to address.

In practice, it is not operationally feasible for an investment fund to assess,
on a pre-trade basis, the impact of each individual portfolio transaction on its
overall liquidity profile before executing the trade. Some funds use different
portfolio teams (or even sub-advisors) to manage various sleeves which
would render the ability to perform pre-trade assessments extremely
complex if not impossible. A requirement to conduct such an assessment
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Proposed Amendment Comments

would significantly delay trade execution, impede a portfolio manager’s ability
to respond quickly to market opportunities, and risk impairing best execution
obligations, which require timely and efficient execution. The pre-trade
assessment would also introduce substantial operational burden for routine,
low-risk trades that do not meaningfully affect a fund’s liquidity position.

A similar requirement in Europe has resulted in over a decade of confusion
and compliance issues?. Pre-trade assessments are complex to implement,
unnecessary for most trades and represent a significant and unreasonable
regulatory burden. Limits on illiquid assets in NI 81-102 already require IFMs
to assess illiquid assets and their impact on limit utilization prior to purchase
when such purchase could have a bearing on the liquidity utilization. In all
other cases, pre-trade assessments are unnecessary for purposes of liquidity
risk management. Ongoing liquidity profiling as required under subsection (3)
will identify liquidity changes in investment funds and portfolio adjustments
can be made, if necessary, as determined by the IFM.

While SIMA agrees that it might be reasonable to conduct a liquidity
assessment in advance for notable changes that could materially impact a
fund’s liquidity profile (such as portfolio repositioning due to changes in
investment strategies or a fund merger), SIMA believes that the IFM is best
positioned to determine whether this would be useful or relevant in the
circumstances.

Section 6.1.2(9), (10) Given the very limited LRM Tools (LMTs) available to retail mutual funds
under NI 81-102, it's not clear what a mutual fund’s contingency planning
policies could be or what the LRM Committee would approve.

Proposed CP Changes Comments

Section 8.1.2(6) SIMA recommends that the definition of “hypothetical scenario analysis” be
revised to allow the IFM to focus on scenarios that the IFM reasonably
considers to be within the realm of possibility. This ensures that resources
are directed toward stress testing relevant and meaningful hypothetical
scenarios, rather than being diverted to extremely remote or implausible
scenarios that provide limited risk management value.

Proposed revisions are suggested below.
“Hypothetical scenario analysis is forward-looking and measures
the potential impact of an event which has not yet occurred and
that the manager considers to have a reasonable likelihood of

occurring.”
Section 8.1.2(8) SIMA recommends that, for the purposes of conducting stress testing, the

IFM determine the appropriate response following the outcome of the review
in s.6.1.2(5), which may include, but is not limited to, a “pro rata”
methodology.

2 Article 26(4) of CSSF Regulation 10-4 requires an IFM when implementing their risk management policy, and where it is appropriate
after taking into account the nature of a foreseen investment, to formulate forecasts and perform analyses concerning the investment's
contribution to the UCITS' portfolio composition, liquidity and risk and reward profile before carrying out the investment.
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Proposed CP Changes Comments

It may be impractical for a fund to consider a “pro rata” methodology if the
fund holds illiquid assets, which is permitted for public funds under NI 81-
102. For funds holding illiquid assets, a strict pro rata liquidation approach
may not be operationally feasible, may produce distorted redemption pricing
outcomes, and may not reflect the fund’s actual liquidity profile.

Question #3
Do you have any comments pertaining to section 6.1.3 Oversight?

SIMA’s Response:
SIMA wishes to raise important considerations regarding the proposed oversight requirements in section
6.1.3 which are set out in the chart below.

Proposed Amendment Comments

Section 6.1.3(2) SIMA recommends that s.6.1.3(2) be revised to give the IFM flexibility in
selecting an appropriate LRM Supervisor instead of requiring that the role be
fulfilled by the CCO or an individual who reports directly to the CCO.

While the CCO has responsibility for the obligations in s.5.2 of NI 31-103, in
some organizations the CCO may be informed of various matters of non-
compliance through established governance processes, from heads of
specialized control functions, such as Operational Risk, AML, and Privacy.

Accordingly, SIMA recommends that s.6.1.3(2) be drafted in a more
principles-based and flexible manner, allowing the LRM Supervisor to be
selected at the IFM’s discretion.

Section 6.1.3(4) SIMA agrees that the LRM Committee, as a whole, should have sufficient
knowledge of the management of liquidity risk. Certain members of the
committee may have specialized knowledge of certain asset classes or risk
metrics, for example, and SIMA does not feel that it would be practical or
appropriate for the regulator to review the skills and knowledge of each
individual member. Rather, SIMA believes that the IFM should design the
composition of the committee or determine which committee within its
existing framework should have responsibility for LRM of its funds and
appoint members with a view to ensuring that the committee as a whole has
"sufficient knowledge of the management of liquidity risk".

SIMA further recommends that the Proposed CP Changes include guidance
for IFMs on the regulatory expectation around the knowledge of the members
of the LRM Committee, while leaving IFMs the flexibility to implement the
structure that best serves their funds. Specific guidance to help IFMs
determine whether the LRM Supervisor or LRM Committee has "sufficient
knowledge" as mentioned in s.6.1.3(4) should be provided. This assessment
could include, but would not be limited to, number of years of relevant
experience, demonstrated capability from previous employment and formal
qualifications or designations.

Section 6.1.3(5)(b), (c) As a general principle, SIMA believes that IFMs should have flexibility to
structure governance committees and responsibilities to meet regulatory and
business needs, and that the Proposed Amendments should be less
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Proposed Amendment Comments

prescriptive on the governance process for new investment funds with
respect to liquidity risk.

Many IFMs have existing approval processes for new products that include
risk management and liquidity risk reviews that also consider the obligations
of the UDP and CCO in s.5.1 and s.5.2, respectively, of NI 31-103. The
prescriptive nature of the proposed change adds unnecessary regulatory
burden where appropriate governance already exists that aligns with the
principles of the regulation.

Liquidity risk management is an important component of fund design, but it
is only one of several factors considered in the creation and ongoing
management of a fund. Investment objectives and strategies are typically
determined through a broader governance process that incorporates portfolio
construction considerations, market opportunities, investor needs, tax and
regulatory factors, operational feasibility, and risk-management practices
more broadly. Embedding an approval requirement for LRM personnel at the
level contemplated in paragraphs (b) and (c) would elevate liquidity
considerations above other core elements of fund design and could create
unnecessary procedural complexity without corresponding investor
protection benefits.

Proposed CP Changes Comments

Section 8.1.3(3) As noted in SIMA'’s response to Question 3 above, SIMA recommends that
IFMs are best positioned to determine the composition of an LRM Committee
and to appoint an LRM Supervisor or members of an LRM Committee. Given
differing business models and firm sizes, IFMs and their LRM Committee
should have the flexibility to decide who is best suited to support the
committee’s mandate. Allowing IFMs full discretion over committee
composition also provides the greatest ability to address potential conflicts of
interest, including those that may arise in firms that typically use performance
fees.

In the spirit of taking a principles-based approach, SIMA suggests removing
subsection (3).

Question #4

Are there any types of investment funds that should be carved out of the Proposed Amendments?
Alternatively, are there any types of investment funds that should be carved out of certain
requirements in the Proposed Amendments? Please explain.

SIMA’s Response:

SIMA strongly supports limiting the application of Proposed Amendments and related Proposed CP
Changes to reporting issuers only. While SIMA recognizes the statement in the “Substance and Purpose”
section that the proposed liquidity framework would apply broadly to all investment funds (including those
that are not reporting issuers), non-reporting issuers, including private investment funds, should be
expressly carved out. Private funds should not be in scope because they are typically offered to accredited
investors and/or permitted clients (as each are defined) who are informed of and accept, or even expect,
the liquidity characteristics and related risks of the investment strategies they select, and therefore do not



-11-

Me¢ Philippe Lebel

CSA Notice and Request for Comment Proposed Amendments to National Instrument 81-102 Investment Funds and Proposed
Changes to Companion Policy 81-102 Investment Funds and Consultation Paper on Liquidity Risk Management Tools, Liquidity
Classification, and Regulatory Disclosure and Data

March 27, 2026

require the same prescriptive LRM protections designed for public retail investors. This includes private
funds that provide periodic redemption rights subject to contractual conditions.

Private funds also operate under contractual liquidity terms tailored to their investment strategies and
disclosed in offering documents; often hold inherently illiquid assets that are incompatible with retail-style
liquidity rules; and are already regulated under NI 31-103’s principles-based liquidity oversight framework,
which is more appropriate for the structure and risk profile of private funds.

To promote continued investment in private markets, SIMA strongly encourages the CSA to limit the
application of the Proposed Amendments and Proposed CP Changes to reporting issuers only.

ETFs (including exchange-traded series of mutual funds) should not be in scope for the LRM Framework
because ETF liquidity arises primarily through trading in the secondary market, where market makers and
dealers provide two-sided quotes and manage bid-ask spreads. Market makers evaluate the liquidity and
hedgeability of the underlying basket before agreeing to support an ETF; if the assets cannot be reliably
traded or hedged, they simply will not take on the mandate, and the ETF cannot launch or sustain effective
market operations. This functions as an inherent structural safeguard that prevents illiquid products from
entering or remaining in the ETF ecosystem. In addition, ETF secondary market trading does not require
the fund to meet investor redemption requests or manage daily cash flow variability at the fund level,
because investors buy and sell ETF units with other market participants on the exchange rather than asking
the IFM to redeem their units. The operational mechanism to create and redeem ETF units through
secondary market trading mitigates part of the liquidity risk associated with ETFs. Applying LRM
requirements to ETFs would therefore be redundant and misaligned with the ETF market structure.

A more prescriptive Canadian LRM regime for ETFs could place Canadian-listed ETFs at a competitive
disadvantage relative to U.S.-listed ETFs, because U.S. ETFs are already subject to a clearly defined but
more tailored regime under SEC Rule 22e-4. In the United States, ETFs, other than In Kind ETFs which
are excluded from key portions of the rule, must maintain a liquidity risk management program, classify
portfolio investments, monitor liquidity risk on an ongoing basis and comply with limits on illiquid
investments. U.S. regulators have not adopted additional ETF-specific liquidity requirements beyond Rule
22e-4 and the associated guidance issued in 2024. As a result, imposing broader or more onerous LRM
obligations uniquely on Canadian-listed ETFs could make them less competitive relative to U.S.-listed peers
that operate under a more proportionate framework.

Question #5
Do you have any other comments pertaining to the Proposed Amendments and Proposed CP
Changes?

SIMA’s Response:
SIMA notes the following additional comments for consideration:

o Implementation period: Requiring the Proposed Amendments and Proposed CP Changes to take
effect three months after final publication would not allow sufficient time to implement the necessary
governance, operational and oversight changes, many of which may involve technology updates. Firms
will need time to compare their existing LRM framework policies/processes with the final amendments
and adjust as necessary. Specific sources of delay may include the time required to:

o hire and onboard new personnel;

o reassign existing personnel,

o provide training on the updated requirements;

o complete the procurement process for any new service providers;
o implement any new or required changes to technology; and

o further operationalize the necessary changes.
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Consistent with other significant regulatory initiatives and depending on the content of the final
amendments, SIMA recommends a minimum 12-month implementation period to ensure effective
compliance. If certain of the changes were to proceed as proposed, specifically the requirement for pre-
trade liquidity assessments, a more realistic implementation period could be 18 months or longer. Most
IFMs will need this time to design, test, and operationalize the LRM Framework in a careful and

controlled manner.

¢ International experience: Regulators in other major jurisdictions, including the U.S. Securities and
Exchange Commission (SEC), do not impose prescriptive liquidity risk management requirements such

as mandatory stress testing for open-end funds.

o Under SEC Rule 22e-4, the SEC did not mandate standardized stress testing or fixed liquidity
thresholds and recently declined to adopt proposals that would have imposed significantly more

prescriptive frameworks.

o 10SCO, the global standard-setting body for securities regulators, also follows a
principles-based approach to liquidity risk management. Its May 2025 Revised
Recommendations for Liquidity Risk Management for Collective Investment Schemes 3
preserve a high-level, outcomes-focused framework, offering guidance and good practices
across fund design, liquidity management tools, governance, day-to-day liquidity practices, and

stress testing without imposing rigid quantitative requirements on funds.

o InAustralia, managed investment schemes are not subject to a dedicated, prescriptive liquidity
risk management regime. Liquidity oversight is instead governed through principles-based
statutory obligations under Chapter 5C of the Corporations Act 2001 (Cth), including
responsible entity obligations and the requirement to maintain adequate compliance and risk
management arrangements. Standardized liquidity stress testing requirements for investment

funds are not imposed.

e Competitiveness: Given this international context, imposing significantly more prescriptive liquidity
requirements in Canada would have direct competitive consequences for the Canadian funds industry.
Canadian investors already frequently purchase U.S. ETFs, as these products are widely accessible
across platforms through cross-border dealers and registered firms. Because U.S. funds would
continue to operate under a less burdensome, principles-based regime, while Canadian IFMs would
face materially stricter regulatory standards, the result would be an even greater structural competitive
disadvantage for Canadian funds. Canadian products would be more expensive to operate, potentially
less flexible in portfolio construction, and therefore less attractive to investors compared with U.S.

alternatives that do not face similar operational and compliance constraints.

e For these reasons, we strongly encourage the CSA to align with international regulatory norms and
maintain a principles-based approach to LRM. Implementing more prescriptive standards, particularly
those exceeding Australian, U.S., and 10SCO requirements, would impose significant additional
compliance and operational costs on Canadian IFMs and place them at a competitive disadvantage
relative to both international peers and the U.S.-domiciled products that Canadian investors can readily

access.

3 https://www.iosco.org/library/pubdocs/pdf/IOSCOPD798.pdf
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Appendix B: Feedback on Consultation Paper, Responses to Questions:

1. Forinvestment funds that are reporting issuers, is there a need for the CSA to permit the use of
LMTs that are not already currently permitted? Please explain, and if applicable, identify any
specific LMTs that the CSA should permit the use of.

SIMA’s Response:

Yes. SIMA agrees that there is a need for the CSA to permit the use of LMTs that are not currently permitted.
Currently, IFMs do not have a sufficient toolkit to address specific issues such as large redemptions by a
small group of investors and potential market freezes due to market events and temporary supply and
demand dislocation. As described in the Consultation Paper, each of the LMTs has its advantages and
disadvantages. SIMA recommends permitting all of the LMTs listed with clear definitions and conditions to
ensure their proper use and adoption.

Repurchase agreements are an effective, efficient and low risk LMT for investment funds, as they permit
funds to quickly raise cash from counterparties without having to permanently dispose of portfolio assets.
Further, unlike cash borrowing from one lender, the use of multiple counterparties to effect repurchase
agreements reduces the concentration risk that the lender decides to no longer permit the fund to borrow
cash. Unfortunately, the current requirements in s.2.13 of NI 81-102 make repurchase transactions
generally unworkable for liquidity risk management. Among the conditions in s.2.13 that are not workable
is the requirement that the proceeds of the repurchase transaction be used only to purchase short-term
qualified securities or to enter a reverse repurchase transaction. We believe the CSA should revisit the
conditions in s.2.13 to permit repurchase agreements as a LMT for Canadian funds, consistent with U.S.
practice.

2. For IFMs of investment funds that are reporting issuers, have there been past situations in
which one of your investment funds would have benefited from being permitted to use an LMT
that is not already currently permitted? If so, please explain, including an explanation for why
you did not apply for exemptive relief from the applicable securities regulatory authority to use
the LMT.

SIMA’s Response:

Yes. Certain SIMA members noted that their funds have temporarily experienced overdraft of more than
5% of the fund’s net asset value, which is the threshold currently permitted under s.2.6. of NI 81-102. These
IFMs would have been able to benefit from an increased temporary borrowing limit of greater than 5%.
Some members have applied for and obtained exemptive relief which allows funds to borrow up to 10% of
their net asset values subject to certain conditions. See SIMA’s response to Question 6 below for more
specific insights regarding borrowing.

Liquidity events are often sudden and unpredictable, and seeking exemptive relief is not feasible in the
timeframes in which such tools would be required, which limits their practical usefulness.

SIMA recommends that the borrowing limit in s.2.6(1)(a)(i) of NI 81-102 be increased to 10% of the fund’s
net asset value at the time of the borrowing, while maintaining the other conditions in 2.6(1).

3. Are there any LMTs that the CSA should not permit to be used by investment funds that are
reporting issuers? If so, please identify the specific LMTs and explain.

SIMA’s Response:
There are no specific LMTs the CSA should not permit and, for those that are permitted, SIMA recommends
the CSA provide clear definitions of those LMTs and conditions to avoid improper uses.
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4. Should the CSA be requiring investment funds that are reporting issuers to adopt LMTs,
including by requiring that such investment funds adopt a minimum number of LMTs or for
example, a minimum number of price based LMTs? Please explain, and if applicable, identify
any specific LMTs that the CSA should require investment funds that are reporting issuers to
adopt.

SIMA’s Response:

SIMA does not believe that investment funds should be required to adopt LMTs, including adopting a
minimum number of LMTs or a minimum number of price-based LMTs. SIMA recommends that IFMs be
given the flexibility to decide which LMTs are suitable for each fund.

Many IFMs have not made use of suspension of redemptions, the currently available LMT, and requiring
IFMs to implement one or more LMTs would impose new and potentially unnecessary costs. Some price-
based LMTs are much more difficult to operationalize than others and certain funds created under older
trust agreements may have structural limitations to implementing certain LMTs. SIMA therefore
recommends that the CSA provide flexibility by permitting a range of price-based tools and allowing IFMs
to select the tools they deem to be most appropriate. As noted in our response to Question 3, SIMA also
supports a level of standardization in how each LMT is applied, with clear definition and conditions to avoid
improper uses.

SIMA would also like to take this opportunity to provide more specific feedback on challenges relating to
swing pricing.

Swing Pricing

SIMA notes that swing pricing would be particularly hard to implement and would require an
industry-wide, multi-year initiative to put in place. SIMA does not, however, believe that swing
pricing should be required and that other price-based tools that are simpler to implement can be as
effective or potentially more effective than swing pricing.

The CSA’s consultation appropriately frames swing pricing as one of several potential antidilution
liquidity management tools, but the evidence does not support making its use mandatory for
Canadian investment funds. Experience in the United States is instructive. Although swing pricing
has long been permitted by the SEC, it has not been adopted by U.S. mutual funds, largely due to
significant operational, governance, and investor-experience challenges. Commenters to the
SEC’s 2022 proposal, Open-End Fund Liquidity Risk Management Programs and Swing
Pricing#,overwhelmingly cautioned that mandatory swing pricing would materially disrupt fund
distribution, disadvantage retail and retirement investors, impose substantial systems costs, and
deliver uncertain benefits given that measured dilution in most mutual funds has historically been
de minimis.

These concerns are amplified in the Canadian context. Canada’s mutual fund market is highly
intermediated, relies on same-day pricing expectations, and includes a large retail investor base
for whom pricing certainty and operational simplicity are critical. Mandating swing pricing could
introduce pricing opacity, result in small investors being adversely affected by large transactions
from a few investors, and undermine investor confidence during periods of market stress.

The CSA’s own consultation paper acknowledges the complexity, governance burden, and
transparency challenges associated with swing pricing, including its need for sophisticated
calibration, the potential for apparent NAV volatility, and the risk of impact to other transacting
investors when a single large transaction can drive a swung price for all.

Recent FSB and IOSCO work calls on authorities to ensure the availability of a broad set of
anti-dilution and quantity-based tools and to encourage greater use of such tools

4 https://www.sec.gov/comments/s7-26-22/s72622.htm.
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where appropriate; it does not prescribe any single mechanism, such as swing pricing, as
universally mandatory. A Canadian framework that codifies robust liquidity-risk governance, stress
testing and contingency planning, and permits, but does not require, sophisticated price-based
tools like swing pricing, alongside simpler mechanisms such as redemption fees or anti-dilution
levies, would in SIMA’s view align with these international recommendations while respecting the
structure and distribution channels of the domestic fund market.

