December 6, 2017
DECISION
In the Matter of

the Securities Legislation of
Manitoba and Ontario (the Jurisdictions)

And

In the Matter of
The Process for Exemptive Relief Applications in Multiple Jurisdictions

and

In the Matter of
1.G. Investment Management, Ltd. (the Filer)

Background

The securities regulatory authority or regulator in each of the Jurisdictions (Decision Maker) has
received an application from the Filer for a decision under the securities legi ition of the Juris ctions
(the Legislation) under section 15 of National Instrument 31-103 Registration Requirements and
Exemptions and Ongoing Registrant Obligations (NI 31-103) for an order (the Exemption Sought)
exempting the Filer from the requirement of section 12 of NI 31-103 that requires The Filer to calci ite
its excess working capital in accordance with Form 31-103F1 Calculation of Excess Working Capital
{Form 31-103F1) to enable it to treat its “mortgage warehouse” {Warehouse), as defined belc  asa
current asset should it choose to classify the Warehouse on an amortized cost basis in its fina  al
statements upon the adoption of International Financial Reporting Standard 9 Financial Instruments
(IFRS 9).

Under the Process for Exemptive Relief Applications in Multiple Jurisdictions (for a dual a C
(a} the Manitoba Securities Commission is the principal regulator for this application,

(b} the Filer has provided notice that section 4.7(1) of Multilateral Instrument 11-102 Passport
System (MI 11-102) is intended to be relied upon in Quebec and Newfouni n and
Labrador, and

(c} the decision is the decision of the principal regulator and evidences the decisic of the
securities regulatory authority or regulator in Ontario.

Interpretation
Terms defined in National Instrument 14-101 Definitions and Ml 11-102 have the same meaning il sed
in this decision, unless otherwise defined.

Representations
This decision is based on the following facts represented by the Filer:










1.14

1.15

1.16

1.17

financial position until maturity. Under IFRS 9, there is no ability to reclassify (as the Filer’s
overall business model has not changed, only the use for a particular mortgage), so the ini |l
classification will be used throughout the period that the mortgage is recorded on the firm’s
statement of financial position. Therefore, it is the initial classification decision whichw  drive
current versus non-current assessment.

While a classification choice of FVTPL results in classification of the mortgage loans as current
assets, this classification requires fair valuing of the mortgage loans on an ongoing basis w
changes in fair value being reflected in the statement of profit or loss. In contrast, a
classification choice of amortized cost results in classification of the mortgage loans as non-
current assets (until the term to maturity is less than twelve months) with changes in f;

of the loans not being recorded within the statement of profit or loss. Dueto e firm’s '
to change the classification to “held to collect” upon securitization, under IFRS9, shoul¢ r
continue with its current practice of classifying the Warehouse as “held for trading”, th

result in significant earnings volatility once loans are securitized. The magnitude of these fair
value adjustments recorded in net income relating to securitized loans would make it
challenging for the securityholders, potential investors, analysts, rating agencies and other
members of the public who review the financial statements of the Filer’s parent company, |G
Financial Inc., which is a public issuer on the TSX, to understand the firm’s results. As a result,
the preferred approach of both the Filer and IGM Financial Inc. would be to classify the
Warehouse on an amortized cost basis.

Although a classification choice of FVTOCI is also available to the company, a classification

this basis wouid result in the mortgages being classified as non-current assets, as they wo ot
meet any of the four current asset criteria. This classification is similar to an amortized cost
classification in that it is predicated on the assumption of the business ma :l being to ¢t act
contractual cash flows (as well as to sell). This classification would have a similar earnings impact
as the amortized cost classification, as interest income would be recognized in the same
manner.

IFRS 9 requires an entity to classify financial assets based on the most appropriate business
model and contractual cash flow assessment. An entity can choose amortized cost or o Uf
neither of those classifications are used, then FVTPL is required. Regardless, an entity can
choose to designate as FVTPL if doing so eliminates or significantly reduces an accounting
mismatch.

Irrespective of the method of classification chosen for the Warehouse under IFRS 9, there is no
change in the character of the Warehouse, in the marketability of the loans in the Warehouse,
nor in the Filer’s ability to utilize this capital to meet current obligations or other near term
capital requirements. Mortgages are held in the Warehouse for a relatively brief period of time,
with an average holding period from between 39 to 45 days over the most recent periods. In
addition, the mortgages originated by the Filer have significantly lower default rate

experienced by other financial institutions in Canada, with in ir IS 1

of December 31, 2016, 0.04% as of December 31, 2015 and 0.03% as of December

the total outstanding as of those dates.




1.18  Should the Filer classify the Warehouse on an amortized cost basis, ese loanswi | not be
considered current assets on Form 31-103F1, and the firm’s excess working capital wot  be
expected to, on occasion, fall below the minimum excess working capital requirements of I 31-
103. Therefore, the Filer requires the Exemption Sought to ensure it continues to meet the
minimum excess working capital requirements of NI 31-103 following adoption of IFRS 9.

1.19 the Filer proposes to address the interaction of the financial statement reporting re tire ts
of IFRS 9 as incorporated into NI 52-107 and the excess working capital requirements of NI 31-
103 by treating the Warehouse:

o on an amortized cost basis for the purpose of preparing its financial stateme sin
accordance with NI 52-107, which is the most appropriate approach for the Filer and
IGM Financial Inc. from an earnings recognition perspective over the life of the
mortgage loan following securitization transactions given that reclassification of e
loans held in the Warehouse upon securitization is not permitted under IFR¢  and

. as a current asset for the purpose of calculating its excess working capital for the
purpose of Form 31-103F1, recognizing that this is suitable given the liquidity of t
loans held in the Warehouse and the ability of the Filer to designate this classificatior 1
accordance with NI 52-107.

Decision
Each of the Decision Makers is satisfied that the decision meets the test set out in the Legi ition fort
Decision Maker to make the decision.

The decision of the Decision Makers under the Legislation is that the Exemption Sought is granted.

C.r. peshu, viecus

The Manitoba Securities Commission




