A.SC.POLICY 43
MORTGAGE AND REAL ESTATE INVESTMENT TRUSTS
AND PARTNERSHIPS

APPLICATION

11

1.2

1.3

This policy is directed to unincorporated issuers who propose acting as a closed end
mortgege finance vehide engaged in investing money raised from the public in loans upon
the security of particular red estate. Where the trust or partnership form (hereinafter
referred to in this policy as the "trust") is used, the Director of the Alberta Securities
Commission(the"Director") will apply thispolicy in reviewing issuersraisng money for the
purpose of acquiring and managing income producing red edtate. This policy is not
intended to apply to issuers proposing to raise funds for the purpose of developing and
managing a specific real estate project (see A.S.C. Policy 4.5).

If a corporate issuer is being used in order to avoid the regidtration requirements of the
Trust Companies Act (Alberta) or the Loan Company Act (Canada), or any substantialy
amilar legidation in any other province or territory, the Director may apply any portion of
this policy that he deems gppropriate. This policy does not apply to mortgage lending
corporations directly subject to the above Acts.

The proposed issuer must be clearly identified so as not to be confused with a Trust
Company. Attention is directed to section 210 of the Trust Companies Act (Alberta) and
item 12 of A.S.C. Policy 4.10.

REQUIRED CONDITIONS

21

2.2

The following conditions should be present in the declaration of trust or other originating
(congtating) documents before areceipt for aprospectusisissued pursuant to section 81
of the Alberta Securities Act (the "Act™).

Definitions

In congtruing terms, reference should be made to the definitions contained in the Act and
the regulations made under the Act (the "Regulations’)except as defined below.

221 "Adviser" meansany person or company appointed, employed or contracted with
by theissuer under which advisory and adminigtrative services are provided to the
iSSuer.

2.2.2 "Affiliae" means an indder or associate, and includes affiliated, controlled and
subsidiary issuers as referred to in section 2 of the Act.
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223

224

225

2.26

227

228

229

2.2.10

"Appraised Vaue' meansthefair market value, as of the date of gppraisd, of red
property initsexisting state as determined by abank, trust company, or insurance
company or other person or company which makes appraisalsand whose opinions
are relied upon in connection with lending or servicing activities and which in the
judgment of the trusteesis properly qudified to make such a determination.

"Debt" means the aggregate borrowings of an issuer, whether convertible or not,
secured or unsecured, subordinated or unsubordinated, to which is added an
amount equa to the amount by which the equity capitd of the issuer would be
exceeded by the amount which the issuer would haveto borrow if theissuer were
cdled upon to advance or pay money to meet its existing contractua
commitments; provided that where acompany borrows money for the purpose of
lending it to the trust and where, as a condition of its loan of that money to the
trust, the trust guarantees the obligations of the company to the origina lender, the
amount of the guarantee shall not be calculated as debt if the guarantee does not
exceed the obligations of the trust to the company and the company has not
assigned, pledged or otherwise dedlt with the security it receives from the trust as
evidence of the obligation of the trudt.

"Declaration of Trust" shdl include partnership agreements or other smilar
originating (congtating) documents.

"Equity Capita" means the aggregate sum paid to theissuer for itsunitsinto which
the beneficid interest in the issuer may from time to time be divided.

"Invested Assets' means the totd assets under management or administration at
the lower of cost or market before deducting accumulated depreciation, but
excluding cash and cash items, caculated at least quarterly on abasis consistently

applied.

"Mortgages' means mortgages, charges, hypothecs, deeds of trust or other
security interests of or in red property used to secure obligations to repay money
whether or not evidenced by notes, debentures, bonds, or other evidence of
indebtedness and whether negotiable or nonnegotiable.

"Net Assets' means the totd invested assets less totd ligbilities (including debt)
caculated at the end of the last completed quarter of the issuer's fiscd year on a
basis consstency applied.