Where funds do choose to adopt swing pricing, it should be subject to strong governance and
disclosure: clear policies on calibration and maximum swing factors, transparent descriptions of
how and when swing pricing may apply, and meaningful oversight by the fund’'s LRM Supervisor
or LRM Committee.

In summary, the CSA should permit swing pricing as an optional tool within a fund’s LRM
framework, subject to clear disclosure and governance, but should avoid imposing it as a
mandatory requirement across the industry.

5. Should the CSA expand the circumstances in which an investment fund that is a reporting
issuer can suspend redemption rights without regulatory approval beyond the circumstances
set out in subsection 10.6(1) of NI 81-102? If so, please explain and identify the circumstances.

SIMA’s Response:

SIMA recommends that the CSA consider expanding the circumstances in which an investment fund that
is a reporting issuer can suspend redemptions by lowering the underlying market exposure in s.10.6(1) of
NI 81-102 to 33%. At this level of exposure, disruptions in a significant marketplace can distort underlying
security prices and make it difficult to determine fair value. IFMs would be empowered to act quickly in
protecting a fund and its investors, following up with timely reporting to the regulator after enacting a
suspension.

6. Should the CSA increase the temporary borrowing limit beyond what is currently permitted
under section 2.6 of NI 81-102? If so, please explain and identify any potential parameters
around the increased temporary borrowing limit.

SIMA’s Response:

With respect to temporary borrowing, SIMA recommends that the CSA distinguish between Financial
Leverage and Settlement Borrowing. The current NI 81-102 limit on temporary borrowing lacks precision
because it does not distinguish between a high-risk activity (Financial Leverage) and a low-risk activity
(Settlement Borrowing). High-risk borrowing for Financial Leverage should be distinguished from low-risk
Settlement Borrowing, with different risk mitigants applied to each activity.

For the purpose of this submission, SIMA defines Settlement Borrowing as temporary borrowing that an
investment fund may use to address a mismatch in settlement differences between redemption orders and
the securities in the underlying investment portfolio. Settlement Borrowing is different from Financial
Leverage because portfolio securities trades have been executed (but not settled) so purchase/sale prices
are determined, and the borrowing does not amplify returns or increase market risk in the fund. Settlement
Borrowing instead introduces counterparty risk if a counterparty fails to settle the previously executed
trades. Counterparty risk can be mitigated without limiting Settlement Borrowing.

There are other considerations, including industry-wide structural factors outside the control of IFMs, that
make the current limit impractical in certain circumstances. Despite Canada’s move to T+1 settlement,
many overseas markets remain on T+2 with different trading hours and holidays. This creates settlement
mismatches that can constrain a fund’s ability to raise cash in time to meet redemption payments,
increasing liquidity risk during periods of large outflows.
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Importantly, it should be noted that in this type of scenario the fund is not leveraged. Securities are sold on
trade date, and proceeds are reflected as cash for NAV purposes; the issue arises solely due to settlement
timing mismatches.

The only alternative way to prevent overdrafts in the scenarios described above would be to require portfolio
managers to maintain significant cash or cash equivalent balances. This would not be in the best interests
of unitholders, as it may negatively impact performance. For equity and fixed income funds, holding excess
cash would result in missed investment opportunities, as cash and cash equivalents typically generate
materially lower returns than longer-term securities.

This situation commonly leads to temporary overdrafts and associated overdraft expenses. If the overdraft
exceeds 5% of NAV, the fund would be in breach of NI 81-102. The exemptive relief allowing funds to
borrow up to 10% of the fund’s NAV, subject to certain conditions, is not sufficient to resolve the issue of
large redemptions, particularly for smaller funds.

As noted in SIMA’s response to Question 2 in this Appendix B, SIMA recommends that the borrowing limit
in s.2.6(1)(a)(i) of NI 81-102 be increased to 10% of the fund’s net asset value at the time of the borrowing,
while maintaining the other conditions as they currently appear in s.2.6(1).

7. For investment funds that are reporting issuers, are there any LMTs that are not discussed in
this Consultation Paper that the CSA should consider permitting or requiring the use of? Please
explain.

SIMA’s Response:
The Consultation Paper mentions redemption in kind as an LMT in use in Canada, but it is not listed and
described in the Types of LMTs section. SIMA requests that in-kind redemptions remain permitted.

8. Are there any types of investment funds that are reporting issuers that should: (a) be carved
out of any requirements relating to LMTs; (b) be subject to different requirements relating to
LMTs; or (c) not be permitted to use any specific LMTs? Please explain.

SIMA’s Response:
SIMA notes the following:

e Money market funds should be out of scope (i.e., fixed NAV per unit investment funds) for
requirements related to all price-based LMTs and, except in extreme circumstances, most quantity-
based LMTs. Money market funds are short-term in nature and primarily invest in cash, cash
equivalents and short-term, high-quality debt instruments with short maturities. This inherently limits
liquidity risk compared to other fund types. Tools such as swing pricing and redemption gates are
generally designed to address liquidity mismatches in less liquid portfolios. For money market
funds, these tools are either unnecessary or impractical given the nature of their assets and liquidity
profile.

e ETFs (including exchange-traded series of mutual funds) may be another category to consider
carving out of requirements relating to LMTs, recognizing that the operational mechanism to create
and redeem ETF units through secondary market trading mitigates part of the liquidity risk
associated with ETFs. Please also see SIMA’s response to Question 4 in our Appendix A.

9. Do you agree with the four classification categories? If not, please explain.

SIMA’s Response:
SIMA does not agree with the four classification categories.
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Mandatory Liquidity Classification of Underlying Portfolio Assets

The CSA’s proposed four-bucket liquidity classification regime would impose a detailed, position-level
labelling exercise on all investment funds, but there is little evidence that this added complexity and cost
would generate commensurate regulatory or investor benefits. Canadian regulators already have
meaningful visibility into fund-level liquidity profiles, notably through the OSC'’s Investment Fund
Survey. The Survey already requires funds registered in Ontario to allocate 100% of net assets across
time-to-sale buckets (daily, 2—7 days, 8-30 days, etc.), and the CSA Systemic Risk Committee (SRC)
explicitly relies on this dashboard for aggregated insight into funds’ liquidity and holdings. Recent SRC
reporting indicates that even in the segment identified as most exposed — fixed income mutual funds —
approximately 64% of assets can be liquidated within one day under normal trading conditions, and that
overall liquidity risks remain low. It has also observed that liquidity profiles have remained stable over time.
Against this backdrop, a new, more prescriptive framework risks adding substantial compliance costs
without commensurate enhancement to systemic risk oversight.

Conceptually, the proposed classification regime also rests on judgments that are inherently subjective and
therefore difficult to standardize across funds. IFMs would be required to estimate the time needed to both
sell and settle each position at a price that does not “significantly” deviate from its carried value, based on
a “reasonably anticipated” trade size. None of those terms - significant price impact, reasonably anticipated
trade size, stressed versus normal conditions - have uniform definitions. As a result, two fund complexes
can legitimately put the exact same security into different buckets simply because they have different
internal tolerances for price impact, or different assumptions about how much they would try to sell in each
scenario. That undermines one of the main objectives of prescriptive bucketing: improved comparability
and clean, aggregated data for supervisory use. In practice, what regulators receive may be an opaque
mixture of models, risk appetites and vendor methodologies and not a consistent cross-fund measure of
liquidity.

The classification of assets based on how quickly they can be readily disposed of “at an amount that at
least approximates the amount at which the asset is valued” requires funds to make hundreds of highly
subjective determinations about asset liquidity for a single fund, as opposed to one overall assessment at
the fund level. Essentially, for each asset, a fund would have to determine how quickly and how much of it
could be convertible to cash at a price that at least approximates the amount at which the asset is valued.
It is extremely difficult to make judgments with any precision and confidence about how quickly an asset
can be sold at a particular price prior to actually selling the asset, particularly for those instruments that
trade over the counter. Further, given the inherent judgment calls involved in assigning specific liquidity
classifications to portfolio securities, there is a high likelihood that different IFMs will categorize securities
differently, and even inconsistently, based on their own evaluation criteria. Finally, the ability to convert a
portfolio security to cash may be impacted by external or idiosyncratic events that cannot be predicted or
measured accurately.

Operationally, implementing and maintaining a four-bucket, security-level classification framework is
non-trivial. Experience under the U.S. SEC’s liquidity rule illustrates how costly and operationally intensive
a prescriptive bucketing regime can be. In its 2017 Liquidity Rule Implementation Working Group survey,
the Investment Company Institute (ICl) reported that 74% of respondents expected the rule’s bucketing and
related reporting requirements to account for more than half of their initial compliance costs, and 35%
expected to spend more than US $1 million up-front just to comply with the bucketing and associated
reporting. For ongoing compliance, 60% of respondents anticipated that bucketing and related reporting
would account for more than half of their annual liquidity program costs, and 56% expected to spend more
than US $500,000 per year to maintain compliance with these requirements. Two-thirds of firms (66%)
expected to add staff specifically to implement and administer their liquidity programs, with at least one
large complex reporting initial implementation costs exceeding US $10 million and another expecting US
$2-3 million in annual ongoing costs.

The same survey work showed that most U.S. firms were driven toward external vendors to meet the rule’s
asset classification obligations at scale: 91% of respondents were considering, or had decided, to work with
a vendor, and 90% expected to use vendors for bucketing itself. Over 80% also planned to use vendors for
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market data and for aggregating information for regulatory filings. Overall, this suggests that a similar
regime in Canada would not be incremental or low-cost but would instead represent a substantial new
regulatory system that funds must build and maintain.

When assessing whether such costs are justified, it is critical to weigh them against the actual historical
behaviour of Canadian fund investors and the liquidity profile of Canadian funds. Over multiple episodes of
severe market stress, Canadian mutual fund investors have not exhibited “run-like” redemption patterns®.
During the 2008 financial crisis, when the S&P/TSX Composite Index fell by approximately 42.4%,
redemptions from Canadian equity mutual funds amounted to only about 3.2% of total industry equity
assets. In earlier episodes, such as the 1998 Asian financial crisis, industry data show that redemptions
were even more muted, with equity fund outflows of less than 1% of assets during a roughly 20% index
decline.

More recent experience during the March 2020 COVID-related market turmoil tells a similar story. Despite
pronounced stress in underlying bond markets and the temporary “no-trade” conditions observed for some
instruments, Canadian bond mutual funds saw net redemptions of only about 2.9% of total assets, while
equity mutual funds experienced net redemptions of roughly 0.9% of assets. Net sales quickly turned
positive again as markets stabilized. These data are consistent with the CSA Systemic Risk Committee’s
own conclusion in its 2024 Annual Report on Capital Markets that fixed income mutual funds, the segment
flagged as carrying the most liquidity risk, hold a large share of assets in relatively liquid instruments and
that, overall, liquidity risks in this sector remain low. Considering this empirical record of modest
redemptions through severe downturns, and the already-demonstrated resilience of Canadian open-end
funds, it is not evident that a highly granular, prescribed bucketing regime is necessary to guard against
system-wide liquidity shocks.

The composition and behaviour of the Canadian mutual fund investor base further argue against the need
for highly prescriptive liquidity bucketing. Industry data indicate that roughly half of mutual fund assets are
held in long-term, tax-advantaged vehicles such as RRSPs and TFSAs, which are structurally oriented
toward retirement saving rather than short-term trading®. Most investors buy funds with professional help:
eight in ten use an advisor for all or part of their portfolio and 63% of mutual fund investors made their last
purchase through an advisor?.This combination of long-horizon, tax-sheltered savings and adviser-led
decision-making supports a relatively stable investor base that has historically “stayed the course” through
market cycles, which in turn reduces the likelihood of rapid, destabilizing redemption spikes that a granular
public bucketing regime is ostensibly designed to address.

Against mandatory public disclosure of quantitative liquidity buckets

SIMA cautions strongly against any public disclosure of quantitative liquidity classification information. For
most retail investors, granular bucket percentages are unlikely to be decision-useful and will potentially be
misread as precise, forward-looking signals®. Behavioural research and survey evidence suggest many
investors have limited numeracy® and rely on simple heuristics; when presented with data such as “X% of
assets are illiquid” or “Y% take more than five days to sell and settle,” they may treat these figures as hard
indicators of safety or risk, rather than as rough, model-based estimates that depend heavily on
assumptions about trade size and market conditions. In stressed markets, even small changes in reported
bucket allocations could therefore be over-interpreted, not because the underlying risk has fundamentally
changed, but because the numbers appear to have moved in a way that is difficult for non-experts to
contextualize.

The U.S. SEC’s experience underscores these concerns. After initially planning to require public reporting
of aggregate liquidity buckets, the SEC ultimately stepped back. The Commission concluded that the

5 SIMA Research.

8 Investor Economics, SIMA request.

7 SIMA-Pollara 2025 Investor Survey.

8 The complexity of economic decisions, by Xavier Gabaix & Thomas Graeber (National Bureau of Economic Research, 2024).
9 https://www.ciro.ca/sites/default/files/2024-06/2024-Investor-Survey-Report-EN.pdf.
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apparent objectivity of the figures masked a highly subjective classification process. The SEC noted that
presenting the data as simple percentages “may imply precision and uniformity in a way that obscures its
subjectivity,” and that, in this format, there was “a significant risk of confusing and misleading investors”10,

The SEC also highlighted how much model risk and methodological discretion sit behind apparently simple
liquidity labels. It expressly warned that public dissemination of aggregate bucket data, “without an
accompanying full explanation to investors of the underlying subjectivity, model risk, methodological
decisions, and assumptions that shape this information,” could be misleading, and that such data “may not
be useful for investors” because it would not yield a genuine “apples to apples” comparison between funds.
In other words, two funds could report similar percentages in a “5-day” bucket even though they got there
using very different models and tolerances for price impact. The Commission further observed that, to make
the data truly interpretable, one would need a long, technical narrative explaining each input and
assumption, something that would be inconsistent with the purpose and format of standardized positional
reports.

On that basis, the SEC ultimately decided to eliminate public disclosure of aggregate liquidity buckets and
to pivot toward narrative disclosure in shareholder reports. It reasoned that effective communication of
liquidity risk, and its management is better achieved through tailored, qualitative discussions of a fund’s
LRM program rather than through bucket percentages that can give investors a “false impression that they
can rely on the sole results of time bucketing for comparing liquidity of different funds in making their
investment decisions.” The Commission’s conclusion was that public bucket data, in the absence of
extensive context, risked doing more harm than good.

10. Do you agree with including the settlement period in the timeline set out in each of the four
classification categories? If not, please explain.

SIMA’s Response:

SIMA does not agree with including the settlement period in the timeline for the four classification
categories. Settlement risk is a distinct risk that should be separated from other types of liquidity risk for the
purpose of risk assessment and risk mitigation. In SIMA’s response to Question 6, we proposed a risk
mitigation framework for settlement risk. Including settlement period in the classification categories again
mixes two distinct types of liquidity risk together, the market trading liquidity of assets and the settlement
cycle for assets. We believe that mixing the two risk types together obscures the source and severity of risk
which can make the classification process less useful for IFMs. For example, if an investment fund holding
is classified in the fourth category, it is not known if the holding is difficult to trade or if it simply has a long
settlement cycle.

Settlement risk should be addressed separately. Settlement classification can also be conducted. For
example, asset settlement risk could be assessed by dividing assets into settlement categories such as:

o Normal settlement assets (< T+3): requiring minimal additional liquidity buffers.

o Extended settlement assets (> T+7): requiring more scrutiny due to prolonged exposure to market gaps,
counterparty risk, and funding constraints.

11. Should any of the four classification categories be revised to distinguish between the timeline
required to readily dispose of and settle an asset during normal market conditions and the
timeline required to do so during stressed market conditions? If so, please explain the
distinction that should be made.

10 https://www.sec.gov/files/rules/final/2018/ic-33142.pdf.
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SIMA’s Response:

As noted in SIMA’s response to Question 9, SIMA does not believe that it is possible to conduct a single
classification that captures both normal and stressed market conditions. SIMA believes that best practice
is to conduct liquidity classification under typical or current market conditions and to conduct a separate
classification under stressed market condition assumptions. Typical and stressed classifications are
reviewed and interpreted separately. Requiring both a normal and stressed market condition framework
and timeline to dispose would duplicate work efforts and invite unnecessary subjectivity.

The Proposed Amendments to NI 81-102 include a requirement for IFMs to conduct liquidity risk monitoring
periodically, including stress testing. Liquidity stress testing typically includes conducting liquidity
classification under stressed market condition assumptions and comparing the results with stressed
redemption assumptions. SIMA believes that liquidity stress testing is an appropriate way to incorporate
stressed market assumptions into the liquidity assessment of an investment fund.

12. Do you agree with the potential change to the definition of illiquid asset? If not, please explain.

SIMA’s Response:

SIMA does not support the potential change to the definition of illiquid asset in the Consultation Paper. The
potential change fails to address the current shortcomings in the definition of “illiquid asset” and introduces
further complexity and operational burden.

The linkage between the illiquid asset limit and liquidity classification may result in IFMs modifying their
classification process to ensure compliance with the limit, which could inadvertently weaken the liquidity
classification and risk management process. Liquidity classification should be separated from the NI 81-
102 definition of illiquid assets. We also note that the European regulators have elected to separate the
concept and monitoring of illiquid assets (i.e., the “Trash Ratio”) from liquidity classification / profiling'*.

While SIMA strongly believes the NI 81-102 definition of illiquid assets should not be considered alongside
changes to liquidity classification, we would like to share concerns identified with the proposed definition:

e The current definition refers to “market facilities on which public quotations in common use are
widely available”. This definition appears to have been designed for equity securities, where the
stock markets use public quotations that are widely available. However, other types of assets,
including fixed income securities, do not generally trade on market facilities with widely available
public quotations, and therefore IFMs have had to interpret those terms in a way to permit their
funds to invest in non-equity liquid assets. Therefore, we would recommend that the CSA delete
the reference to “market facilities on which public quotations in common use are widely available”
from the definition of illiquid asset.

e The current definition contains a reference to “restricted security”, which is itself unclear. This has
created some confusion in the industry; for example, whether 144A securities are restricted
securities under the definition. We recommend the CSA move to a single prong definition that
excludes the restricted security reference.

e The addition of “5 business days” to the definition as proposed by the CSA differs from the time
horizon in the equivalent U.S. securities law definition, which uses “seven calendar days”. It's not
clear why the CSA chose five business days and whether there was a specific reason not to align
with the timing in the U.S. regulation. This inconsistency would make operationalization by IFMs
who have U.S.-based affiliates more challenging.

T European Securities and Markets Authority (ESMA), Final Report: Technical Advice on the UCITS Eligible Assets Directive, 26
June 2025. This report explains that the 10% “trash ratio” operates as a standalone exposure limit within the eligible-assets
framework—separate from liquidity classification or profiling.
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e The proposed definition will group truly illiquid securities with, for example, securities with no active
markets and/or high valuation uncertainty, together with relatively liquid securities with low valuation
uncertainty where the investment fund simply has a large holding and/or the security has a long
settlement cycle.

13. Are there other aspects of the current definition of illiquid asset that should be revised? If so,
please explain.

SIMA’s Response:

Please refer to SIMA’s response to Question 12 above. SIMA believes it would be beneficial for the CSA
to provide additional guidance and/or add precision to the current definition of illiquid asset and, in particular,
the phrase "an amount at least approximates the amount at which the portfolio asset is valued". We
recommend that the illiquid asset definition focus on assets that have a high degree of valuation uncertainty
(i.e., Level lll assets under IFRS 13) and/or those that have highly restricted trading conditions (i.e., Russian
securities following the imposition of sanctions, or delisted securities).

14. Do you agree that IFMs should be permitted to use a classification method that groups together
portfolio assets that have similar characteristics? If not, please explain.

SIMA’s Response:

Yes, SIMA agrees that IFMs should be permitted to use a classification method that groups together
portfolio assets that have similar characteristics. For some asset classes, liquidity estimation with models
is not available or not meaningful and a grouped treatment is appropriate. The IFM therefore requires the
flexibility to apply a grouping approach as needed to develop a comprehensive classification methodology.
SIMA notes however that groupings can lead to large differences between IFMs in their approaches to
classification and may render comparisons between IFMs based on classification categories to be
uninformative.

To the extent that these classifications may flow through to reporting or inclusion in fund disclosure, SIMA
believes the same definition should be used across the industry to ensure appropriate comparability.

15. Do you agree that the CSA should not prescribe the liquidity classification category of specific
asset classes or asset types as part of the classification framework and should leave such
classification to the IFM?

SIMA’s Response:

Yes, SIMA agrees. It is challenging to prescribe “one size fits all” approach for many of the asset classes.
There is a risk that the liquidity classification may be either too permissive or too strict for particular asset
types if this approach is taken. For example, some asset types, like high-yield bonds, can have more or
less liquid issues, depending on the supply and demand for types of issuers, sectors, industries, credit
ratings etc. It should be left to the IFM to classify the assets in the funds they manage. The IFM is best
equipped to assess and review the liquidity classification of each of its fund portfolio assets.

16. Do you agree with the examples of factors included above under “Factors”? If not, please
explain why you disagree, and if there are other factors that should be included as examples,
please indicate.

SIMA’s Response:

SIMA believes the factors listed in the Consultation Paper should be considered examples, not prescribed
requirements. Some of the listed factors are generic and others are not applicable to all assets. It should
be left to IFMs to determine which factors they will consider when classifying and reviewing the classification
of portfolio assets.
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17. If the classification framework requires that the IFM take into account the reasonably anticipated
trade size for a portfolio asset in classifying the portfolio asset, should the framework require
that the entire holding of that portfolio asset be classified into a single liquidity classification
category, or should it allow for different portions of that portfolio asset to be classified into
multiple liquidity classification categories?

SIMA’s Response:

As noted in SIMA’s response to Question 9, SIMA does not agree with mandating a four-bucket,
security-level classification framework. For the purpose of providing a response to this specific question
and if liquidity bucketing were to be mandated, SIMA supports using "reasonably anticipated trade size"
(RATS) to determine liquidity classifications. While RATS is endorsed, SIMA also believes the firms should
have the flexibility to classify portions of holdings into different liquidity classification categories at their
discretion. Using multiple liquidity categories is more complex, but firms may wish to use this approach
when a single category does not accurately reflect the liquidity of the holding.

18. Do you agree with a minimum monthly frequency for the requirement to review the liquidity
classification of each of the fund’s investments? If not, please explain.

SIMA’s Response:

SIMA believes that there should be flexibility for IFMs to set the frequency of review for the liquidity
classification as part of their LRM program. Prescribed rules in this space create a “one size fits all” solution
that will be difficult to implement given the breadth of different fund types (e.g., mutual fund, ETF, closed-
end fund) and investments that funds can make. SIMA agrees that it is reasonable to require that a review
of liquidity classification be performed at least annually and that IFMs should have the flexibility to perform
the review more frequently, such as quarterly, in its sole discretion.

19. Are there any types of investment funds that should be carved out of the liquidity classification
framework or be subject to different liquidity classification requirements? Please explain.

SIMA’s Response:

SIMA supports limiting the application of Proposed Amendments, related Proposed CP Changes and the
LRM Framework to reporting issuers other than ETFs. Please see SIMA’s response to Question 4 in
Appendix A.

Fixed NAV per Unit funds should be carved out of the liquidity classification framework as they have an
established liquidity profiling methodology based on maturities and the proposed liquidity classification
would be of limited informational value for the securities held in these funds.

20. Should liquidity profile information be disclosed in the Proposed Fund Report? Please explain
and if applicable, identify the liquidity-related information that should be included in the
Proposed Fund Report and the format in which it should be disclosed.

SIMA’s Response:

SIMA does not agree that liquidity profile information should be disclosed in the Proposed Fund Report.
Only liquidity at the fund level is relevant information to an investor. SIMA does not consider the liquidity of
a fund’s portfolio of securities to be material to an investor's decision to buy, hold or redeem, given the
prospectus states that funds are redeemable on demand and suspension of redemptions may only be made
with regulatory approval. Liquidity profile information is even less relevant to an ETF investor as liquidity is
obtained through trading on public markets. Portfolio securities classified and disclosed based on a moment
in time is not helpful disclosure and may even present a distorted or incomplete picture of the fund’s actual
liquidity. Such disclosure would also create unnecessary confusion, as mutual funds and ETFs are
generally liquid products by design. It is unclear what incremental, or decision-useful information investors
would gain from detailed liquidity classifications of individual portfolio holdings.
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21. If the CSA permits or requires the use of LMTs that are not already currently permitted or
required, should the CSA require that all information about LMTs be disclosed in a new,
separate section of the prospectus relating to LMTs or in an existing section of the prospectus,
such as the “Purchases, Switches and Redemptions” section of the simplified prospectus?
Please explain.

SIMA’s Response:

SIMA does not believe that the simplified prospectus should include all information about LMTs. LMTs are
operational, fund-level tools used in exceptional circumstances and are not relevant to retail investors’
decision-making. Adding extensive disclosure about all LMTs, whether in a new section or within
“Purchases, Switches and Redemptions”, would introduce unnecessary complexity and may confuse
investors about the likelihood or nature of LMT use.

This position is consistent with SIMA’s response to Question 20, where we have stated that LMT-related
disclosure should not be included in the Proposed Fund Report. Treating the simplified prospectus the
same way avoids duplicative, technical disclosure that offers little incremental value to retail investors and
helps prevent over-disclosure that could distract from information that is genuinely material to investment
decisions.

SIMA believes that including Part B and any applicable risk factor disclosure - like what is required for use
of derivatives and securities lending - would appropriately inform investors that a fund may rely on LMTs,
even if only in exceptional circumstances.

22. Is there any other liquidity-related information that should be disclosed in the prospectus, fund
facts or ETF facts? Please explain.

SIMA’s Response:

SIMA does not believe that any additional liquidity-related disclosure should be required in the prospectus,
Fund Facts or ETF Facts. This is consistent with SIMA’s responses to Questions 20 and 21. Issuers are
already required to disclose the appropriate information in the prospectus, namely, short-term trading fees,
redemption fees and when redemptions can be suspended. Additional liquidity-related language would
likely confuse investors and would not provide decision-useful information.

23. Do you agree with requiring that investment funds disclose on a confidential basis to the
applicable securities regulatory authority the liquidity classification category of each
investment held by the fund? Please explain.

SIMA’s Response:
SIMA does not support requiring that investment funds disclose such information, even if on a confidential
basis.

For IFMs with a principal regulator in Ontario, portfolio liquidity breakdowns are already reported to the OSC
annually as part of the Investment Funds Survey. The CSA should not increase regulatory burden by
requiring additional disclosure to the regulator of the same information in a different format. The CSA may
instead wish to consider harmonizing the collection of the survey information across jurisdictions.

24. If the answer to question 23 is yes, do you agree with a quarterly reporting frequency? Please
explain.

SIMA’s Response:
N/A. See SIMA’s response to Question 23.
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25. Is there any other liquidity profile-related information that the CSA should require investment
funds to report to securities regulatory authorities on a confidential and periodic basis? Please
explain.

SIMA’s Response:
No comments.

26. Should investment funds be required to publicly disclose the liquidity classification category of
each investment held by the fund and if so, what would be the appropriate frequency and timing
of such disclosure? Please explain.

SIMA’s Response:
See also SIMA’s response to Question 9.

No. SIMA believes that public disclosure of the liquidity classification of each investment held by a fund
would be confusing and misleading to investors. Investors are primarily concerned with the fund’s liquidity
(i.e., the investor’s ability to redeem daily). A complex calculation is used to create liquidity classifications,
and investors would be unable to make any meaningful inference based on such classifications and may
inadvertently use the information on liquidity of the fund’s individual securities for other unintended
purposes.

Furthermore, IFMs are likely to categorize securities differently based on their own evaluation criteria. Any
liquidity classification disclosure would also be based on a moment in time, which can change based on
external or idiosyncratic events that cannot be predicted or measured accurately.

SIMA understands that there is an SEC requirement for quarterly disclosure of fund liquidity classifications
and that this information is made publicly available by the SEC through the Edgar platform. If the CSA were
to take a similar approach and take ownership of publicly disclosing the liquidity classifications of all
investments funds on their comparable platform, SEDAR+, SIMA is wary of the additional regulatory,
operational or system costs that might be directly or indirectly passed on to registered firms.

SIMA also refers to our submission regarding the CSA Notice and Request for Comments — Proposed
Amendments and Proposed Changes to Modernize the Continuous Disclosure Regime for Investment
Funds in connection with disclosure2.

27. Should investment funds that are not reporting issuers be subject to this periodic reporting
requirement? Please explain.

SIMA’s Response:

No. Consistent with SIMA’s comments provided above, SIMA feels that non-reporting issuer funds should
be excluded from the scope of the Proposed Amendments and Proposed CP Changes (including
private/non-prospectus qualified funds). If the CSA nevertheless extends the LRM requirements to such
funds, it should do so only through a separate consultation focused on non-reporting issuer/private funds.
As such, SIMA has not provided feedback on matters relating to non-reporting issuer funds in this
submission.

28. Do you agree with requiring that investment funds promptly report to the applicable securities
regulatory authority when the above liquidity-related events under “Confidential reporting to
securities regulatory authorities” occur? Please explain.

12 https://www.sima-amvi.ca/wp-content/themes/ific-new/util/downloads _new.php?id=30192&lang=en_CA
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SIMA’s Response:

SIMA believes that investment funds that are reporting issuers should only be required to promptly report
instances where a fund suspends redemptions and when the fund activates LMTs that materially impact
the redemption price or an investor’'s ability to redeem out of the fund. The other liquidity-related events
listed do not warrant immediate reporting to securities regulators, as many of these occur frequently.
Requiring prompt reports for all such events creates unnecessary regulatory burden and has the potential
to overwhelm regulators with notifications and risk diluting their focus on truly material liquidity concerns —
such as those significant enough to necessitate a suspension of redemptions.

29. Are there any other liquidity-related events for which the CSA should require prompt reporting
to the applicable securities regulatory authority? Please explain.

SIMA’s Response:

SIMA believes that requiring firms to promptly report to securities regulators during a liquidity-related event
could create unnecessary regulatory burden and divert focus from addressing time-sensitive matters. In the
earliest moments of financial stress, it's essential that firms can concentrate fully on stabilizing fund liquidity
without added distractions.

30. Should the occurrence of any of the above liquidity-related events under “Confidential reporting
to securities regulatory authorities” also require public disclosure beyond the current material
change reporting requirements? Please explain.

SIMA’s Response:

SIMA believes that public disclosure of liquidity-related events beyond the current material change reporting
requirements could create unnecessary noise and lead to unintended consequences. Such disclosures
might unduly alarm investors, prompting excessive redemption requests that could further strain a fund that
is already facing liquidity challenges. SIMA believes the existing material change reporting framework is
sufficient, ensuring that truly important information is communicated to investors without triggering
unnecessary market disruption.

31. Should investment funds that are not reporting issuers be subject to these liquidity-related
event reporting requirements? Please explain.

SIMA’s Response:

Consistent with our comments provided above, SIMA feels that non-reporting issuer funds should be
excluded from the scope of the Proposed Amendments and Proposed CP Changes (including
private/non-prospectus qualified funds). If the CSA nevertheless extends the LRM requirements to such
funds, it should do so only through a separate consultation focused on non-reporting issuer/private funds.
As such, SIMA has not provided feedback on matters relating to non-reporting issuer funds in this
submission.
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British Columbia Securities Commission

Alberta Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumer Services Commission, New Brunswick
Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island
Nova Scotia Securities Commission

Office of the Superintendent of Securities, Service NL
Northwest Territories Office of the Superintendent of Securities
Office of the Yukon Superintendent of Securities

Nunavut Securities Office

Re: CSA Notice and Request for Comment — Proposed Amendments to National
Instrument 81-102 Investment Funds; and Proposed Changes to Companion Policy 81-
102 Investment Funds; and Consultation Paper on Liquidity Risk Management Tools,
Liquidity Classification, and Regulatory Disclosure and Data (the “Consultation”)

The Canadian Advocacy Council of CFA Societies Canada (the “CAC”)" appreciates the
opportunity to provide comments on the Proposed Amendments to National Instrument 81-102
Investment Funds (the "Proposed Amendments"), the Proposed Changes to Companion Policy
81-102 Investment Funds (the "Proposed CP Changes"), and the Consultation Paper on
Liquidity Risk Management Tools, Liquidity Classification, and Regulatory Disclosure and Data
(the "Consultation Paper"), published by the Canadian Securities Administrators (the "CSA") on
November 27, 2025 (collectively, the "Consultation").

Executive Summary

We commend the CSA for undertaking a comprehensive and well-structured consultation on
liquidity risk management ("LRM") for investment funds. The dual-track approach of codifying
existing guidance from CSA Staff Notice 81-333 Guidance on Effective Liquidity Risk
Management for Investment Funds ("SN 81-333") into enforceable rules through the Proposed
Amendments, while simultaneously seeking views on broader LRM enhancements through the
Consultation Paper is thoughtful and reflects the significant recent international regulatory

" The CAC is an advocacy council for CFA Societies Canada, representing the 12 CFA Institute Member Societies across Canada
and over 21,000 Canadian CFA charterholders. The council includes investment professionals across Canada who review
regulatory, legislative, and standard setting developments affecting investors, investment professionals, and the capital markets in
Canada. Visit www.cfacanada.org to access the advocacy work of the CAC.

As the global association of investment professionals, CFA Institute sets the standards for professional excellence and credentials.
We champion ethical behavior in investment markets and serve as the leading source of learning and research for the investment
industry. We believe in fostering an environment where investors’ interests come first, markets function at their best, and economies
grow. With more than 200,000 charterholders worldwide across more than 160 markets, CFA Institute has 9 offices and 158 local
societies. Find us at www.cfainstitute.org or follow us on LinkedIn.
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momentum in this area, helping to address both macroprudential and investor protection
concerns.

While we generally support addressing these concerns and the objective of strengthening LRM
frameworks for all investment funds, including those that are not reporting issuers, we are
concerned that the proposed governance architecture for LRM oversight contains a fundamental
design deficiency. The Proposed Amendments house LRM oversight with the Chief Compliance
Officer ("CCO"), conflating the distinct disciplines of risk management and compliance, without
solid policy justification other than apparent expedience of pre-existing regulatory responsibility
residing primarily within this function. As far as we’re aware, major international comparators’
frameworks addressing similar macroprudential and investor protection concerns generally treat
these areas as separate and co-equal functions. Risk management and compliance serve
different purposes, require different expertise of staff and leadership, and must operate with
different reporting lines. We are aware of no other major jurisdiction that entirely subordinates
risk management to compliance in the manner proposed. We believe the framework should
instead articulate the need for a non-subordinated and distinct risk function, headed by a senior
leader such as a Chief Risk Officer ("CRQ"), with direct reporting to the CEO or board,
independent of the other major functions of the firm including portfolio management and
compliance. Given the comparative weaknesses in the legacy risk-mitigation model, in part from
Canada's relatively disempowered Independent Review Committee ("IRC") model relative to
independent fund board structures in comparable jurisdictions, the quality of internal risk
governance design becomes even more consequential for Canada’s proposed regulatory
response.

We also believe and agree that the Canadian liquidity management tool ("LMT") toolbox must
be expanded. IOSCOQO's 2022 Thematic Review rated Canada only "broadly consistent" on LMT
availability, and the limited toolkit creates well-documented first-mover disadvantages that
discourage voluntary adoption of additional measures.? We recommend that the three LMTs
currently available without exemptive relief (suspension of redemptions, short-term trading fees,
and redemptions in kind) become a mandatory minimum baseline for all funds, with
standardized disclosure to destigmatize additional LMT adoption and eliminate competitive
barriers to their use. We believe all additional LMTs discussed in the Consultation Paper should
be made available, with market-standard methodologies developed collaboratively with industry
such that disincentives to adoption are minimized.

The proposed liquidity classification framework is an acceptable baseline for regulatory
communication as a shared vocabulary between investment fund managers ("IFMs") and the
CSA. However, in its current form it is purely time-based and omits critical dimensions that the
CSA's own factors section already contemplates, including price impact and position size
relative to market depth. We recommend specific enhancements to bring the framework closer
to reflecting actual liquidity dynamics, while explicitly framing it as a regulatory minimum that
IFMs should go well beyond for internal risk management purposes.

Finally, we note that the Consultation does not directly address the broader macroprudential
landscape. The LRM challenges the CSA seeks to address for investment funds do not exist in
isolation and without comparable and major sources of similar macroprudential risks. Pension

210SCO, "Thematic Review on Liquidity Risk Management Recommendations: Final Report" (November 2022).
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funds, closed-end funds, structured products, private vehicles, and other investment vehicles
present analogous liquidity risks but fall outside this consultation's scope. We encourage the
CSA to address the coordination mechanisms between securities regulators and
macroprudential authorities in future work, and would encourage stakeholder and public
transparency relating to the status of these developments.

General Commentary
I. Governance and Risk Management Architecture

As noted, we support the codification of LRM requirements from guidance into enforceable
rules. Moving the substance of SN 81-333 into the regulatory framework is an important step
that strengthens both investor protection and the CSA's supervisory toolkit. We also
acknowledge that the Proposed Amendments' requirements for written policies and procedures,
stress testing, and escalation processes represent meaningful enhancements over the existing
guidance.

Our concern is with the governance architecture through which these requirements are
overseen. The Proposed Amendments route LRM oversight through the CCO both as the LRM
supervisor and as a required participant in the LRM committee structure. In our view, this
model's overdependence on compliance as the responsible regulatory function conflates two
fundamentally different functions that are deserving of distinct and separate resourcing.

Risk management and compliance are distinct disciplines. Compliance focuses on
adherence to rules and regulations; while risk management focuses on identifying, measuring,
and managing risks that may or may not be addressed by existing rules. We believe this distinct
purpose is deserving of direct regulatory recognition, as it has been recognized in other major
jurisdictions’ governance and regulatory framework:

The EU UCITS Directive requires that the risk management function be "hierarchically and
functionally independent from operating units, including portfolio management," and treats risk
and compliance as separate functions.?

The UK FCA requires that the risk function be "hierarchically and functionally independent" and
report directly to senior risk management personnel through to the board, not through
compliance.*

The US SEC's 2022 amendments to Rule 22e-4 route LRM program oversight to the
independent fund board, not to the CCO.°

Australia's ASIC Regulatory Guide 259 states explicitly that "risk management and compliance
are different functions" and that compliance is "not a substitute for a risk management
function."®

3 EU UCITS Directive 2009/65/EC; Commission Directive 2010/43/EU, Article 12.
4 UK FCA, COLL 6.6.3.

5 US SEC, Rule 22e-4, as amended (2022).

6 Australia, ASIC Regulatory Guide 259.
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While not directly instructive, we believe this approach to be appropriately interpretive of
IOSCO's 2025 revised recommendations call that for "appropriate seniority and independence"
in LRM oversight.”

We recommend that the framework articulate a defined and non-subordinated CRO
function, with the CRO reporting directly to the board (with potential for day-to-day reporting to
be partially delegated to senior management, but with a clear line of ultimate reporting duty to
the board), independent of the compliance or other senior management function.