"Redl Property” means land, rights or interest in land (including without limitation

leaseholds, ar rights and rights in condominiums) and any buildings, structures,
improvements and fixtures located thereon.
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2.2.11 "Trudees' meanstrustees of atrust, managing partners, the executive committee
or managing committee of a partnership, or the equivaent for other forms of
unincorporated issuers.

THE ISSUER - CAPITAL

31

32

3.3

34

3.5

3.6

3.7

3.8

39

The equiity capital of the issuer shal not be less than $5,000,000.

The beneficid interest in the assets shdl be divided into equa units and no unit shal be
issued unlessfully paid for.

The unitsshal be of one class, without par vaue, and shal have no preference, converson
or exchange rights.

The units shall not be redeemed or repurchased by the issuer if the result would be
contrary to this palicy, including item 5 and item 12.14.

The issuer shdl maintain or cause to be maintained a transfer register for its units and the
units shdl be transferable.

Each unit holder shall be entitled to receive a certificate, in such form as the trustees
authorize, specifying the number of units hed by such unit holder.

The naure of the unit holder's liahility shdl be clearly stated on the certificate issued to
evidence ownership of units.

The units shal each be entitled to one vote.

Subject to approva by at least a mgority of the votes cast a a meeting of unit holders
cdled for that purpose, the trustee may from time to time cause the unitsto be subdivided
or consolidated or, where alimit has been placed on the number of units authorized to be
issued, increase the number of units authorized.

RECORDS AND TRANSFER OF UNITS

4.1

4.2

The issuer shall keep such books and records as are necessary for the proper recording
of its business transactions.

These records, so near as may be, should be in accordance with those required to be
maintained by a corporation offering its securities to the public under the Alberta Business
Corporations Act (the""CA™) and the unit holders shall have accessto such recordsto the
same extent as though they were a shareholder or creditor of such a corporation.
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4.3

The issuer shdl furnish to any unit holder, upon written request, a copy of the declaration
of trust.

BORROWINGS - LIMIT ON LEVERAGE

5.1

5.2

5.3

Subject to items 5.2 and 5.3, the debt of the issuer shdl not exceed three times the equity
capita plus retained earnings and redized cepitd gains less deficit and capitd losses
whether redized or not.

When and so long as at least 50% of the book value of the total assets of the issuer
consgsof:

5.2.1 Nationa Housing Act ("NHA”) mortgages,

5.2.2 conventiond first mortgage loans where the ratio of the loan to appraised value of
the red estate securing the loan ratio does not exceed 75% unless the excess is
insured by an insurance company registered under the Canadian and British
Insurance Company Act (Canada), the Foreign Insurance Companies Act
(Canada) or the Insurance Act (Alberta); and

5.2.3 cash, cashitems and obligations of Canadian municipd, provincid and federal
governments and government agencies,

in the discretionof the trusteesthe debt of the issuer may be increased so as not to exceed
five timesthe equity capital plusretained earnings and redlized capitd gainslessdeficit and
capital losses whether realized or not.

When and so long as at least 90% of the book value of the total assets of the issuer
consgsof:

5.3.1 NHA mortgages,

5.3.2 conventiond first mortgage loans wheretheratio of the loan to appraised value of
the red estate securing the loan ratio does not exceed 75% unless the excess is
insured by an insurance company registered under the Canadian and British
Insurance Companies Act (Canada), the Foreign Insurance Companies Act
(Canada) or the Insurance Act (Alberta),

on sngle-family dwellings (induding condominiums) and duplexes, and

5.3.3 cash, cash items and obligations of Canadian municipa, provincid and federd
governments and government agencies,
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inthe discretion of the trustees and subject to the prior approva of the Alberta Securities
Commission (the "Commission™) the debt of the issuer may be increased so as not to
exceed ten times the equity capitd plus retained earnings ind redized capita gains less
deficit and capital 1osses whether realized or not.