The firm’s ultimate governing body (the board) and the Ultimate Designated Person
("UDP") of the firm should bear ultimate accountability for liquidity risk governance.
Liquidity risk is not a compliance matter to be managed at the CCO level — it is a fundamental
business risk that requires board-level and chief executive accountability.

Canada's IRC model compounds this concern. The IRC provides weaker external
governance than independent fund board structures in comparable jurisdictions. US fund
boards, for instance, have general fiduciary duties to investors and, under SEC Rule 22e-4,
direct oversight responsibility for LRM programs. The IRC's mandate is confined to conflict-of-
interest review without general fiduciary oversight of fund operations. This governance gap
makes the quality of internal risk governance (including the CRO's independence, reporting line,
and mandate) even more consequential in the Canadian context. The need for investor-serving
enhancements to this fund governance model has been a long-standing position of ours, and
we reiterate it here because the LRM framework makes it newly urgent: every LMT discussed in
the Consultation Paper presents manager to investor conflicts, and reinforces the need for
empowered and independent fund fiduciaries, particularly tools involving valuation conflicts and
complex or novel unitholder-versus-unitholder tensions.

Il. A Framework Tuned to the Nature of Liquidity

We are concerned that the proposed operational requirements, while comprehensive on paper,
are too anchored in a compliance-led framework rather than reflecting the reality of the
discontinuous nature of liquidity. As we are periodically reminded with novel circumstances,
liquidity can episodically evaporate in an asset class that appeared sound at the most recent
quarterly committee meeting. If the responsible individuals and processes are not anchored in
this reality, the framework risks becoming process that does not address the intended outcome,
adding regulatory burden that appears to address the challenge without substantively designing
controls that matter when most needed and called upon.

We believe the framework, as proposed, is too divorced from investment decision-makers and
those closest to real dynamic liquidity conditions. Risk monitoring should be tuned to the
characteristics of the actual portfolio and its assets, rather than driven primarily by a process
and compliance calendar.

We acknowledge that the quarterly stress testing frequency, monthly classification review, and
quarterly committee meetings set out in the Proposed Amendments represent acceptable
regulatory baselines and the skeleton of a minimally-acceptable process. However, they should

7 10SCO, Revised Recommendations for Liquidity Risk Management for Open-Ended Funds (2025).
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be understood as floors, not ceilings. IFMs should be encouraged and expected to go well
beyond these minimums in building their internal risk management practices, and should deeply
adapt their processes to the assets, concentration and other characteristics of their funds and
holdings, and should be reflective and aware of aspects of their investment and portfolio
management processes, such that they can be complementary. Stress testing, in particular,
should be integrated into contingency planning and scenario analysis that is ongoing and asset-,
strategy-, and portfolio specific, not confined to periodic compliance exercises.

We also observe that contingency plans are valuable for foreseeable scenarios. But it is in
unforeseeable and novel scenarios when skills, governance, and reporting lines are most tested
and that governance quality matters most. This is a further reason why the governance
architecture must be designed with the right professionals, process expectations,
independence, and accountability.

lll. Expanding the LMT Toolbox

We support expanding the Canadian LMT toolbox beyond the three tools currently available
without exemptive relief. As we noted, Canada's limited toolkit has been flagged internationally:
IOSCO's 2022 Thematic Review rated Canada only "broadly consistent”" on the
recommendation relating to the implementation of additional LMTs, noting a lack of flexibility in
their application.®

Mandatory minimum adoption. We believe the three currently available LMTs (suspension of
redemptions, short-term trading fees, and redemptions in kind) should become a mandatory
minimum baseline for all funds, with standardized disclosure in fund documents. The well-
documented first-mover disadvantage means that voluntary adoption of LMTs penalizes early
movers in investor perception. Academic evidence demonstrates that regulatory signaling and
universal adoption reduce stigma and eliminate first-mover effects: Jin, Kacperczyk, Kahraman,
and Suntheim (2022) found that swing pricing eliminates the first-mover advantage and
significantly reduces outflows during market stress.® The French AMF's experience following its
November 2024 regulatory incentive measures (where adoption of gates went from
approximately 20% to 66% of AUM, and anti-dilution tools reached 45%) suggests that
regulatory signaling drives adoption and reduces stigma.'°

Any additional LMTs adopted beyond the baseline must also be disclosed. LMT disclosures
should reference a related contingency plan, but should not require description or disclosure of
the contingency plan itself or its details, as we worry this required disclosure would serve as
disincentive to adoption. There should be an onus on the IFM if few or no LMTs are adopted to
explain how this is consistent with their contingency planning and to address gaps through
proactive adoption.

We believe the CSA should design regulatory examination mechanisms and incentives that
encourage expansive contingency planning and LMT adoption, rather than allowing market

8 Supra.

9 Jin, D., Kacperczyk, M., Kahraman, B. and Suntheim, F., "Swing Pricing and Fragqility in Open-End Mutual Funds," Review of
Financial Studies 35(1) (2022), pp. 1-50.

10 Autorité des marchés financiers (AMF, France), data on LMT adoption following regulatory incentive measures (November
2024).
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dynamics to penalize early and additional non-mandatory LMT adopters. The regulatory
architecture should push toward non-mandatory LMT adoption, not be neutral to market forces
that push against it.

Price-based tools. We are generally supportive of making all price-based tools available:
swing pricing, dual pricing, anti-dilution levies, and bid/ask valuation. Each requires market-
standard methodologies developed collaboratively with industry, both for best-practices
development, but also for disincentives to be present for use of investor-unfriendly non-standard
measure design. If mechanisms are adopted in a non-standard or non-market-practice way, the
implementation itself could cause compounding problems around signaling and first-mover
disadvantages.

The cross-border dimension is relevant. Canada operates in an integrated North American
marketplace adjacent to the United States, which has adopted a swing pricing mechanism, but
has seen no voluntary take-up, likely due to noted collective action challenges and disincentives
to first movers. Canadian funds cannot simply adopt widely permissive EU-style mechanisms
without considering this adjacency.

We note that each price-based tool exposes conflicts between different classes of unitholders
(redeeming versus remaining), and between unitholders and the manager. As we’ve noted, we
believe these conflicts stretch current mandated conflict governance, and are better addressed
through independent fund fiduciaries than through current IRC structures. Setting unitholder
against unitholder requires independent fiduciaries to manage conflicts effectively.

Quantity-based tools. We believe all quantity-based tools discussed in the Consultation Paper
should be available as LMTs, including gates, notice periods, and settlement period extensions
where useful for non-market-traded assets, but each with some development of market-
standard practices (ideally, then articulated through guidance) to better promote understanding
by investors and higher-quality common practices underlying manager usage. We also believe
use of side pockets should be available, but in more exceptional circumstances given the many
inherent investor-investor and investor-manager conflicts, highlighting the need for more
robustly staffed and governed fund oversight functions through independent fund fiduciaries.
Similarly, expanding suspension of redemptions could be sensible to make slightly more
dynamically available in extreme circumstances, but conflicts and governance issues abound.

Temporary borrowing limit. The current 5% of NAV limit under section 2.6 of NI 81-102 should
be raised and made more flexible and responsive to novel circumstances without the
cumbersome and slow process of seeking exemptive relief. The COVID-19 experience in 2020,
when the CSA provided emergency exemptive relief for fixed income mutual funds,
demonstrates that requiring regulatory relief in a crisis is exactly backwards. The facility should
be designed to be available when needed.

Additional tools to consider. We would recommend the CSA also consider three additional
LMTs:

1. Redemptions in kind should be formally named and included in the framework as a
designated LMT with appropriate governance and disclosure standards, consistent with
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the EU and UK approaches, even though they are already permitted in Canada, to
encourage their adoption in appropriate circumstances.

2. Deferred redemptions should be considered per IOSCQO's 2025 revised
recommendations, parameterized appropriately. This tool is functionally distinct from
gates and settlement extensions.

3. Committed credit facilities deserve more direct discussion as an LMT, noting that the
availability and pricing of these facilities may themselves be constrained in the stress
scenarios when they would be most needed.

IV. Liquidity Classification Framework

We accept the four-bucket classification framework as a common mode of regulatory
communication and a shared vocabulary for IFM-regulator interaction. However, it should by no
means be positioned to or relied upon by a given IFM as a complete liquidity classification
framework for internal risk assessment, contingency planning, or LMT calibration. We
recommend the following specific enhancements be articulated either through regulation or
guidance:

1. Add a price impact qualifier. The classification definitions should qualify disposal as
being "without materially impacting market value" or using similar language, bringing
Canada in line with the SEC's approach at minimum. A fund should not be able to
classify a large position as "highly liquid" simply because the security trades daily, if
liquidating that position would materially move the market.

2. Integrate position size relative to market depth. The CSA's own factors section
already contemplates anticipated trade size, relative position size, market depth, impact
of large transactions, and bid-ask spreads, but these factors are not reflected in the
classification definitions themselves. They should be integrated into the framework as
expectations, not left as optional methodology considerations.

3. Explicitly frame the classification as a minimum baseline. IFMs should be expected
to employ more granular, multidimensional liquidity assessment for internal risk
management. The regulatory framework should state this expectation directly, and then
support its application through guidance.

4. Address the liquidity illusion. Classifications should account for stressed-condition
liquidity, not just normal-condition observables. Investors and managers often mistake
high trading volumes and tight bid-ask spreads as signs of robust liquidity, yet during
periods of stress, liquidity can evaporate swiftly."* ESMA's guidance that funds should
not assume liquidation at full average daily volume supports this principle.'

5. Consider removing the listed-asset presumption. Listing status alone should not be
treated as a proxy for liquidity, consistent with the UK FCA's approach. This is
particularly applicable in Canadian markets where liquidity can be concentrated and
transitory.

V. Disclosure and Reporting

Investor-facing disclosure. We do not believe the proposed liquidity profile pie chart is
informative to investors in its current form. Given the static and unqualified nature of the

11 European Systemic Risk Board (ESRB), Report on Vulnerabilities in the EU Financial System (February 2025).
12 European Securities and Markets Authority (ESMA), Guidelines on Liquidity Stress Testing in UCITS and AlFs.
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underlying classification framework, the pie chart could prove misleading, anchor unreliable
investor expectations, and ultimately age very poorly. The underlying frameworks need to be
improved and governance strengthened before layering investor-facing liquidity disclosures on
top.

LMT disclosure, by contrast, should be robust: full detail in the prospectus, with a standardized
form of summary in fund facts and ETF facts using mandatory consistent terms and
presentation. This supports destigmatization and enables comparability across funds.

Any event that fundamentally changes the nature of a fund's liquidity for new subscribers should
require public disclosure, with appropriate overlap by guidance (or rules if necessary) with
existing material change reporting requirements for funds.

Confidential regulatory reporting. Quarterly confidential reporting of classifications is only as
good as the underlying classification and its governance. We strongly support the principle of
confidential reporting to regulators, but the framework needs to be improved before the
reporting is meaningful for individual or aggregate analytical purposes.

Critically, reporting must be technologically enabled through utility solutions such as API
connectivity, utility tools, and standardized data formats to be both easily aggregated for
regulatory analysis and not costly or inordinately burdensome for IFMs. Otherwise, it risks
becoming an exercise in lawyering and paperwork without direct and easy insight into individual
fund or macroprudential risks, which we see as regulatory burden without service of goals or
outcomes. We believe regulators should provide modern integration and reporting utility
infrastructure for the reporting they mandate, rather than prescribing demands that beget
technology builds for the industry to uniquely service regulatory paper/PDF-era intake
mechanisms.

Event-driven reporting. Event-driven reporting is useful and should extend beyond fund-level
triggers to include asset-level events (material changes to the liquidity profile of significant
holdings), asset-class-level events, and market-wide liquidity disruptions. Needs for more
responsive and frequent reporting during stressed periods without cumbersome and sclerotic
reporting processes reinforces the need for technology-enabled reporting infrastructure.

Event-driven reporting should provide conduits for both IFM-direct reporting and fund fiduciary
reporting (should independent fund governance be appropriately revisited), to reduce the
potential for under-reporting where the IFM has its own conflicts around disclosing developing
problems.

VI. Macroprudential Scope

We believe the Consultation should have included discussion of broader sources of
macroprudential liquidity risk beyond solely the investment funds in scope such as pension
funds, closed-end funds, structured products, private vehicles, family offices, and other
investment vehicles, including decisions to exclude coverage of certain vehicles, or how they
are covered by other regulatory regimes and will be considered via coordinative regulatory
mechanisms.
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This points to the abiding tension between macroprudential and securities regulators for both
coverage and competing objectives. Prescriptive rulemaking for one vertical raises the question
of what is being achieved without addressing the broader landscape. We encourage the CSA to
engage in more direct discussion about the shortcomings of the current coordination
mechanisms and how the structure could be evolved toward better overall outcomes, rather
than having to invent coordination mechanisms di novo in times of market stress, potentially
disconnected from market participant expectations.

Responses to Specific Questions on the Proposed Amendments and Proposed CP
Changes

1. Do you have any comments pertaining to section 6.1.1 Liquidity Risk Management
Framework?

As noted, we support the requirement for all investment funds to establish and maintain an LRM
framework with written policies and procedures. Codifying the guidance in SN 81-333 into
enforceable requirements is an important step.

However, as discussed in our general commentary on governance, the framework should
distinguish between the risk management function and the compliance function. The LRM
framework should be overseen by a non-subordinated risk function, not housed within the
compliance apparatus. We would recommend that the framework explicitly articulate the role of
a CRO or equivalent risk officer with direct reporting to the board (with delegation day-to-day to
executive management), independent of the CCO.

The requirement for written policies and procedures is appropriate, but we would encourage the
CSA to frame these requirements in a way that drives genuine risk engagement rather than
seeking to document compliance. The policies should be living documents tied to actual process
and portfolio dynamics, not static compliance artifacts.

2. Do you have any comments pertaining to section 6.1.2 Operational Requirements?

We support the operational requirements in principle, including the pre-launch alignment
requirement, ongoing monitoring, liquidity thresholds and targets, stress testing, pre-transaction
liquidity impact assessment, and contingency planning.

As noted in our general commentary, we believe the quarterly stress testing frequency, monthly
classification review, and other periodic requirements are acceptable as regulatory baselines
but should be understood as floors. IFMs should be expected to employ more frequent and
granular risk monitoring tuned to the actual characteristics of their portfolios and market
conditions. Stress testing should be integrated into scenario analysis that is asset- and strategy-
specific.

We also note that contingency plans should be integrated with LMT adoption. IFMs should
adopt LMTs appropriate for the most foreseeable circumstances, and there should be an onus
on IFMs that adopt few or no LMTs to explain how this is consistent with their contingency
planning.
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3. Do you have any comments pertaining to section 6.1.3 Oversight?

This is where our most significant concerns arise. As detailed in our general commentary, the
proposed oversight structure routes LRM oversight through the CCO, conflating risk
management and compliance, and effectively subordinating the risk function for expediency of
existing regulatory accountability mechanisms. We recommend the following changes:

1. Articulate a non-subordinate CRO function with direct reporting to the CEO or board,
independent of compliance.

2. Vest the UDP (with authority from the board) with ultimate accountability for liquidity risk
governance.

3. Ensure the LRM committee and supervisor roles are anchored in risk management
expertise, not compliance expertise.

4. Revisit the IRC model's limitations for LRM oversight, with reference to independent fund
board structures in comparable jurisdictions that provide stronger external governance.

5. The quarterly meeting frequency for the LRM committee is acceptable as a minimum,
but the committee should be expected to meet more dynamically and frequently during
periods of market stress or when portfolio liquidity conditions change materially.

4. Are there any types of investment funds that should be carved out of the Proposed
Amendments? Alternatively, are there any types of investment funds that should be
carved out of certain requirements in the Proposed Amendments? Please explain.

No. We do not believe that any types of investment funds should be carved out of the Proposed
Amendments. The LRM framework should be flexible enough to accommodate all in-scope fund
types, strategies, and underlying assets, and the LRM program expectations should scale on a
risk-indexed basis to accommodate different asset classes, fund types, and business models.
Carving out specific fund types would create gaps in investor protection and could facilitate
regulatory arbitrage.

The framework should be principles-based and scalable, allowing IFMs to tailor their LRM
practices to the specific liquidity characteristics of their funds but without exempting any
category from the fundamental requirements.

5. Do you have any other comments pertaining to the Proposed Amendments and
Proposed CP Changes?

We note the absence of discussion regarding the broader macroprudential landscape with
concern. As discussed in our general commentary, the LRM challenges the Proposed
Amendments seek to address do not exist in isolation. We encourage the CSA to proactively
address coordination mechanisms between securities regulators and macroprudential
authorities, and to explain how related risks in pension funds, closed-end funds, structured
products, and private vehicles are being addressed.

We also reiterate our view that the framework's effectiveness will depend significantly on the
quality of its governance architecture. The strongest operational requirements will not achieve
their intended outcomes if oversight is housed with the wrong professionals and operates under
the wrong reporting lines.

10
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Responses to Specific Questions in the Consultation Paper
A. Liquidity Risk Management Tools
Question 1: For investment funds that are reporting issuers, is there a need for the CSA

to permit the use of LMTs that are not already currently permitted? Please explain, and if
applicable, identify any specific LMTs that the CSA should permit the use of.

Yes. As discussed in our general commentary. We support making all LMTs discussed in the
Consultation Paper available to investment funds, with reductions to disincentives for adoption.
Each tool requires market-standard methodologies developed collaboratively with industry, and
each must be accompanied by appropriate governance and disclosure standards.

Question 2: For IFMs of investment funds that are reporting issuers, have there been
past situations in which one of your investment funds would have benefited from being
permitted to use an LMT that is not already currently permitted? If so, please explain,
including an explanation for why you did not apply for exemptive relief from the
applicable securities requlatory authority to use the LMT.

While we respond as an advocacy organization rather than an IFM, we note that the COVID-19
market stress in March-April 2020 provides a clear case study. The CSA provided emergency
exemptive relief to increase temporary borrowing limits for fixed income mutual funds,
demonstrating that the existing toolkit was insufficient for a stress scenario. Requiring regulatory
relief in the midst of a crisis is exactly backwards, as the facility should be designed to be
available before it's needed.

The FSB has acknowledged that "cost, competitive or reputational concerns, as well as
operational hurdles, may have prevented OEF managers from both including [LMTs] in the
constitutional documents of OEFs and using them.""® This underscores the need for regulatory
action to normalize and mandate LMT adoption rather than relying on voluntary uptake.

Question 3: Are there any LMTs that the CSA should not permit to be used by investment
funds that are reporting issuers? If so, please identify the specific LMTs and explain.

No. We believe all LMTs discussed in the Consultation Paper should be available, provided
market practices are developed and adopted to require their responsible adoption, governance
and use. The best solution in form of LMT depends on the problem encountered, and IFMs
should have the full range of tools available to deploy contextually and responsibly. With this
said, clear disclosure and appropriate governance with this heightened latitude becomes critical,
particularly independent fund fiduciary oversight for tools that create conflicts between
unitholders (such as swing pricing, gates, and side pockets).

Question 4: Should the CSA be requiring investment funds that are reporting issuers to
adopt LMTs, including by requiring that such investment funds adopt a minimum number
of LMTs or for example, a minimum number of price-based LMTs? Please explain, and if

13 Financial Stability Board, "Assessment of the Effectiveness of the FSB's 2017 Recommendations on Liquidity Mismatch in Open-
Ended Funds" (December 2022).
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applicable, identify any specific LMTs that the CSA should require investment funds that
are reporting issuers to adopt.

Yes. As discussed in our general commentary, we recommend that the three currently available
LMTs become a mandatory minimum baseline for all funds. Beyond the mandatory minimum,
LMT adoption should be integrated into contingency plans. IFMs should adopt LMTs appropriate
for the foreseeable circumstances they have identified in their contingency planning. There
should be an onus on IFMs that adopt few or no additional LMTs beyond the mandatory
minimum to explain how this is consistent with their contingency planning and risk assessment.

We do not recommend a blanket requirement for a minimum number of price-based LMTs at
this stage, given the need for market-standard methodology development and the cross-border
considerations discussed in our general commentary.

Question 5: Should the CSA expand the circumstances in which an investment fund that
is a reporting issuer can suspend redemption rights without requlatory approval beyond
the circumstances set out in subsection 10.6(1) of NI 81-102? If so, please explain and
identify the circumstances.

Yes. It is sensible to make suspension slightly more dynamically available in extreme
circumstances. We recognize, however, that expanded suspension authority raises the acute
question of who represents unitholder interests when access to capital is completely cut off.
This is a further illustration of why independent fund fiduciary governance is essential as a
manager deciding to suspend redemptions in a fund it manages faces an inherent conflict of
interest. Any expansion of suspension authority should be accompanied by clear governance
requirements, including mandatory notification to unitholders and, ideally, oversight by
independent fiduciaries.

Question 6: Should the CSA increase the temporary borrowing limit beyond what is
currently permitted under section 2.6 of NI 81-102? If so, please explain and identify any
potential parameters around the increased temporary borrowing limit.

Yes. The temporary borrowing limit should be raised above the current 5% of NAV and made
more flexible and dynamic. Parameters to consider include: a higher baseline limit (we would
suggest the CSA consult with industry on the appropriate level), with the capacity for the limit to
adjust dynamically in response to market conditions, and clear disclosure requirements
regarding the use of the borrowing facility.

Question 7: For investment funds that are reporting issuers, are there any LMTs that are
not discussed in this Consultation Paper that the CSA should consider permitting or
requiring the use of? Please explain.

Yes, we would recommend the CSA consider three additional LMTs:

1. Redemptions in kind should be formally named and designated as an LMT with
appropriate governance and disclosure standards, consistent with the EU and UK
approach. While already permitted in Canada, formally incorporating redemptions in kind

12
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into the LMT framework with standardized disclosure would support transparency and
comparability, and encourage adoption as an LMT.

2. Deferred redemptions should be considered per IOSCO's 2025 revised
recommendations. This tool — which allows an IFM to defer redemption requests
beyond the normal settlement cycle under defined conditions — is functionally distinct
from gates and settlement extensions and would provide useful additional flexibility.

3. Committed credit facilities deserve more direct discussion as an LMT. While useful as
a buffer, the CSA should note that the availability and pricing of these facilities may
themselves be constrained in the stress scenarios when they would be most needed.

Question 8: Are there any types of investment funds that are reporting issuers that
should: (a) be carved out of any requirements relating to LMTs; (b) be subject to different
requirements relating to LMTs; or (c) not be permitted to use any specific LMTs? Please
explain.

No fund types should be entirely carved out of LMT requirements. The LMT framework should
be made flexible and scalable enough to account for all in-scope fund types, IFMs, strategies,

and underlying assets. Carve-outs would create gaps in investor protection and undermine the
destigmatization that universal adoption is designed to achieve.

B. Liquidity Classification

Question 9: Do you agree with the four classification cateqgories? If not, please explain.

We accept the four-category framework as a useful regulatory baseline but have noted
reservations given the current definitions are purely time-based and omit critical dimensions of
liquidity. As discussed in our general commentary, we recommend:

1. Adding a price impact qualifier to the definitions, so that disposal is qualified as being
"without materially impacting market value."

2. Integrating position size relative to market depth into the classification framework.

3. Explicitly stating that the regulatory classification is a minimum baseline, and that IFMs
should employ more granular, multidimensional assessments for internal risk
management.

4. The framework should not be relied upon as a complete liquidity classification for internal
risk assessment, contingency planning, or LMT calibration.

Question 10: Do you agree with including the settlement period in the timeline set out in
each of the four classification categories? If not, please explain.

Including settlement in the timeline is appropriate for non-normally-settled assets. However, this
is an edge case that does not address the underlying classification deficiencies we have
identified.

Question 11: Should any of the four classification categories be revised to distinquish
between the timeline required to readily dispose of and settle an asset durinqg normal
market conditions and the timeline required to do so during stressed market conditions?
If so, please explain the distinction that should be made.

13
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Yes. Classifications should account for stressed-condition liquidity, not just normal-condition
observables. The European Systemic Risk Board has noted that "investors often mistake high
trading volumes and tight bid-ask spreads as signs of robust liquidity, yet during periods of
stress, liquidity can evaporate swiftly."'* ESMA's guidance explicitly directs funds not to assume
liquidation at full average daily volume.

We believe the classification framework should require IFMs to assess liquidity under both
normal and stressed conditions, and to classify assets based on the more conservative of the
two assessments, or at minimum to disclose both assessments confidentially to regulators.

Question 12: Do you agree with the potential change to the definition of illiquid asset? If
not, please explain.

The proposed 5-business-day disposal concept is acceptable but incomplete. There can be
significant illiquidity without reaching a 5-day disposal horizon as assets may be illiquid at any
reasonable price impact threshold long before the time dimension becomes the binding
constraint. The price impact qualifier we recommend would address this gap in part.

Question 13: Are there other aspects of the current definition of illiquid asset that should
be revised? If so, please explain.

Yes. As noted above, the definition should incorporate a price impact dimension. An asset that
cannot be disposed of without materially impacting market value should be treated as illiquid or
less liquid regardless of the time required for disposal.

We would also encourage the CSA to consider removing the presumption that listed assets are
liquid. Listing status alone is not a reliable proxy for liquidity, as the UK FCA has recognized in
its approach.

Question 14: Do you agree that IFMs should be permitted to use a classification method
that groups together portfolio assets that have similar characteristics? If not, please

explain.

We are sceptical of this approach. Even within a category such as large-cap Canadian equities,
liquidity dynamics vary widely due to idiosyncratic factors such as float, average daily volume,
sector-specific stress dynamics, and other position-specific characteristics, and be temporally
unstable due to idiosyncratic or market-wide events such as corporate events or index
rebalancing. A grouping approach is too facile and prone to masking meaningful differences. In
our view, this approach points to a compliance exercise rather than genuine engagement with
realistic portfolio liquidity dynamics.

If the CSA proceeds with permitting asset grouping, the baseline expectations for what
constitutes "similar characteristics" should be significantly more demanding, and IFMs should be
required to demonstrate that the liquidity characteristics of grouped assets are genuinely
comparable under both normal and stressed conditions.

14 ESRB, Report on Vulnerabilities in the EU Financial System (February 2025).
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Question 15: Do you agree that the CSA should not prescribe the liquidity classification
category of specific asset classes or asset types as part of the classification framework
and should leave such classification to the IFM?

Yes. The CSA should not prescribe classification by asset class, as asset class alone is an
artificial classification that does not capture actual liquidity dynamics. Classification should
address the characteristics and type of assets, and fit the liquidity scenarios and contingencies
the IFM has identified.

However, this discretion must be exercised within a framework that incorporates the
enhancements we recommend, particularly price impact and position size considerations.
Leaving classification to the IFM is appropriate only if the IFM is working with a sufficiently
rigorous framework.

Question 16: Do you agree with the examples of factors included above? If not, please
explain why you disaqgree, and if there are other factors that should be included as
examples, please indicate.

The factors enumerated in the Consultation Paper are appropriate and essential. Our concern is
that these factors are presented as optional methodology considerations rather than being
integrated into the classification definitions themselves.

We recommend that the factors relating to price impact and position size relative to market
depth be elevated from examples to required elements of the classification framework. A
classification framework that contemplates these factors in its guidance but omits them from its
definitions has identified the right dimensions of liquidity but failed to incorporate them where
they matter most.

Question 17: If the classification framework requires that the IFM take into account the
reasonably anticipated trade size for a portfolio asset in classifying the portfolio asset,
should the framework require that the entire holding of that portfolio asset be classified
into a single liquidity classification cateqgory, or should it allow for different portions of
that portfolio asset to be classified into multiple liquidity classification categories?

This question reflects a fundamental aspect of how liquidity works. The sale of the first portion of
a position impacts the available pricing and liquidity for the remaining portion. Tranches do not
exist in isolation. A simple classification cannot capture this dynamic — a large position in a
security may be "highly liquid" for its first 10% but "less liquid" or "illiquid" for the balance,
depending on market depth and market impact dynamics following commencement of trading.

This points to the need for a more complex, multidimensional classification framework that goes
beyond time-based buckets. At minimum, the framework should allow for multiple classifications
for portions of the same holding to reflect this reality. However, we note that this complexity
further underscores our recommendation that the regulatory classification be explicitly framed
as a baseline, with IFMs employing more sophisticated internal assessments.
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Question 18: Do you agree with a minimum monthly frequency for the requirement to
review the liquidity classification of each of the fund's investments? If not, please

explain.

Monthly review is acceptable as a minimum baseline. However, it should not be an upper limit.
Classification review cadence should be driven by actual portfolio dynamics and market
conditions. During periods of market stress or when the liquidity characteristics of significant
holdings change materially, more frequent and dynamic review should be expected, and the
governance framework should require it.

Question 19: Are there any types of investment funds that should be carved out of the
liquidity classification framework or be subject to different liquidity classification
requirements? Please explain.

No, not in our view. The classification framework should be flexible enough to accommodate all
in-scope IFMs, fund types, strategies, and underlying assets. Consistent with our response to
Question 4 of the Proposed Amendments, carve-outs create gaps in investor protection and
undermine the universality that makes the framework useful as a regulatory tool, particularly
from a macroprudential risk perspective.

C. Regulatory Disclosure and Data

Question 20: Should liquidity profile information be disclosed in the Proposed Fund
Report? Please explain and if applicable, identify the liquidity-related information that
should be included in the Proposed Fund Report and the format in which it should be
disclosed.

We do not believe the proposed liquidity profile pie chart is informative to investors in its current
form. The underlying classification framework is static and unqualified as it does not incorporate
price impact, position size relative to market depth, or stressed-condition liquidity. Presenting
this information to investors as a simple chart pneumonic on marketing materials could prove
misleading and unreliable, anchoring investor expectations improperly.

We would recommend deferring investor-facing liquidity profile disclosure until the underlying
classification framework has been enhanced to address the deficiencies we have identified, and
until the governance framework provides adequate assurance of classification quality.

LMT disclosure in the Proposed Fund Report, by contrast, would be useful and should be
encouraged in standardized language as investors benefit from understanding what tools a fund
has available to manage liquidity stress.

Question 21: If the CSA permits or requires the use of LMTs that are not already currently
permitted or required, should the CSA require that all information about LMTs be
disclosed in a new, separate section of the prospectus relating to LMTs or in an existing
section of the prospectus, such as the "Purchases, Switches and Redemptions"” section
of the simplified prospectus? Please explain.
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We would recommend a new, dedicated section of the prospectus for LMT disclosure. This
approach supports visibility, comparability, and investor understanding. The section should
include full detail on all LMTs adopted by the fund, their objectives, the circumstances under
which they may be activated, and the governance process for their activation and management.

A standardized summary of LMT information could also appear in fund facts and ETF facts,
using mandatory consistent terms and prescribed presentation elements. This supports
destigmatization and enables investors to compare LMT adoption across funds.

Question 22: Is there any other liquidity-related information that should be disclosed in
the prospectus, fund facts or ETF facts? Please explain.

Beyond the LMT disclosure discussed above, we would recommend that fund facts and ETF
facts include a standardized, plain-language summary of the fund's overall approach to liquidity
risk management. This should be brief and focused on enabling investors to understand how
the fund manages liquidity risk at a high level, without requiring detailed technical disclosure.

We reiterate that the liquidity profile pie chart should not be included in fund facts or ETF facts
at this stage, for the reasons discussed in our response to Question 20.

Question 23: Do you agree with requiring that investment funds disclose on a
confidential basis to the applicable securities requlatory authority the liquidity
classification cateqory of each investment held by the fund? Please explain.

We support the principle of confidential regulatory reporting of liquidity classifications.
Regulators need this data to monitor liquidity risk across the fund industry and to identify
potential systemic concerns.

However, as discussed in our general commentary, this reporting is only as good as the
underlying classification framework and its governance. The CSA should enhance the
classification framework before placing significant weight on the reported data.

Critically, the reporting mechanism must be technologically enabled through utility solutions to
ensure the data is easily aggregated for regulatory analysis and not unduly costly or
burdensome for IFMs. Regulators should provide modern integration infrastructure for the
reporting they mandate.

Question 24: If the answer to question 23 is yes, do you agree with a quarterly reporting
frequency? Please explain.

Quarterly reporting is acceptable as a baseline frequency for routine periodic reporting. We
note, however, that the value of periodic reporting is complemented by event-driven reporting,
which provides more timely information during the periods when it matters most.

Question 25: Is there any other liquidity profile-related information that the CSA should
require investment funds to report to securities requlatory authorities on a confidential
and periodic basis? Please explain.
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We would recommend that confidential reporting extend to include information on LMT
activation and usage, borrowing facility utilization, and any material changes to the fund's
contingency plan. This information, combined with classification data, would give regulators a
more complete picture of liquidity risk management across the industry.

Question 26: Should investment funds be required to publicly disclose the liquidity
classification cateqgory of each investment held by the fund and if so, what would be the
appropriate frequency and timing of such disclosure? Please explain.

No, we don’t believe this is necessary at this time. Public position-level classification disclosure
raises significant concerns around front-running, competitive harm, and the potential for
misinterpretation by retail investors. Confidential reporting to regulators is the more appropriate
channel for this granular data.

If the CSA determines that some form of public liquidity disclosure is warranted, it should be at
the portfolio level (not position level), and only after the underlying classification framework has
been enhanced to address the deficiencies we have identified.

Question 27: Should investment funds that are not reporting issuers be subject to this
periodic reporting requirement? Please explain.

Yes. Non-reporting issuers should be subject to both periodic and event-driven reporting
requirements. Liquidity risk does not distinguish between reporting and non-reporting issuers,
and regulators need visibility into the liquidity risk profile of the entire fund industry to monitor
systemic risk effectively.

The same technology-enabled utility approach should apply, to ensure that reporting is efficient
and not disproportionately burdensome for smaller or less-resourced IFMs.

Question 28: Do you agree with requiring that investment funds promptly report to the
applicable securities requlatory authority when the above liquidity-related events occur?
Please explain.

Yes. We support event-driven reporting to regulators for the liquidity-related events identified in
the Consultation Paper, including redemptions above threshold levels, illiquid asset limit
breaches, fund suspensions, LMT activations, and temporary borrowing.

We would recommend that event-driven reporting extend beyond fund-level triggers to include:

1. Asset-level events: Material changes to the liquidity profile of significant holdings.

2. Asset-class-level events: Material changes to the liquidity characteristics of an asset
class in which the fund has significant exposure.

3. Market-wide liquidity disruptions: Events affecting overall market liquidity conditions.

More frequent reporting during stress periods reinforces the need for technology-enabled
reporting infrastructure.
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Question 29: Are there any other liquidity-related events for which the CSA should
require prompt reporting to the applicable securities requlatory authority? Please

explain.

Yes, as noted in our response to Question 28. Asset-level, asset-class-level, and market-wide
events should trigger reporting. In addition, any material change to a fund's contingency plan or
LMT availability should be reported promptly.

Event-driven reporting should also provide conduits for both IFM-direct reporting and fund
fiduciary reporting (should independent fund governance be appropriately revisited), to reduce
the potential for under-reporting where the IFM has its own conflicts around disclosing
problems.

Question 30: Should the occurrence of any of the above liquidity-related events also
require public disclosure beyond the current material change reporting requirements?
Please explain.

Any event that fundamentally changes the nature of a fund's liquidity for new subscribers should
require public disclosure. The existing material change reporting framework provides a useful
starting point, and we would recommend the CSA ensure that the liquidity-related events
identified in the Consultation Paper are clearly in-scope of material change reporting where they
meet the applicable thresholds.

For events that do not meet the material change threshold but are nonetheless significant for
investor decision-making such as the first activation of a previously unused LMT, the CSA
should consider whether additional targeted disclosure requirements are warranted.

Question 31: Should investment funds that are not reporting issuers be subject to these
liquidity-related event reporting requirements? Please explain.

Yes. Non-reporting issuers should be subject to event-driven reporting requirements, through
the same technology-enabled utility approach recommended for periodic reporting. The CSA's
ability to monitor systemic liquidity risk requires visibility across all in-scope funds, regardless of
reporting issuer status.

Concluding Remarks

We thank you for the opportunity to provide these comments. We are supportive of the CSA's
objectives and offer our recommendations in the spirit of constructive engagement. We would
be happy to address any questions you may have. Please feel free to contact us at
cac@cfacanada.org on this or any other issue in the future.

(Signed) The Canadian Advocacy Council of
CFA Societies Canada

The Canadian Advocacy Council of
CFA Societies Canada
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Additional information about the PCMA is available on our website at www.pcmacanada.com.

Il. Introductory Note

While Questions 1 through 8 of the Consultation Paper are explicitly directed at investment funds that are
reporting issuers, the PCMA is providing targeted responses to Questions 6 and 7 to support the broad
availability of Liquidity Management Tools (LMTs) across all fund types. The PCMA’s primary and most
extensive comments address Questions 9 through 31, which propose requirements extending to all
investment funds, including non-reporting issuers.

ll.  The Private Capital Markets: Scale and Nature

A. Market Scale
According to the CSA's 2025 Annual Report on Capital Markets, total net assets in prospectus-exempt
private asset funds doubled since 2020, reaching $152 billion by the end of 2024. The number of fund
managers offering these products rose approximately 40% since 2020. Critically, the same report
acknowledges the sector has been actively adjusting redemption profiles to match portfolio liquidity;
precisely the market-based discipline that a sound Liquidity Risk Management (LRM) framework should
reinforce, not override with one-size-fits-all compliance obligations.

The OSC's Exempt Market Dashboard shows Ontario exempt market investors deployed approximately
$175 billion in 2024, 92% under the accredited investor exemption, with individual investors showing a
strong preference for real estate and mortgage-related investments; assets that are by nature illiquid and
held in non-redeemable or closed-end structures.

B. Nature of Private Market Funds and Their Investors
PCMA member firms are involved with diverse private market structures, including non-reporting issuer
investment funds that invest in a wide variety of assets from public to private, mortgage investment
corporations (MICs), private debt funds, and private equity and venture capital funds. Generally, investors
in these funds have made a deliberate decision to invest in private funds, which is fundamentally different
from retail investors in publicly offered investment funds.

IV.  Two Distinct Regulatory Regimes: NI 81-102 and the Prospectus Exemption Framework

The premise of the PCMA’s comment letter is that National Instrument 81-102 Investment Funds (NI 81-
102) and the prospectus exemption framework under National Instrument 45-106 Prospectus Exemptions
(NI145-106) are separate regulatory regimes, each with distinct market participants, policy objectives, and
investor protection requirements.

A. NI 81-102: The Public Distribution Framework
NI 81-102 is the foundational regulatory instrument governing investment funds that are reporting issuers
distributing securities to the general public under a prospectus. NI 81-102’s regulatory framework,
including investment restrictions, sales communication requirements, purchase and redemption rules,
custodian requirements, and conflicts of interest requirements, was tailored for publicly offered funds.
These are funds whose investors may include retail investors who have no particular investment
sophistication and who may reasonably expect ready access to their capital.




The series of instruments that complement NI 81-102, (e.g., National Instrument 81-101 Mutual Fund
Prospectus Disclosure, National Instrument 81-106 Investment Fund Continuous Disclosure (NI 81-106)
National Instrument 81-107 Independent Review Committee), all operate within this public distribution
context. While certain of these instruments, notably NI 81-106, impose discrete obligations on non-
reporting issuer investment funds (such as the delivery of audited annual financial statements), the scope
and intensity of those obligations are calibrated to reflect the different risk profile and investor base of
the exempt market. The CSA has, in other words, already recognized the principle of proportionate
regulation within its existing framework. Extending a new, NI 81-102-grade LRM regime to non-reporting
issuer investment funds would depart from that established principle by importing the full compliance
architecture of the public distribution system into a market that the CSA itself has historically regulated
on a differentiated basis.