HEAD OFFICE - SSTUS OF THE ISSUER

6.1

6.2

The head office and the principd office and situs of adminigtration of the issuer shdl bein
Alberta or in another Canadian province in which the law recognizes trusts and is
substantidly smilar to thelaw of Albertawith respect to the mattersreferredtoinitem 6.2.

The rightsand obligations of the unit holders and trustees and the vaidity, construction and
effect of every provison of the declaration of trust shal be subject to and construed
according to thelaws of the Canadian province in which the head office is Stuate pursuant
toitem6.1.

TRUSTEES

71

7.2

7.3

74

7.5

7.6

There shall be not fewer than 7 trustees.

The trustees shdl be elected and removed by the unit holders, so near as may be, in the
same manner asdirectorsunder the ABCA, provided that the mgority of the trustees shdll
be Canadian citizens and resident in Canada.

The mgority of the trustees shdl have a least 5 years substantia experience in the red
estate financing field and shdl reflect experience consstent with the stated investment
objectives of the trust.

The mgority of thetrustees shdl beindependent of the adviser or its affiliates and shdl not
he employed by the adviser or its filiate. At any meeting of the trustees the mgority of
those present shall be independent, provided that if & any time amagority of the trustees
cease to be so qudified because of the desth, resignation or change of affiliation of any of
them, the remaining independent trustees may function as though they were amgjority but
the trustees shal within 30 days appoint additiona trustees to restore the independent

mgjority.

Unless otherwise provided, amgority of the trustees or amgority of the members of the
investment committee shall congtitute aquorum, but in no case shdl aquorum belessthan
2/5 of the trustees or the members of the investment committee.

I nvestments and the I nvestment Committee

7.6.1 Any invement or the making of any commitment for any invesment or the
assumption of any obligation shdl require prior goprova by the trustees or the
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1.7

7.8

7.6.2

7.6.3

7.6.4

7.6.5

7.6.6

investment committee.

Without derogating from the ultimate responsibility of the trustees to approve dl
investments, there may be an investment committee conssting of not less than 3
trustees, at least 75% of whom shdl have had 5 years or more experience as set
outinitem7.3.

Intheinvestment committee the mgority of those voting on an investment decison
shdl be independent of the adviser or its affiliates and shall not be an employee of
ether of them.

Subject to item 7.6.2, if for any reason amember of the committeeisdisqudified
from participating in adecison, any other independent and disinterested trustee not
already amember of the committee may be designated by the trusteesto act asan
dternate.

The investment committee may approve or reject al proposed investments or
dispositions of investments.

If an investment decision is made by the trustees as a whole and not by the
committee, the mgority of those voting shdl be independent of the adviser or its
dfiliates and shal not be an employee of ether of them, and a least 75% shdl
have the experience st out in item 7.3.

The stlandard of care and dutiesimpaosed upon trustees and officers of the issuer through
the declaration of trust shal not be less than that imposed on the officers and directors of
Albertabusiness corporations by statute and common law, and the declaration of trust shdl
indude an undertaking to exercise the powers and discharge the duties of his office
honedtly, in good faith and in the best interests of the issuer, and in connection therewith
to exercise that degree of care, diligence and kill that areasonably prudent person of his
experience would exercise in comparable circumstances.

Without limiting the generdity of item 7.7:

7.8.1

7.8.2

if atransaction is being consdered in which atrustee directly or indirectly has an
interest, the trustee shdl declare the nature and extent of hisinterest and shal not
vote on the transaction.

atrustee is deemed to have an interest if heisassociated with or not independent
of the adviser or an afiliate of the adviser and the transaction is one in which the
adviser or any of its afiliates directly or indirectly has an interest or if the
transaction is one in which the trustee or any of his affiliates directly or indirectly
has an interest.
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7.8.3 if atrustee has declared hisinterest he shdl not be included in deter mining
whether there is a quorum present to ded with the transaction.

ADVISER - MANAGEMENT COMPANY

8.1

8.2

8.3

8.4

8.5

There shdl be one adviser, the terms of whose gppointment and employment shall be
detailed in a management contract.

Subject to item 8.4, neither the adviser nor any affiliate of the adviser shdl engagein any
business that would bring it in red or gpparent conflict with the interests of the issuer.

Subject to item 8.4, the mgority of the directors and officers of the adviser shdl have had
at least 5 years subgtantid experience in the red estate financing fidd and shdl reflect
experience condstent with the stated investment objectives of the trugt, provided that the
magority of directors and officers of the adviser shal be Canadian citizens resident in
Canada.

The requirements of items 8.2 and 8.3 may be waived in whole or in part by the Director
if the adviser is awell established federa or provincid government supervised financia
ingtitution such as a bank, insurance company or trust company.

Responsibility of the Adviser

8.5.1 The adviser shdl be the management company and as such shdl adminigter the
day-to-day affairs of the issuer.

8.5.2 Officers and directors of the adviser or of its affiliates may aso be trustees and
officers of the issuer.

8.5.3 The adviser shdl use its best efforts to present and recommend continuing and
suitable investments to the investment committee or trustees consstent with the
investment policiesand objectives of theissuer and to provide advice with repect
to changes in the investment policies and objectives.

8.5.4 The adviser shal seek such investments for the issuer and conduct negotiations
with prospective borrowers, developers, mortgage loan brokers, red edtate
brokers and others who can furnish investments to the issuer and shdl determine
whether the loans and participations offered to theissuer are within the investment
policies of theissuer.

8.5.5 Theadviser shdl berespongble for providing and ensuring adequate supervison

of the clerica and adminidrative services necessary to the adminigtration of the
issuer, induding the provision of office space and office equipment, personnel for
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8.6

8.7

8.8

the performance of such sarvices, including property management, mortgage
sarvicing, congruction and development loan disbursements and other activities
relating to the investment portfolio, the maintenance of books and records for the
issuer, communication with unit holders, the recei pt and disbursement of the assets
of the issuer, including the servicing and payment of debt and mortgages and the
payment of interest and dividends and, generdly, al matters relating to the
obtaining and servicing of the assets of the issuer and the issuance, transfer and
ligting of the securities issued.

Fees and Expenses

8.6.1

8.6.2

The aggregate annud expenses paid or incurred by the trust excluding

8.6.1.1 interest, taxes, extra-ordinary expenses, losses and reasonable
provisons for losses, provison for depreciation, expenses in
connectionwith construction and devel opment loan disbursement
and other activities, and expensesin connection with acquigition,
operation, maintenance, protection and dispostion of red
property of the issuer other than the repayment of mortgages and

loans

but induding:

8.6.1.2 advisory fees, mortgage servicing fees, and dl other expenses
shal not exceed the gresater of:

8.6.1.3 1%2% of the average net assets of the trugt, or

8.6.1.4 25 % of the net income of the trust before deducting advisory

fees,

but in no event shdl aggregate annual expenses paid or incurred by the trugt, with
the exclusons noted above, exceed 1 %2 % of totd invested assets of the fund.

The adviser shdl remburse the trugt at least annually for the amount by which the
aggregate annud expenses paid or incurred by the trust as defined in item 8.6.1
exceed the maximum permitted under that item.

With respect to loan transactions, whether secured or unsecured, the adviser or any of its
affiliates shdl receive no fees or benefits other than the advisory fees referred to in item

8.6.1.2.

Term and Renewal of Contract
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10.

8.8.1 Theinitid advisory and management contract shdl be for aterm of not less than
2 but not more than 3 years.

8.8.2 Subject to gpprova by the unit holders, the contract shal be renewed at least
every 2 years and not more often than annudly.

8.8.3 Theissuer may terminate the contract, subject to the gpprova of the unit holders,
upon not less than 60 days notice in writing.

8.8.4 Theadviser may not terminate the contract during itsterm and shdl givetheissuer
at least Sx months natice, of itsintention not to renew the contract.