B. NI 45-106: The Prospectus Exemption Framework for Qualified Investors
In contrast, NI 45-106 operates under an entirely different legal and policy framewaork. Various prospectus
exemptions set out in NI 45-106 (e.g., the offering memorandum (OM) exemption (s. 2.9) (the OM
exemption), the accredited investor exemption (s. 2.3), the minimum amount investment exemption (s.
2.10), and others) are available precisely because the investor has characteristics that make full
prospectus disclosure unnecessary.

For example, an accredited investor is a sophisticated, high-net-worth individual, entity or institution
presumed to be capable of assessing investment risk without the protection of a prospectus. The OM
investor receives a detailed disclosure document, signs a risk acknowledgement, and benefits from
statutory rights of action, but is investing on terms that acknowledge the illiquid, private nature of the
investment. Prospectus exemptions demonstrate that lawmakers believe some capital market
participants do not require the full protection under a prospectus because they have the sophistication,
wealth, or access to information. This is a fundamentally different policy foundation from NI 81-102's
assumption that the investor may be a retail participant with limited investment knowledge requiring
structural protection through regulation.

C. The Proposed Framework Conflates the Two Regimes
The Consultation Paper proposes extending the liquidity classification and quarterly reporting
requirements, which are built on the NI 81-102 public distribution framework, to all investment funds,
including non-reporting issuers that distribute exclusively under prospectus exemptions to qualified
investors.

The PCMA believes that this broad extension treats these two categories identically and conflates
structures with entirely different risk profiles. The PCMA's proposed three-tier framework in Section X
addresses this by applying proportionate obligations to each category rather than imposing the full NI 81-
102-grade framework across the board.

The Canadian Securities Administrators (CSA) has previously recognized this distinction. NI 81-106, for
example, imposes different continuous disclosure obligations on non-reporting issuer investment funds
than on investment funds that are reporting issuers. This is because non-reporting issuer investment funds
have different structural characteristics and different investor bases. The principle that differentiated
treatment within the investment fund regulatory framework is appropriate supports the PCMA's position
that non-reporting investment funds should be treated differently from reporting issuer investment funds
for liquidity risk management (LRM) purposes as well.



V.

The PCMA's core regulatory architecture position: NI 81-102 governs publicly offered
investment funds distributed to the general public under a prospectus. The offering
memorandum and accredited investor exemption frameworks govern distributions to qualified,
sophisticated investors who do not require the same level of protections of the public
distribution regime. Importing NI 81-102-style obligations into the prospectus exemption
framework through a new LRM regime would erode this distinction without policy justification,
and without the benefit of the targeted consultation that such a significant change would
require.

The FSB and I0SCO Recommendations Were Designed for Open-Ended Public Funds

The PCMA supports aligning Canada’s LRM framework with Financial Stability Board (FSB) and
International Organization of Securities Commission Organization (IOSCO) recommendations for
reporting issuer investment funds. The PCMA respectfully urges the CSA to recognize, however, that
extending those recommendations to non-reporting issuer investment funds is neither required for
international alighnment nor consistent with what the standard-setters themselves intended. The FSB and
I0SCO define Open-Ended Funds (OEFs) by their redemption mechanics, not by their registration status.
Accordingly, the PCMA does not argue that open-ended private funds offering periodic redemptions are
automatically excluded from the FSB/IOSCO framework; the PCMA’s position is that the full prescriptive
NI 81-102-grade framework is disproportionate for that sub-set, and that a simplified Tier 3 approach is
the appropriate response.

A. FSB Scope and the IMF FSSA: Targeting Publicly Offered Funds

The FSB’s Revised Policy Recommendations (December 2023) define an OEF as a “registered / authorised
/ public collective investment scheme which provides redemption rights to its investors from its assets,
based on the net asset value of the CIS, on a regular periodic basis.” While some Canadian exempt market
funds are managed by registered IFMs and operate as authorised vehicles under provincial securities laws,
the FSB’s “registered / authorised / public” definition maps poorly to the unique Canadian statutory
bifurcation between NI 81-102 public reporting issuers and NI 45-106 prospectus-exempt non-reporting
issuers.

Crucially, the IMF Financial System Stability Assessment (FSSA), which specifically audited Canada and
catalyzed these Proposed Amendments, resolved this ambiguity. The IMF explicitly scoped its
recommendation for alignment to public funds, stating:

“Canada has detailed and prudent rules on liquidity of assets held by publicly offered funds, but
action is needed to align the framework with FSB and I0SCO guidance.” — International
Monetary Fund, Financial System Stability Assessment for Canada, IMF Country Report No.
25/220, August 2025 (at para. 70)

The IMF’s observation regarding the need for alignment with FSB and IOSCO guidance was expressly
targeted at the framework for publicly offered funds, not an absence of LRM requirements for non-
reporting issuer investment funds. Therefore, achieving international alignment requires strengthening
the framework for reporting issuer investment funds, not capturing the exempt market.



B. 10SCO Scope: Limits on Application to Closed-End and Private Investment Funds

The PCMA acknowledges I0SCO’s May 2025 clarification that the high-level principles of liquidity risk
management can be “relevant and useful” to closed-ended investment funds for managing operational
liabilities, such as margin or collateral calls. However, IOSCO explicitly confirms that its core framework is
“focused on the liquidity risk management for open-ended CIS.” Forcing non-redeemable non-reporting
issuer investment funds to adopt the prescriptive, redemption-focused tools in Annex C (such as the 1-to-
5 day asset classification buckets and redemption-gating reports) fundamentally misapplies the 10SCO
framework, attempting to solve a “fund-run” risk in vehicles where that risk structurally does not exist.

While 10SCO notes that certain high-level LRM governance and operational principles (such as
Recommendations 1, 2, 5, 9, and 10) may be relevant to closed-ended funds, it explicitly restricts the
prescriptive LMT and asset classification requirements to Open-Ended Funds. Aligning with those
recommendations means strengthening the framework for open-ended reporting issuer funds — not
extending the full, prescriptive Annex C classification and reporting framework to non-redeemable non-
reporting issuer investment funds.

C. International Comparators Confirm This Approach
The United Kingdom (UK) FCA's Consultation Paper CP25/38 (December 2025) limits its LRM proposals to
undertakings for collective investment in transferable securities (UCITS) and Non-UCITS retail schemes,
explicitly deferring private alternative investment funds (AIFs) to a separate 2026 consultation. In the
European Union (EU), AIFMD |l requires LMTs only for open-ended AlFs and actively favours closed-ended
structures for loan-originating funds. Both the UK and the EU are moving toward distinguishing open-
ended from closed-end obligations, not conflating them.

VI. Directly Addressing the IMF FSSA Recommendation

The Consultation Paper cites the IMF's August 2025 Financial System Stability Assessment (FSSA) as a
catalyst for the proposed extension to include non-reporting issuer investment funds. The PCMA makes
two critical observations on the IMF Recommendation.

e  First, the IMF explicitly scoped its recommendation for alignment to publicly offered funds, not
the private exempt market. The FSSA states:

"Canada has detailed and prudent rules on liquidity of assets held by publicly offered
funds, but action is needed to align the framework with FSB and I0SCO guidance." —
International Monetary Fund, Financial System Stability Assessment for Canada, IMF
Country Report No. 25/220, August 2025 (at para. 70)

The IMF’s observation regarding the need for alignment with FSB and I0SCO guidance was
expressly targeted at the framework for publicly offered investment funds. The IMF did not
identify a deficiency in Canada's non-reporting investment fund LRM framework. Therefore,
achieving international alignment requires strengthening the framework for reporting issuer
investment funds. It does not require, and the IMF did not recommend, extending the full,
prescriptive, NI 81-102-grade framework to non-reporting issuer investment funds that the FSB
and 10SCO themselves excluded from their primary scope.



e Second, while the IMF FSSA recommended that sector-wide data on leverage and liquidity be
collected quarterly, it specifically pointed to expanding existing regulatory tools to achieve this.
The FSSA states:

"The OSC’s Investment Fund Survey should be expanded to cover investment funds’ credit
lines and principal counterparty exposures, while sector-wide data on leverage and
liquidity should be collected quarterly." — International Monetary Fund, Financial System
Stability Assessment for Canada, IMF Country Report No. 25/220, August 2025 (at para.
71)

The IMF did not recommend creating a parallel, granular, asset-by-asset classification reporting
regime under Annex C for non-reporting issuers. Expanding the existing, aggregated OSC
Investment Fund Survey is the proportionate, targeted approach to closing data gaps that aligns
perfectly with the IMF’s actual recommendation.

The PCMA's position on the FSSA: the IMF FSSA supports strengthening LRM for publicly offered
funds and expanding the OSC Investment Fund Survey. It does not support, and did not
recommend, applying the full liquidity classification and quarterly reporting framework to non-
redeemable private market non-reporting issuers. The CSA's proposal to do so goes beyond
what the IMF recommended.

VII.  Directly Addressing the CSA's 2025 Observations on Private Fund Liquidity Pressure

The PCMA acknowledges the CSA's observations in its 2025 Annual Report on Capital Markets
that "in 2025, some private asset funds faced significant liquidity pressure" and that "several
funds and fund-like entities-predominantly focused on real estate-suspended or restricted
redemptions to ensure investors are repaid in a fair and orderly way." The PCMA takes these
developments seriously. However, the CSA's own 2025 Annual Report notes the LRM tools being
used by non-reporting issuer investment funds. The appropriate regulatory response is not to
impose quarterly reporting on the full universe of non-reporting issuer investment funds,
including investment funds whose investors understood and accepted the illiquid nature of their
investment.

VII. The Proposed LRM Obligations Should Not Apply to Non-Reporting Issuer Investment Funds
Distributing Under the Prospectus Exemption Framework

The PCMA submits that the proposed LRM obligations should not apply to non-reporting issuer
investment funds that raise capital under the prospectus exemption framework set out in NI 45-106. This
includes, in particular, funds distributing securities under the OM exemption, the accredited investor
exemption (s. 2.3), and the minimum amount investment exemption (s. 2.10). Each of these exemptions
exists because the investors who participate through them do not require the structural protections of
the public distribution regime, and by extension, do not require the NI 81-102-grade LRM framework that
was built to complement it.

This position is consistent with, and further supported by, the PCMA’s Response to Question 19, in which
the PCMA recommends that non-redeemable investment funds, funds raising exclusively under the
accredited investor or minimum amount exemptions, and non-reporting issuer investment funds with



assets under management (AUM) below $100 million all be expressly carved out of the liquidity
classification framework. (See Response to Question 19, below.) It is also consistent with the PCMA’s
proposed three-tier framework, which calibrates regulatory obligations proportionately across fund
categories rather than imposing the full NI 81-102 regime on funds that were never designed to operate
within it. (See Section X: PCMA’s Proposed Three-Tier Framework.)

The reasons for this position are set out in detail below, organized by exemption.
Offering Memorandum Exemption Section 2.9 of NI 45-106)

A. Four Variants of the Section 2.9 OM Exemption and their Investment Fund Restrictions
Section 2.9 of NI 45-106 provides four distinct variants (or versions) of the OM exemption depending on
jurisdiction, each with different investment fund access restrictions. This jurisdictional analysis is central
to understanding non-reporting issuer investment funds already operate under regulatory requirements,
and why extending the proposed LRM obligations to them is disproportionate.

e Variant 1: Ontario, New Brunswick, and Quebec (s. 2.9(2.1) with s. 2.9(2.2)(b)): The OM
exemption is entirely unavailable to investment funds in Ontario, New Brunswick, and Quebec
(s.2.9(2.2)(b)). These three provinces account for the majority of Canadian capital market activity.
Investment funds operating as non-reporting issuers in these jurisdictions must raise capital under
the accredited investor exemption (s. 2.3) or other exemptions. These funds' investors receive the
full benefit of the accredited investor sophisticated-investor standard, risk acknowledgement
requirements, and, where an OM is used voluntarily, contractual rights of action. These
investment funds are subject to NI 81-106 which require semi-annual and audited annual financial
statements that must be delivered to investors.

e Variant 2: Alberta, Nova Scotia, and Saskatchewan (s. 2.9(2.1) with s. 2.9(2.2)(a)): The. OM
exemption is available to investment funds only if they are: (i) non-redeemable investment
funds, or (ii) mutual funds that are reporting issuers (s. 2.9(2.2)(a)). As confirmed by the Alberta
Securities Commission's guidance: "In Alberta, the offering memorandum exemption is not
available for use by a mutual fund, other than a mutual fund that is a reporting issuer." These
funds must deliver audited annual financial statements to investors and regulators under s.
2.9(17.4)—(17.5) and comply with detailed OM disclosure requirements.

e Variant 3: Manitoba, Northwest Territories, Nunavut, Prince Edward Island, and Yukon (s.
2.9(2)): These jurisdictions also restrict OM exemption access for investment funds to non-
redeemable investment funds or reporting issuer mutual funds (s. 2.9(2)(d)), with the additional
requirement that purchasers be eligible investors (net assets exceeding $400,000 or net income
exceeding $75,000 annually) or that the acquisition cost not exceed $10,000. The eligible investor
threshold adds an additional layer of investor sophistication qualification beyond the OM
disclosure itself.

e Variant 4: British Columbia and Newfoundland and Labrador (s. 2.9(1)): BC and Newfoundland
provide the broadest variant: available to any issuer, including any investment fund, without
investment-fund-specific restriction. These investment funds are subject to NI 81-106 which
require semi-annual and audited annual financial statements that must be delivered to investors.



Bottom line on the OM exemption structure: In the majority of the provinces, investment funds
that are non-reporting issuers and that lawfully raise capital under the OM exemption are, by
statutory design, subject to disclosure requirements and the investors need to meet criteria in
order to invest. The OM exemption already imposes a regime of investor qualification and issuer
obligations that addresses the very risks the proposed LRM framework purports to manage.

B. The OM Framework Already Provides Robust Liquidity Disclosure: Limited Redemptions Are a
Feature, Not a Defect
Investors who invest in non-reporting issuer investment funds through the OM exemption already receive
comprehensive, specific, and consented-to disclosure about liquidity risks and redemption restrictions.
Limited liquidity is a fully disclosed feature of private market investment, not a regulatory gap requiring a
systemic solution.

¢ Full disclosure of redemption terms: The OM must disclose all terms on which investors may or
may not redeem, including lock-up periods, redemption windows, gates, and redemption
suspension rights. Investors sign a risk acknowledgement confirming understanding before
investing.

e Explicit liquidity risk disclosure: Form 45-106F2 requires disclosure that the investment may be
illiquid, that investors may not be able to sell their securities, and the specific risks related to the
underlying assets.

e Statutory rights of action for misrepresentation: Section 2.9(7) of NI 45-106 grants investors
contractual rights of rescission or damages if the OM contains a misrepresentation about liquidity
or redemption terms.

¢ Two-business-day cooling-off right: Investors may cancel within two business days of signing the
subscription agreement (s. 2.9(6) of NI 45-106).

e Ongoing annual audited financial statements: Non-reporting OM issuers must deliver audited
annual financial statements to investors and regulators (ss. 2.9(17.4)—(17.6) of NI 45-106).

¢ Signed risk acknowledgement: Each investor must sign Form 45-106F4 confirming understanding
of risks including illiquidity.

The Accredited Investor Exemption (Section 2.3 of NI 45-106)

The accredited investor exemption permits distributions to individuals, entities, and institutions that meet
defined wealth, income, or sophistication thresholds under NI 45-106. An accredited investor is a
sophisticated, high-net-worth individual, entity, or institution presumed by law to be capable of assessing
investment risk, including liquidity risk, without the protection of a prospectus. Accredited investors are
deemed to have the financial acumen and resources to assess, negotiate, and accept liquidity risk prior to
investing.

In addition, each accredited investor has signed a risk acknowledgement under NI 45-106 confirming their
understanding of the risk of loss, liquidity risk, and lack of information. The investor protection rationale
that underlies the proposed LRM classification framework, protecting retail investors from unexpected
illiquidity, does not apply to this type of sophisticated investor. Where funds distribute exclusively under



the accredited investor exemption, the proposed LRM obligations would impose compliance costs with
no corresponding investor protection benefit.

The Minimum Amount Investment Exemption (Section 2.10 of NI 45-106)

The minimum amount exemption requires a minimum investment of $150,000 paid in cash at the time of
distribution. The policy rationale behind this exemption is that the size of the investment itself functions
as a proxy for investor sophistication and financial capacity to bear risk. Investors committing $150,000
or more to a single investment have, by legislative presumption, sufficient resources and understanding
to evaluate the liquidity characteristics of their investment without the protections of the public
distribution regime.

As with the accredited investor exemption, the structural protections embedded in the proposed LRM
framework, standardized liquidity classification, mandatory quarterly reporting, asset-level bucketing,
were designed for retail investors in publicly offered mutual funds who may not fully understand the
liquidity risks of their investments. That concern is absent where the investor has committed a substantial
minimum amount.

The Common Thread: Investor Qualification Eliminates the LRM Policy Rationale

What unites the OM exemption, the accredited investor exemption, and the minimum amount exemption
is a single regulatory premise: the investors who participate through these exemptions have either
demonstrated sophistication, committed substantial capital, or received comprehensive issuer-specific
disclosure; or some combination of all three. In every case, the policy justification for NI 81-102-grade
LRM obligations is not in the public interest.

The proposed LRM framework is designed to address a specific regulatory concern: that retail investors in
publicly offered investment funds may not understand the liquidity risks of the assets held by their fund
and may face unexpected delays or losses when seeking to redeem. That concern does not arise where:

a) the investor has been qualified by wealth, income, or investment thresholds (accredited investor
and minimum amount exemptions);

b) the investor has received detailed, issuer-specific disclosure of liquidity risks and redemption
restrictions, signed a risk acknowledgement, and benefits from statutory rights of action (OM
exemption); and

c) the fund is a non-reporting issuer that does not distribute securities to the general public and is
not subject to the daily dealing obligations that create the liquidity mismatch risk the LRM
framework is intended to address.

Imposing quarterly reporting and asset-level classification on top of these existing protections adds
significant compliance cost without adding meaningful investor protection. It is, in the PCMA’s opinion,
regulation without a corresponding regulatory purpose.

Integration with the Three-Tier Framework and the $100 Million AUM Threshold

The PCMA’s position on prospectus-exempt funds is not a standalone carve-out request, rather it is an
integral component of the PCMA’s proposed three-tier regulatory framework. (See Section X: PCMA’s
Proposed Three-Tier Framework.) Under that framework, non-reporting issuer investment funds
distributing exclusively under available prospectus exemptions would be subject to obligations
proportionate to their structure, investor base, and systemic significance; not the full prescriptive NI 81-
102 regime designed for publicly offered, daily traded mutual funds.




IX.

Additionally, the PCMA suggests non-reporting issuer investment funds with AUM below $100 million
should be subject to a size-based de minimis exemption from the proposed LRM obligations. The FSB’s
Revised Policy Recommendations and I0SCO’s 2025 Revised Recommendations explicitly state that
regulatory obligations, particularly stress testing and data reporting, must be applied with strict
proportionality, taking into account the relative size of individual funds and the actual risks they pose from
a financial stability perspective. A sub-$100 million non-reporting issuer investment fund arguably poses
no measurable systemic risk to the Canadian financial system. Forcing these smaller IFMs to build
institutional-grade compliance infrastructure for granular asset classification and quarterly confidential
reporting is contrary to the foundational international principle of proportionality.

This threshold is also consistent with international practice. The EU’s AIFMD uses a €100 million AUM
threshold below which managers face a lighter registration-only regime rather than full compliance
obligations, on the same policy rationale: smaller funds do not present systemic risk and should not bear
institutional-grade compliance costs. The UK FCA’s proposed revised AIFM framework similarly applies a
tiered size-based approach.

The PCMA's position: If the investment’s liquidity profile is disclosed in the offering document,
understood by a qualified investor (evidenced by signed risk acknowledgement), agreed to at the
time of subscription, and backed by statutory rights of action, it is not a regulatory problem
requiring a systemic solution. The PCMA believes the proposed LRM obligations—including the
liquidity classification framework, mandatory quarterly reporting, and asset-level bucketing—
should not apply to non-reporting issuer investment funds that distribute their securities under
the OM exemption, the accredited investor exemption, or the minimum amount exemption. For
non-reporting issuer investment funds with AUM below $100 million, the case for exclusion is even
stronger: these funds pose no systemic risk, and the compliance burden would be wholly
disproportionate to any regulatory objective. The PCMA’s proposed three-tier framework provides
the appropriate mechanism to give effect to this position.

Responses to Specific Consultation Questions

A. Liquidity Management Tools (Questions 1-8)

While Questions 1 through 8 of the Consultation Paper are explicitly directed at investment funds that are
reporting issuers, the PCMA is providing targeted responses to Questions 6 and 7 to support the broad
availability of LMTs across all fund types.

Response to Question 6: Should the CSA increase the temporary borrowing limit beyond what is
currently permitted under section 2.6 of NI 81-102? If so, please explain and identify any potential
parameters around the increased temporary borrowing limit. While primarily directed at reporting
issuers, the PCMA strongly supports increasing the temporary borrowing limit beyond the current 5% of
NAV. For funds holding fewer liquid assets, the ability to temporarily draw on a credit facility to satisfy
periodic redemption requests, without being forced to liquidate long-term assets at distressed prices, is a
vital, internationally recognized liquidity management tool that protects remaining investors.

Response to Question 7: For investment funds that are reporting issuers, are there any LMTs that are
not discussed in this Consultation Paper that the CSA should consider permitting or requiring the use of?
Please explain. The CSA should explicitly recognize “deferral of redemptions” and “soft closures” as valid
LMTs. The PCMA notes that following industry feedback on the May 2025 I0SCO Implementation
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Guidance (FR/11/2025), 10SCO explicitly added both soft closures and redemption deferrals (which
achieve similar outcomes to the extension of notice periods) to its recognized toolkit. The CSA’s
framework must formally acknowledge these structural tools, which are highly appropriate for funds
holding illiquid assets and are already heavily utilized in the Canadian private capital markets.

B. Liquidity Classification Framework (Questions 9—19)

Questions 9-11: Classification Categories, Settlement Periods, and Normal/Stressed Conditions

The PCMA believes the proposed four-category liquidity classification framework is fundamentally
incompatible with the structure, operations, and asset classes typical of the private capital markets. The
PCMA strongly recommends that investment funds that are not reporting issuers be expressly carved out
of these classification requirements.

Response to Question 9: Do you agree with the four classification categories? We do not agree with
applying the proposed four classification categories to non-reporting issuer investment funds. The
proposed framework, which relies on strict 1-to-5 business day timelines to categorize assets as "Highly
liquid," "Moderately liquid," "Less liquid," or "llliquid", was clearly designed for daily-traded, publicly
offered mutual funds.

For non-reporting investment funds holding assets such as residential and commercial mortgage loans
(where settlement typically requires 30-90+ days), private equity (which lacks a secondary market), real
estate limited partnership interests (subject to contractual transfer restrictions), or infrastructure assets
(entailing 10-30 year investment horizons), virtually 100% of the portfolio would default to the "llliquid"
category, as they require more than 5 business days to dispose of and settle. A regulatory classification
regime that universally labels an entire private asset portfolio as "illiquid" generates no meaningful
supervisory signal for regulators and provides no actionable risk management value to the IFM. Subjecting
the exempt market to this granular reporting merely imposes a severe administrative burden without
achieving the CSA's stated goal of facilitating system-wide liquidity monitoring.

Furthermore, the CSA’s proposed 1-to-5 business day bucketing approach contradicts the international
guidance it is aiming to align with. The 2025 I0SCO Revised Recommendations establish a 3-category
framework based on the proportion of illiquid assets, not strict settlement-day buckets. For “Category 3”
funds (those allocating a significant proportion of assets to illiquid investments), IOSCO does not demand
granular 1-to-5 day settlement tracking. Instead, I0SCO explicitly states these funds should manage
liquidity structurally by offering redemptions at “lower frequency than daily and/or require long notice or
settlement periods.” The PCMA’s members already utilize these structural tools. Forcing Category 3 non-
reporting issuer investment funds to adopt the granular 1-to-5 day classification buckets designed for
Category 1 daily dealing mutual funds is inconsistent with the FSB and I0SCO frameworks. The CSA should
abandon the 1-to-5 day buckets for non-reporting issuer investment funds and adopt 10SCQO’s
proportionate, structure-based categorizations.

Response to Question 10: Do you agree with including the settlement period in the timeline set out in
each of the four classification categories? While the PCMA recognizes that measuring the settlement
period is relevant for open-ended retail funds needing to meet immediate cash redemption requests,
tying liquidity categorization strictly to a 1-to-5 day settlement period fundamentally mischaracterizes
private capital market transactions. Private capital market asset dispositions naturally require longer
settlement windows to accommodate necessary legal documentation, structural approvals, and due
diligence processes. Forcing non-reporting issuer investment funds to categorize highly marketable
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private assets as "illiquid" simply because standard, prudential settlement timelines exceed 5 business
days misrepresents the true nature of these assets.

Response to Question 11: Should any of the four classification categories be revised to distinguish
between the timeline required to readily dispose of and settle an asset during normal market conditions
and the timeline required to do so during stressed market conditions? The PCMA does not believe this
distinction should be applied to non-reporting issuer investment funds. Since private capital market assets
inherently operate outside the 1-to-5 day classification parameters under any market conditions,
mandating a bifurcated assessment for "normal" versus "stressed" environments would only compound
an already disproportionate compliance burden. Undertaking complex hypothetical scenario analyses to
determine if an asset's typical 60-day settlement might extend to a 90-day settlement during a market
shock offers negligible utility for non-reporting issuer investment funds, which already employ structural
LMTs (such as lock-up periods and strict notice periods) aligned with these longer horizons.

Questions 12-13: Definition of llliquid Asset
The PCMA generally supports conceptual alignment across regulatory frameworks; however, codifying a
strict 5-business-day threshold for non-reporting issuer investment funds serves no practical supervisory
purpose and provides no additional regulatory insight.

Response to Question 12: Do you agree with the potential change to the definition of illiquid asset? The
PCMA agrees with the underlying principle of aligning the definition of an "illiquid asset" with the broader
classification categories to ensure regulatory consistency. However, amending the definition to explicitly
mandate that an asset be readily disposed of "within 5 business days" is structurally unsuitable for non-
reporting issuer investment funds. For non-reporting issuer investment funds that invest in private capital
market securities, imposing this strict 5-business-day timeline would result in virtually all portfolio assets
defaulting to the "illiquid" classification.

While this outcome accurately confirms the known and fundamental characteristics of private capital
market investing, it produces no additional regulatory insight or actionable supervisory value. Subjecting
non-reporting issuer investment funds to this rigid definition merely affirms what is already prominently
disclosed to and understood by sophisticated investors, without advancing the CSA objective of identifying
or monitoring systemic liquidity risk.

Response to Question 13: Are there other aspects of the current definition of illiquid asset that should
be revised? Given that the proposed 5-business-day metric is fundamentally tailored to the liquidity
demands of daily-traded, publicly offered mutual funds, the PCMA recommends that the regulatory
framework be revised to include an explicit carve-out for non-reporting issuer investment funds. By
acknowledging the inherent differences in these structures, the CSA can avoid applying an illiquid asset
definition that fails to distinguish between a distressed asset and a perfectly healthy private asset that
simply requires a standard, prudential disposition horizon exceeding five business days.

Questions 14-16: Classification Methodology, Prescription, and Factors

The PCMA supports the CSA’s principles-based approach to classification methodology and strongly
agrees that asset categories should not be prescriptively codified. However, the PCMA believes the
proposed evaluative factors are overly reliant on public market metrics. Should this framework apply to
non-reporting issuer investment funds, the factors must be expanded to accurately reflect the statutory
and contractual realities of the private capital markets.
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Response to Question 14: Do you agree that IFMs should be permitted to use a classification method
that groups together portfolio assets that have similar characteristics? The PCMA strongly agrees that
IFMs should be permitted to group portfolio assets with similar characteristics. For non-reporting issuer
investment funds, forcing an individualized liquidity assessment for every single asset, especially when
holding multiple assets within the same structural class (e.g., a pool of private mortgages or multiple
tranches of private credit), would impose an extraordinary administrative burden without yielding any
corresponding enhancement in risk management. Permitting grouping ensures that the classification
exercise remains practical and proportionate.

Response to Question 15: Do you agree that the CSA should not prescribe the liquidity classification
category of specific asset classes or asset types as part of the classification framework and should leave
such classification to the IFM? The PCMA strongly agrees that the CSA should not prescribe specific asset
classes or asset types into rigid liquidity buckets. The PCMA commends the CSA for recognizing that IFMs
are intimately familiar with the specific structural nuances, covenants, and liquidity profiles of the assets
they manage. A prescriptive regulatory categorization would inevitably fail to capture the bespoke nature
of private capital market investments and could lead to highly inaccurate systemic liquidity monitoring.

Response to Question 16: Do you agree with the examples of factors included above? If not, please
explain why you disagree, and if there are other factors that should be included as examples, please
indicate. The PCMA does not agree that the proposed examples of evaluative factors are sufficient or
appropriate for non-reporting issuer investment funds. The current list of factors, such as whether the
asset is listed on an exchange, average daily trading volumes, frequency of quotes, and bid-ask spreads,
is exclusively tailored to publicly traded securities. Evaluating private capital market assets against public
market metrics is a fundamentally flawed exercise, as these metrics are simply inapplicable to the private
capital markets.

If the classification framework is to be extended to non-reporting issuer investment funds, it is imperative
that the CSA add factors that accurately reflect how private asset liquidity is determined. The PCMA
strongly recommends that the following factors be explicitly included in the framework:

e Contractual Transfer / Redemption Restrictions: The presence and severity of lock-up periods,
right-of-first-refusal (ROFR) clauses, redemption notice periods, early redemption fees, cash limits
or other legal limitations on the transfer or redemption of the security;

e Underlying Investment Nature: The inherent illiquidity of the asset class (e.g., real estate
development, private infrastructure, or private equity);

e Expected Hold Period: The anticipated investment horizon as prominently disclosed to investors
in the fund's offering document; and

e Fund Structure: Whether the fund is structured as redeemable or non-redeemable, which
dictates the actual liquidity obligations the IFM must manage.

Response to Question 17: If the classification framework requires that the IFM take into account the
reasonably anticipated trade size for a portfolio asset in classifying the portfolio asset, should the
framework require that the entire holding of that portfolio asset be classified into a single liquidity
classification category, or should it allow for different portions of that portfolio asset to be classified
into multiple liquidity classification categories? If the classification framework is ultimately applied to
non-reporting issuer investment funds, the PCMA believes the framework must permit the entire holding
of a portfolio asset to be classified into a single liquidity classification category. For private capital market
assets, forcing IFMs to theoretically split a single illiquid holding (such as a private mortgage or a real
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estate limited partnership interest) into multiple hypothetical liquidity tranches based on anticipated
trade size introduces extreme, artificial complexity. IFMs should be permitted to classify the entire holding
in a single category based on a reasonable qualitative assessment, consistent with the PCMA’s position
on permitting asset grouping in Question 14.

Questions 18-19: Ongoing Review Frequency and Carve-Outs
The PCMA respectfully submits that the proposed ongoing review frequency is excessive for the realities
of the private capital markets. Furthermore, applying the liquidity classification framework uniformly fails
to recognize fund structures that inherently pose no systemic liquidity risk. The PCMA strongly advocates
for targeted carve-outs to prevent a disproportionate regulatory burden.

Response to Question 18: Do you agree with a minimum monthly frequency for the requirement to
review the liquidity classification of each of the fund’s investments? The PCMA strongly objects to the
proposed minimum monthly review frequency for non-reporting issuer investment funds. The underlying
fundamentals and liquidity profiles of private capital market assets, such as real estate, private equity,
and infrastructure, are static by nature and do not materially change on a month-to-month basis.
Mandating a monthly review of these classifications imposes an excessive and disproportionate
administrative burden on IFMs without providing any corresponding enhancement to risk management
or regulatory oversight. The CSA should allow IFMs, who are intimately familiar with the specific structural
nuances, covenants, and liquidity profiles of the assets they manage, to determine the frequency of
review.

Response to Question 19: Are there any types of investment funds that should be carved out of the
liquidity classification framework or be subject to different liquidity classification requirements? Yes.
The PCMA strongly recommends that the following categories of investment funds be expressly carved
out of the liquidity classification framework, or at minimum be subject to meaningfully simplified
alternative requirements:

¢ Non-redeemable investment funds. The core regulatory purpose of the classification framework
is to align portfolio liquidity with investor redemption needs. Non-redeemable funds have no
investor redemption obligations, and as a result, no redemption needs to align with. A fund run
cannot occur where investors have no contractual right to request redemption. Applying this
framework to non-redeemable funds therefore serves no protective or supervisory purpose;

o Investment funds raising exclusively under the accredited investor or minimum amount
exemptions. These funds are distributed only to sophisticated investors who possess the financial
acumen and resources to assess, negotiate, and accept liquidity risk prior to capital deployment.
Each such investor has signed a risk acknowledgement under NI 45-106 confirming their
understanding of the risk of loss, liquidity risk, and lack of information. The investor protection
rationale for the classification framework does not apply to this investor base; and

e Non-reporting issuer investment funds with Assets Under Management (AUM) below $100
million: The FSB’s Revised Policy Recommendations and I0OSCO’s 2025 Revised Recommendations
explicitly state that regulatory obligations, particularly stress testing and data reporting, must be
applied with strict proportionality, taking into account the relative size of individual funds and the
actual risks they pose from a financial stability perspective. A sub-$100 million non-reporting
issuer investment fund poses no measurable systemic risk to the Canadian financial system.
Forcing these smaller IFMs to build institutional-grade compliance infrastructure for granular
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asset classification and quarterly confidential reporting is contrary to the foundational
international principle of proportionality.

This threshold is also consistent with international practice. The EU's AIFMD uses a €100 million AUM
threshold below which managers face a lighter registration-only regime rather than full compliance
obligations, on the same policy rationale: smaller funds do not present systemic risk and should not bear
institutional-grade compliance costs. The UK FCA's proposed revised AIFM framework similarly applies a
tiered size-based approach.

The PCMA acknowledges that any specific dollar threshold is a policy judgment and that the precise figure
matters less than the principle: a meaningful size-based de minimis exemption is appropriate and
internationally consistent. The CSA is better placed than the PCMA to calibrate the exact threshold using
its Investment Fund Survey data. The PCMA's believes a threshold of $100 million is a reasonable starting
point for that calibration.

C. Regulatory Disclosure and Data (Questions 20-31)

Questions 20, 21, and 22 relate to public disclosure for reporting issuers. The PCMA will not comment on
these questions.

Questions 23-27: Confidential Periodic Reporting and Public Disclosure

The PCMA advises against extending mandatory quarterly confidential liquidity reporting obligations to
investment funds that are not reporting issuers. Applying this requirement to the exempt market will
generate poor-quality data that provides no actionable insight into systemic risk, while imposing a severe
administrative burden on private capital market participants.

Response to Questions 23 and 27: Do you agree with requiring that investment funds disclose on a
confidential basis to the applicable securities regulatory authority the liquidity classification category
of each investment held by the fund? Should investment funds that are not reporting issuers be subject
to this periodic reporting requirement? The PCMA disagrees with subjecting non-reporting issuer
investment funds to this periodic reporting requirement. For the reasons established throughout this
submission, a framework that forces non-reporting issuer investment funds to categorize virtually all of
their assets as "illiquid" will yield static, poor-quality data that fails to provide securities regulatory
authorities with any meaningful tool to monitor for system-wide liquidity trends or risks.

Furthermore, applying this requirement to non-reporting issuer investment funds is inconsistent with the
foundational principle of proportionality in securities regulation, which requires that regulatory
obligations be calibrated to the nature and scale of the risk being addressed. Non-reporting issuer
investment funds distributing exclusively to accredited and sophisticated investors under NI 45-106 do
not present the systemic liquidity risks that quarterly asset-level reporting is designed to monitor, and
there is no legislative basis in the existing NI 81-102 framework for extending institutional-grade reporting
obligations to the private capital markets without a targeted consultation.

As noted in the Consultation Paper, the impetus for enhanced liquidity reporting stems from the FSB and
I0SCO. However, these frameworks are primarily targeted at public funds exhibiting structural liquidity
mismatches, not private vehicles. While some non-reporting issuers do offer periodic redemptions,
imposing this uniform, institutional-grade reporting regime on the entire private capital market is not
consistent with the core international mandate of proportionality. Additionally, while the IMF FSSA
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recommended that sector-wide data on liquidity be collected quarterly, it specifically pointed to
expanding existing regulatory tools to achieve this; it did not recommend extending highly granular, asset-
by-asset reporting obligations to the Canadian private capital market. Existing data collection tools should
be sufficient to monitor the private capital markets, rendering this new obligation unnecessary for non-
reporting issuer investment funds.

Response to Question 24: If the answer to question 23 is yes, do you agree with a quarterly reporting
frequency? Please explain. While the PCMA’s answer to Question 23 regarding the application of these
requirements to non-reporting issuer investment funds is "no," if such reporting is ultimately mandated,
the PCMA strongly disagrees with a quarterly reporting frequency. The liquidity profile of private capital
market assets (such as real estate, private equity, and infrastructure) is inherently long-term and does not
experience material quarter-over-quarter volatility. Mandating granular, quarterly reporting of static
illiquid classifications serves only to dramatically increase compliance costs for IFMs without advancing
the CSA's supervisory objectives.

Alternative Recommendation (If the CSA determines reporting is necessary)

Should the CSA conclude some form of confidential reporting is necessary for non-reporting issuer
investment funds to facilitate systemic risk monitoring, the PCMA suggests the requirement must be
strictly scoped to reflect the realities of the private capital markets. Specifically, the reporting obligation
should be limited to:

e funds with AUM exceeding $100 million: In accordance with the FSB and IOSCQO's explicit
mandates for proportionality, smaller funds where systemic risk is negligible and
compliance costs are most disproportionate should be exempted;

e funds offering periodic investor redemptions: The framework must fully carve out non-
redeemable investment funds, as these vehicles present no structural liquidity mismatch
or "fund-run" risk; and

e an annual (not quarterly) simplified narrative report: Rather than imposing a granular,
asset-by-asset classification regime designed for daily-traded mutual funds, the CSA
should utilize a simplified, principles-based annual narrative that actually reflects how
non-reporting investment fund IFMs manage liquidity and structural LMTs over the long
term.

Response to Question 25: Is there any other liquidity profile-related information that the CSA should
require investment funds to report to securities regulatory authorities on a confidential and periodic
basis? Please explain. No. There is no other liquidity profile-related information that the CSA should
require non-reporting issuer investment funds to report on a confidential and periodic basis. As
established throughout this submission, the regulatory and administrative burden of the proposed
reporting framework is already disproportionate to the systemic risk posed by the private capital market.
No additional confidential reporting elements should be introduced.