8.8.5 The termination or non-renewd of the contract shal not result in any penaty or
other fee.

MINIMUM CAPITAL - INVESTMENT OF ADVISER

9.1

9.2

9.3

9.4

The adviser shdl have a net worth of not less than $2,000,000.

The adviser shdl maintain an investment in the equiity capital of the issuer to the extent of
at least 5% of the equiity capital or $1,000,000, whichever isthe greater, and in no event
shdl own directly or indirectly more than 35% of the equity capitd of theissuer, provided
the maximum investment required need not exceed $5,000,000.

For the purpose of item 9.1 the minimum investment made pursuant to item 9.2 may be
used in the calculation of the adviser's net worth.

The advisar's minimum investment under item 9.3 shall be placed in escrow with an
independent trust company and transfer or release of these units shall not be made without
the consent of the Commission.

INVESTMENT POLICY

10.1

10.2

10.3

The fundamentd investment policy should be clearly defined in the declaration of trudt,
fixing limits in generd terms on the percentage of assets the trustees are empowered to
invest in each type of investment such as NHA mortgages, conventional mortgages,
congruction mortgage loans, standing loans, wraparound loans, gap financing,
purchase-leaseback financing, stand-by commitments and red estate equity investments
related to mortgage loans.

The issuer shdl not invest more than 10% of the total book vaue of dl the assets of the
issuer in any single investment or related group of investments involving one property,
development or developer and its affiliates.

Investmentsin red property shdl be confined toincome producing red property andinthe
aggregate shal not exceed 20% of the total book vaue of al of the assets of the issuer.
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11.

12.

PROHIBITIONS AND RESTRICTIONS

111

11.2

11.3

114

115

116

11.7

Theissuer shdl not participate in mining, oil or like ventures or acquire redl property for
development purposes (but not including development mortgage [oans).

The issuer shdl not invest in other real estate or mortgage investment issuers, whether
incorporated or unincorporated, but this shal not exclude the purchase of the equity of a
company formed and operated only for the purpose of holding an income producing regl

estate property.

Not more than 10% of the equity capital and debt raised in Canada shdl be invested
outside of Canada.

The property of theissuer shal be held in the names of the issuer, of the trustees or inthe
custody of a Canadian chartered bank or federdly or provincialy licensed trust company.

There shdl be no changein the control of the adviser without the approva of the Director
and the Director must be advised immediately if there is a change of trustee or officer of
the issuer or the adviser.

Equity securities issued by an unincorporated entity shall not be described as shares.

Theissuer shdl not lend money to or invest in the securities of the adviser, except by way
of deposit with abank or trust company in the ordinary course of business.

OBLIGATIONS OF ISSUER

121

12.2

12.3

124

Theissuer will be a"finance company” within the meaning of the Act and the
Reguldtions.

The trustees shdl convene meetings of unit holdersafter furnishing theinformation required
S0 near as may be and to the same extent as though they were directors of a digtributing
corporation under the ABCA.

A creditor is entitled to the information provided for in sections 161 and 162 of the
Reguldions.

Without limiting the generdity of the foregoing the trustees shdl convene amesting of the
unit holders to consider and approve

12.4.1 therenewd of or amaterid change in the advisory contract
12.4.2 achange of adviser

12.4.3 any maerid changein the fundamentd investment policy inthedecla  ration of
trust, or
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125

12.6

12.7

12.8

12.9

12.10

1211

12.4.4 achange of auditors.

Mestings of the unit holders may be caled a any time by the trustees and shall be called
by any trustee upon written request of unit holders holding in the aggregate not less than
20% of the units.

Materid amendments to the declaration of trugt or in the fundamenta investment policies
shdl be approved by at least two-thirds of the votes cast at ameeting of unit holderscalled
and held for that purpose, provided that the trustees may amend for the following
purposes.

12.6.1 adding any provisons for the purpose of protecting the unit holders,

12.6.2 removing any conflictsor other incons tencieswhich may exist between any of the
terms of the declaration of trust or other basic agreement and any provisionsof any
goplicable law or regulation of the Stus of the issuer, provided that the trustees
shdl be of the opinion that such amendmentswill not be prgudicid to theinterests
of the unit holders, and

12.6.3 making any change or correction in the declaration of trust asto which thetrustees
shall have been advised by legd counsd that the same are typographica
corrections or changes or arerequired for the purpose of curing or correcting any
ambiguity or defective or inconsstent provisons or clerica omissons or misteke
or manifest error contained therein.

A meeting of the unit holders shall be called by any trustee upon the written request of unit
holders holding in the aggregate not lessthan 5% of the unitsfor the purpose of considering
the appointment of an inspector to investigate whether the adviser has acted on abass
which isfair and reasonable to the issuer and such an inspector may be appointed by a
resolution approved by the mgority of the votes duly cast at the meeting held for that
purpose.

In al cases not provided for in items 12.6 or 12.7, the unit holders may, by resolution
passed by a mgority of the votes cast a a meeting duly cdled to consider the matter,
gpprove any matter placed before them.

Trustees, officers or employees of the issuer and adviser shall be insured and bonded to
the same extent asthe officers and employees of trust companies administering comparable
assatsin Alberta

Trusteesmay beindemnified only to the same extent asdirectors may beindemnified under
the ABCA.

At the time of recommending an investment, the adviser must be satisfied as to the fair
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13.

14.

12.12

12.13

12.14

market value of the redl estate which provides the security underlying the investment or in
which the investment is to be made and where the investment is not based upon the
underlying security but rather the credit of the borrower or the continued devel opment of
the property, the adviser must be satisfied as to the reasonableness of the investment.

The trustee shdl review theinvestments at least annudly prior to the annua meseting for the
purpose of determining whether the fair market vaue of the assets underlying a particular
investment or of each red estateinvestment held by thetrust isequd to or hasfalen, below
the fair market vaue a the time of the investment and, in the case of outstanding loans,
whether the security is il adequate.

The trustees shdl prepare a statement prior to the annual meseting setting out in the
aggregate, if materid, the amount, if any, by which the security on each loan isin ther
opinion inadequate to secure the loan and the amount by which thefair market value of dl
red etate has falen below the amount at which such red estate is carried on the books
of theissuer and the statement sha | be sent to each unit holder with the notice of the annua
mesting.

The trustees or managing partners shal not make a distribution of assets by way of cash
dividends or otherwise which would impair the ability of theissuer to repay loans or meet
other commitments, as and when they become due in the ordinary course.

LIABILITY OF UNIT HOLDERS AND TRUSTEES

131

13.2

13.3

The nature and extent of the potentia liability of the unit holders persondly to third parties
must be clearly stated on each unit certificate, as well as in every prospectus, listing
Satement, statement of materia fact or smilar document.

The declaration of trust must stipulate that the trustees may not look to the unit holdersfor
indemnification.

Asto any contract entered into by the trust, the declaration of trust must require that there
be aterm in each contract entered into by the issuer that the persond liability of the unit
holders and trustees to third parties, including the adviser, shdl be limited to their interest
in the trust assets.

PROSPECTUS DISCLOSURE

141

The following are illudrative of anumber of the materid matters dedt with in the previous
sections which must be disclosed in the prospectus.

14.1.1 The nature and extent of the potentid persond liability of each unit holder shal be
clearly disclosed and asupporting written legd opinion filed with the Commission.

14.1.2 Theinvestment policy of the issuer must be defined.
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14.1.3 Each of the classes of investment contemplated must be defined, including the
nature of the risks involved.

14.1.4 Unitsof interest in the issuer shdl not be caled "shares'.

14.1.5 Theunitsshdl befredy trandferable and their transferability shal be the subject of
awritten legd opinion filed with the Commission.

14.1.6 The conflicts of interest or potential conflicts of interest of the adviser and the
issuer should be set out together with the steps taken to avoid or minimize the
potentia of these conflicts.

Effective date: March 15, 1987
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