Response to Question 26: Should investment funds be required to publicly disclose the liquidity
classification category of each investment held by the fund and if so, what would be the appropriate
frequency and timing of such disclosure? Please explain. No. The PCMA strongly opposes any
requirement for non-reporting issuers to publicly disclose the liquidity classification category of each
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individual investment held by the fund. For funds that invest in private assets, publicly exposing the
liquidity classifications of bespoke, would breach commercial confidentiality, signal vulnerabilities to the
market, and severely harm the fund’s negotiating position during asset dispositions. Furthermore,
because non-reporting issuer investment funds distribute securities exclusively under prospectus
exemptions to qualified and accredited investors, mandating broad public disclosure of asset-level
liquidity provides no practical benefit, as the general public cannot lawfully invest in these products in any
event.

Questions 28-31: Event-Based Reporting
The PCMA believes the default position for event-based reporting must be the complete exclusion of
investment funds that are not reporting issuers. The proposed triggering events are structurally
inapplicable to the vast majority of the private capital markets. Applying the proposed reporting
requirements to all non-reporting issuer investment funds is inappropriate and overly burdensome.

Response to Questions 28 and 31: Do you agree with requiring that investment funds promptly report
to the applicable securities regulatory authority when the above liquidity-related events occur? Should
investment funds that are not reporting issuers be subject to these liquidity-related event reporting
requirements? The PCMA disagrees with subjecting non-reporting issuer investment funds to these
prompt, event-based reporting requirements. The events suggested by the CSA (e.g., receiving high levels
of redemption requests, halting redemptions, activating LMTs, or borrowing funds to meet redemptions)
do not apply to non-redeemable funds because these funds do not have ongoing obligations to redeem
shares. Applying an emergency reporting framework to vehicles that do not face "fund-run" risks serves
no regulatory purpose. Furthermore, the PCMA notes that one of the CSA's proposed triggering events is
when a fund "breaches its applicable illiquid asset restriction under NI 81-102". The inclusion of this
specific trigger clearly demonstrates that this event-reporting framework was explicitly designed for
reporting issuers and is incompatible with the private capital markets.

Furthermore, for non-reporting issuer investment funds that do offer contractual periodic liquidity
windows, the activation of structural LMTs (such as redemption gates or notice periods) operates as a
standard, built-in feature of the fund's normal lifecycle, not as an emergency response to a systemic
liquidity shock. Forcing non-reporting issuer investment funds to promptly report the use of these
ordinary-course tools would inundate the applicable securities regulatory authorities with false positives,
while simultaneously draining the resources of IFMs.

Alternative Recommendation and Scoping Engagement While the PCMA’s default position is the
exclusion of non-reporting issuer investment funds, the PCMA acknowledges that a narrow subset of non-
reporting issuer funds, specifically those offering contractual periodic liquidity windows and holding
significant aggregate AUM, may warrant a targeted, simplified event-reporting obligation. The PCMA is
prepared to actively engage with the CSA on scoping such a requirement to ensure it captures only
genuine systemic risks without penalizing standard private capital market operations.

Response to Question 29: Are there any other liquidity-related events for which the CSA should require
prompt reporting to the applicable securities regulatory authority? Please explain. No. For non-
reporting issuer investment funds, the list of triggering events should be reduced or eliminated, not
expanded. Any additional events would only exacerbate the fundamental mismatch between the
proposed regulatory framework and the realities of the private capital markets.
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Response to Question 30: Should the occurrence of any of the above liquidity-related events under
“Confidential reporting to securities regulatory authorities” also require public disclosure beyond the
current material change reporting requirements? Please explain. The PCMA strictly opposes any
requirement that would mandate public disclosure of these events for non-reporting issuer investment
funds. Private funds are distributed under prospectus exemptions to accredited and sophisticated
investors; they are not publicly offered. Mandating broad public disclosure of confidential, fund-specific
liguidity management activities would breach the private nature of these funds and provide no benefit to
the general public, who are not permitted to invest in them. Existing communication channels between
IFMs and their investors are more than sufficient to convey relevant liquidity events.

Furthermore, the PCMA’s opposition aligns directly with warnings from the international standard-
setters. Both the FSB and I0SCO have cautioned that the public disclosure of detailed liquidity
management actions can lead to severe unintended consequences. The FSB notes this creates "the
potential for predatory trading and/or herding behaviour" by other market participants, while I0SCO
warns that public disclosure "could result in stigma effects or front-running which may jeopardise the
effectiveness" of the tools. Imposing public disclosure requirements on private funds would not only
breach commercial confidentiality but actively undermine the efficacy of the liquidity management tools
themselves.

X. In the Alternative: A Proposed Three-Tier Framework

If the CSA concludes that some LRM framework must apply across all investment funds, the PCMA
proposes the following three-tier structure as a principled, proportionate, and internationally consistent
alternative. This framework directly addresses Questions 19, 23, 24, 27, and 31 regarding necessary carve-
outs and the scope of reporting obligations for non-reporting issuer investment funds, while ensuring the
CSA meets its systemic risk monitoring objectives.

A. Framework Summary Table

Tier 1: Full Framework Tier 2: Simplified Tier 3: Full Carve-Out
Who it applies | Reporting issuer Non-reporting issuer Non-redeemable
to investment funds (publicly | investment funds offering investment funds;
offered open-ended funds). | periodic investor investment funds
redemptions, with distributing
aggregate AUM > $100 exclusively under the
million. accredited investor

exemption (s. 2.3) or
the minimum amount
investment
exemption (s. 2.10);
and all non-reporting
issuer investment
fund types with
aggregate AUM <
$100 million.
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NI 81-102
Governance &
Operations

Classification
& Reporting
(Annex C)

Rationale

Worked
Example

Tier 1: Full Framework

Full compliance with LRM
policies.

Full granular liquidity
classification; quarterly
confidential reporting;
strict event-based
reporting.

Aligns strictly with the
FSB/IOSCO focus on "Open-
Ended Funds" and the IMF
FSSA recommendation
targeting "publicly offered
funds." Systemic fund-run
risk is present.

Reporting issuer balanced
mutual fund, $500 million
AUM, daily redemptions
(Example C).

Tier 2: Simplified

Principles-based LRM
policies. Exempt from
prescriptive policies.

Annual narrative liquidity
disclosure to the applicable
regulator. Event-based
reporting triggered only by
extraordinary suspensions
(excluding routine structural
LMTs). No mandatory asset-
level classification.

Addresses potential
redemption mismatch risk
proportionately. Existing
OM disclosure provides
investor protection.
Minimizes false-positive
event reporting. Existing
prospectus exemption
disclosure and investor
qualification requirements
provide investor protection.

BC mortgage fund offering
quarterly redemptions,
$160 million AUM (Example
B).

B. Alignment with the FSB/IOSCO “Categorisation Approach”
The PCMA'’s proposed framework represents the optimal domestic implementation of the “Categorisation
Approach” established in the 2023 FSB Revised Recommendations and the 2025 IOSCO Revised
Recommendations. The international standard-setters explicitly state that funds allocating a significant
proportion of assets to illiquid investments (Category 3 funds) should be managed structurally, either by
being structured as closed-ended funds or by utilizing long notice periods and lower frequency

redemptions.

Tier 3: Full Carve-Out

Full exemption from
LRM policies.

No LRM classification
or reporting
obligations under this
framework.

No redemption
mismatch risk.
Investors
contractually
consented to
illiquidity. Zero
systemic risk
footprint. Compliance
cost entirely
disproportionate to
regulatory value.

Alberta non-
redeemable real
estate fund, $120
million AUM (Example
A).

The PCMA’s Full Carve-Out maps to I0SCQO’s recognition that non-redeemable structures inherently
neutralize liquidity mismatch. Similarly, the PCMA’s Tier 2 Simplified Framework maps to IOSCO’s directive
that open-ended funds holding illiquid assets must manage liquidity through structural LMTs (like
quarterly redemptions and notice periods) rather than being forced into the daily-traded (Category 1)
classification and reporting mechanics proposed in Annex C.
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C. Tier Descriptions

e Tier 1: Full Framework (Reporting Issuer Open-Ended Funds): As the CSA's consultation material
acknowledges, this is the exact population for whom the FSB/I0OSCO recommendations (targeting
Open-Ended Funds) and the IMF FSSA recommendations (targeting publicly offered funds) were
designed.

o Tier 2: Simplified Framework (Non-Reporting Issuer Funds Offering Periodic Liquidity; AUM >
$100 million): A proportionate framework for larger exempt-market funds offering periodic
liquidity. Governance is principles-based rather than prescriptive. Reporting consists of an annual
qualitative narrative to the applicable regulator describing the fund's liquidity profile, asset
nature, and the alignment of redemption terms with expected asset liquidity. Event-based
reporting is limited to genuine systemic emergencies (e.g., extraordinary suspension of
redemptions) and expressly excludes the activation of structural LMTs built into the fund's normal
operations. There is no mandatory asset-level liquidity classification system.

e Tier 3 Full Carve-Out (Non-Redeemable and Smaller Funds): Non-redeemable investment funds
inherently lack ongoing investor redemption rights, meaning systemic 'fund-run' risks do not exist.
Similarly, investment funds raising capital exclusively under the accredited investor exemption (s.
2.3) or the minimum amount investment exemption (s. 2.10) distribute only to investors who have
been qualified by wealth, income, or investment thresholds and who have consented to the fund's
liquidity terms — eliminating the investor protection rationale for LRM obligations. (See "Why the
Proposed LRM Obligations Should Not Apply to Non-Reporting Issuer Investment Funds
Distributing Under the Prospectus Exemption Framework," above.) Furthermore, funds with $100
million AUM or less pose no systemic risk to the Canadian financial system. These funds should
be entirely carved out of both the Part 6.1 NI 81-102 amendments and the Annex C
classification/reporting framework, as applying the rules here imposes punitive compliance costs
with zero supervisory benefit.

D. Worked Examples

EXAMPLE A: Tier 3 (Alberta Non-Redeemable Real Estate Fund)

e Profile: A non-redeemable investment fund in Alberta, raising under the OM exemption (which is
lawful for non-redeemable investment funds under s. 2.9(2.2)(a)), managing $120 million in
commercial real estate.

e Facts: The fund's OM clearly discloses that investors have no right to redeem until the winding-
up of the fund. Investors are eligible investors and received a signed risk acknowledgement.

e Result under PCMA Proposal: Fully exempt from the classification and reporting framework.

e Rationale: This is precisely the structure the OM exemption was designed to accommodate in
Alberta, a non-redeemable vehicle holding long-term assets, distributed to informed investors
with full OM disclosure. The non-redeemable nature of the fund acts as a permanent, structural
LMT. Subjecting this fund to mandatory regular stress testing and contingency planning under the
proposed amendments is structurally redundant.
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EXAMPLE B: Tier 2 (BC Open-Ended Mortgage Fund Offering Quarterly Redemptions;
AUM > $100 Million)

o Profile: A mortgage fund in BC, raising under s. 2.9(1) (the broadest OM variant, available to any
investment fund), managing $160 million in residential and commercial mortgages.

e Facts: The fund offers investors quarterly redemptions. The OM clearly discloses this quarterly
liquidity and states that redemptions may be suspended or gated if requests exceed available
liquid cash.

e Result under PCMA Proposal: Subject to the Tier 2 Simplified Framework with a principles-based
LRM policies.

e Rationale: Because this fund pairs relatively illiquid underlying assets with periodic investor
redemption rights, it presents a potential "liquidity mismatch"; a structural risk specifically
identified by the CSA in its 2025 Annual Report on Capital Markets and by the FSB in its Revised
Policy Recommendations. At this scale ($160 million AUM), the potential for redemption-driven
asset liquidation warrants proportionate regulatory oversight, though not the full prescriptive NI
81-102-grade framework proposed in Annex C.

EXAMPLE C: Tier 1 (Reporting Issuer Open-Ended Balanced Mutual Fund)

e Profile: A publicly offered balanced mutual fund, operating as a reporting issuer and distributing
under a prospectus, offering daily redemptions, with $500 million in AUM.

e Result under PCMA Proposal: The full Tier 1 LRM framework applies.

e Rationale: This is the core target population of the FSB/IOSCO and IMF recommendations. The
systemic "fund-run" risk is real, the compliance infrastructure to measure the CSA's proposed 1-
to-5-day settlement liquidity already exists, and the investor protection benefits for the retail
public justify the regulatory burden.

XI.  Request for a Targeted, Separate Consultation on Private Market Application

Before proceeding to draft rules based on the Consultation Paper (Annex C) that would apply to
investment funds that are not reporting issuers, the PCMA respectfully requests that the CSA undertake
a separate, targeted public consultation specifically focused on the private capital markets.

The PCMA notes the CSA's acknowledgement in the Consultation Paper (at p. 2, under "Purpose and
Overview") that establishing requirements relating to LMTs, liquidity classification, and regulatory data
"would require a further public comment process”. The PCMA recommends that this subsequent process
be bifurcated. This sequenced approach (e.g., consulting on open-ended public funds and private
alternative investment funds in two distinct processes) is currently being successfully utilized by the FCA
in the UK. It ensures that the unique structural merits and risks of each sector are assessed independently,
preventing the inadvertent application of retail-focused regulations to the institutional and private capital
markets.

Furthermore, the Consultation Paper's proposals appear to proceed on the implicit premise that
investment funds that are reporting issuers and those that are not present equivalent systemic liquidity
risks. The PCMA submits that this premise is structurally unsupported. A targeted consultation for the
private capital market is therefore necessary to test this assumption against the empirical reality of private
market fund structures before any requirements are finalized. This targeted consultation must include:
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1. An Independent Cost-Benefit Analysis: A rigorous assessment specific to the private capital
market context to determine whether the immense compliance costs of implementing monthly
liquidity classification reviews, quarterly reporting, and institutional-grade stress testing are
proportionate to the regulatory benefits for funds managing illiquid assets.

2. Alignment with International Scope: An explicit reconciliation of why the CSA is extending these
rules to non-reporting issuer investment funds when the driving international mandates (namely
the FSB/I0SCO recommendations targeting "Open-Ended Funds" and the IMF FSSA specifically
recommending alignment for "publicly offered funds") do not require it.

3. Assessment of Existing Regulatory Data: A formal evaluation of whether existing data collection
mechanisms, such as Form 45-106F1 reports, annual OM audited financial statements, and the
OSC Investment Fund Survey, already provide securities regulatory authorities with adequate
monitoring coverage of the private markets.

4. Targeted Risk Identification: Clear identification of which specific types of private capital market
funds actually present systemic "fund-run" risks, strictly distinguishing between funds offering
periodic investor redemptions and non-redeemable investment funds.

The PCMA is willing to assist in developing an LRM framework that is proportionate, practical, and
reflective of the realities of Canada’s private capital markets.

XIl. Conclusion

The PCMA fully supports the CSA’s objectives of protecting investors, promoting fair and efficient markets,
and reducing systemic risk through a strengthened LRM framework. However, the PCMA respectfully
submits that applying these highly prescriptive rules, designed for publicly offered, daily-traded mutual
funds, to non-reporting issuer investment funds in Canada’s private capital markets is disproportionate
and structurally flawed. Doing so lacks systemic risk justification, exceeds the scope of international
mandates, and imposes compliance costs that threaten the viability of the private capital markets.

To ensure a proportionate regulatory framework, the PCMA respectfully submits the following principal
recommendations:

e Confine the prescriptive LRM framework to reporting issuer open-ended funds.

o Regulatory Rationale: The international mandates driving these proposed changes,
specifically the FSB and I0SCO recommendations, as well as the IMF FSSA, are expressly
targeted at "open-ended funds" and "publicly offered funds". Confining the framework
to reporting issuers achieves full international alignment without inadvertently capturing
private capital market vehicles that fall outside the intended scope.

¢ Maintain the structural distinction between NI 81-102 and the prospectus-exempt market
framework.

o Regulatory Rationale: Applying NI 81-102-style operational requirements to prospectus-
exempt investment funds conflates two legally and structurally distinct regimes. One is
designed for the general public requiring daily liquidity, while the other is strictly limited
to investors qualified under the accredited investor exemption (s. 2.3), the minimum
amount investment exemption (s. 2.10), or the OM exemption (s. 2.9) of NI 45-106, each
of whom has expressly accepted the illiquid terms of private market investing.
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e Expressly carve out non-redeemable investment funds distributing under the prospectus
exemption framework.

o

Regulatory Rationale: Non-redeemable investment funds structurally cannot experience
a 'fund run' because they do not offer ongoing redemption rights. Funds distributing
exclusively under the accredited investor exemption (s. 2.3) or the minimum amount
investment exemption (s. 2.10) distribute only to investors who have been qualified by
wealth, sophistication, or comprehensive issuer-specific disclosure and who have
expressly consented to the fund's liquidity terms, eliminating the investor protection
rationale for LRM obligations. (See 'Why the Proposed LRM Obligations Should Not Apply
to Non-Reporting Issuer Investment Funds Distributing Under the Prospectus Exemption
Framework,' above.) In both cases, investors have consented to illiquidity through
informed disclosure, and provincial/territorial securities regulators have already
embedded this structural judgment into the OM exemption architecture.

e Adopt the Alternative Three-Tier Framework (Proposed in Section X).

o

Regulatory Rationale: If the CSA determines that a framework must apply to non-
reporting issuer investment funds, our proposed three-tier approach specifically targets
the actual systemic risk (i.e., open-ended private funds misaligning redemption terms
with portfolio liquidity) while appropriately exempting non-redeemable investment
funds, funds distributing exclusively under the accredited investor or minimum amount
exemptions, and all non-reporting issuer investment funds with AUM below $100 million.

e Address perceived data gaps through the targeted expansion of existing tools.

o

Regulatory Rationale: Existing mechanisms, such as Form 45-106F1 reports, audited
annual OM financial statements, and the OSC Investment Fund Survey, already provide
substantial regulatory visibility. Expanding these existing surveys is a far more
proportionate response to closing data gaps than mandating granular, asset-by-asset
quarterly reporting for all non-reporting issuer investment funds.

¢ Commission an independent cost-benefit analysis specific to the private capital markets.

o

Regulatory Rationale: The proposed obligations would impose significant, ongoing
compliance burdens on small private market IFMs who do not present systemic "fund-
run" risks. Before finalizing any requirements for non-reporting issuer investment funds,
the CSA must rigorously assess whether the regulatory benefit is proportionate to the
cost. This analysis should examine: (i) which specific categories of non-reporting issuer
investment funds present measurable systemic risk; (ii) the sufficiency of existing
regulatory tools; and (iii) the impact of disproportionate compliance costs on Canada's
competitiveness as a jurisdiction for private capital formation.

¢ Undertake a separate, targeted consultation for any framework applicable to non-reporting

issuers.
(@]

Regulatory Rationale: The PCMA notes the CSA’s acknowledgement that establishing new
requirements based on the Consultation Paper (Annex C) "would require a further public
comment process". The PCMA recommends adopting the sequenced approach currently
utilized by the UK FCA; consulting on open-ended public funds and private market
alternative funds in two separate, distinct processes. This ensures private capital market
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participants have a meaningful opportunity to be heard on requirements that
fundamentally alter the sector's operational viability.

The PCMA remains committed to being a constructive partner in this process. We welcome the

opportunity to discuss these submissions further and to assist the CSA in developing an LRM framework
that protects investors while fostering a vibrant and competitive private capital market in Canada.

Yours truly,

PCMA Advocacy Committee Members*

"Nadine Milne" "Brian Koscak"

PCMA Vice Chair and Executive Committee PCMA Vice Chair and Executive Committee
Member Chair and Co-Chair of the Compliance Member and Chair of Advocacy Committee and
Committee PCMA Al Society

* The views expressed herein are those of the PCMA and represent the PCMA's position. The individual signatories
express these views solely in their capacity as PCMA committee members, and not on behalf of any organization
with which they are separately employed or affiliated.

** The PCMA acknowledges that this submission will be made publicly available in accordance with applicable
securities legislation and consents to such publication.
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