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CASSELS BROCK
LAWYER S

December 18, 2014

By E-mail

To all persons who are clients of First Leaside Securities
Inc. (the "Investors")

Dear Investors:

Re: CANADIAN INVESTOR PROTECTION FUND UPDATE

CIPF Appeals and Appeal Process

Since our last Letter to Investors on November 18, 2014 (the "November Letter"), the decision

has been rendered for one of the Investors who was represented by Representative Counsel on

a pro bono basis in their appeal (the "Initial Appeal") of the rejection of their claim by the

Canadian Investor Protection Fund ("CIPF").

Unfortunately the Initial Appeal was dismissed. The Initial Appeal decision and reasons of the

CIPF Appeal Board are attached hereto as Annex ̀A'.

It is our understanding that Investor appeals continue to be scheduled by CIPF. In this regard, to

address a common inquiry from Investors, individual Investors may retain Representative

Counsel to represent them in their CIPF appeal for a flat fee of $3,000 per appeal. Given the

decision in the Initial Appeal, Representative Counsel would urge Investors to individually

decide if they feel that there is value in incurring this cost for Representative Counsel to act in

their appeals.

As discussed in the November Letter, in order to assist Investors, Representative Counsel has

posted the legal arguments and materials developed by Representative Counsel for the Initial

Appeals to CIPF on the Grant Thornton First Leaside website for the benefit of all Investors.

Investors can choose to adopt these arguments in their own appeals and instructions for

preparing the materials and dealing with the appeals was attached as Annex A to the November

Letter, which is also available on the Grant Thornton First Leaside website. Investors are free to

assert their own arguments and retain their own counsel as required in connection with their

appeals. The Grant Thornton website can be accessed as follows:

http://www.grantthornton.ca/services/reorg/bankruptcy and insolvency/Firstleaside

Processing of CIPF Claims

While some appeals have started to be scheduled and heard, it is our understanding that CIPF

has been continuing to issue rejection letters to the Investors with respect to their claims. To

date, Representative Counsel is only aware of instances where CIPF staff have denied

Investors' claims for compensation. We are unaware of any claims that have been accepted.
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We remind all Investors that if your CIPF claim is/has been denied, and if you disagree with the
decision of CIPF staff, you must respond to CIPF in order to maintain your appeal rights and
have your claim reviewed by a panel of one or more CIPF Directors.

Should you wish to preserve your appeal rights after receiving a rejection notice, you must notify
CIPF in accordance with the notice provisions in the rejection letter you receive from CIPF. In
those rejection notices which we are currently aware of, CIPF has requested such notice to be
provided by email at flsi@cipf.ca or in writing to: Canadian Investor Protection Fund, Re: First
Leaside, First Canadian Place, 100 King Street West, Suite 2610, P.O. Box 481, Toronto,
Ontario M5X 1 E5.

If you have received a notice from CIPF staff denying compensation and wish to preserve your
appeal rights, the following paragraph provides some suggested language that you may choose
to send to CIPF:

fdatel , 2014

On (insert date of CIPF decision letterl I Enamel received a letter from CIPF staff
denying my claim for compensation with respect to the losses I have suffered as a result
of the insolvency of First Leaside Securities Inc. Pursuant to CIPF's Claims Procedures,
am writing to inform you that I wish to appeal CIPF staff's decision to deny my claim

and to have the decision and my claim reviewed by a panel of CIPF Directors. Please
confirm receipt of this notice by replying to me at (insert contact informationl.

Any questions regarding the CIPF appeal process or other matters affecting Investors generally

can be raised at anytime through the Investor hotline at 1-877-669-4414 or by e-mail at
Firstleaside@casselsbrock.com. Please continue to identify the name of the Investor in the
subject line when communicating by email with us. If you are receiving this correspondence by

regular mail, please send your email address and contact information to
Firstleaside@casselsbrock.com so that we can effectively communicate with all Investors.

Yours truly,

Cassels Brock &Blackwell LLP --~

~~-
Shayne Kukulov~icz

cc: Jane Dietrich

Lega1~13249074.2
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Annex A
CIPF Appeal Board Decision

Legal"13249074.2



IN'1'~I~ M~'I'T~R OF A1V APPFA.I. T~ TkIF, r~l'~'~aAL Ct)MtV1:C`i'"1'~I+~
\li~v ,l'~:t C±; C'ANAr)lA1V INVI+'.5'.l'.(':~R PRUTECTit)N Flll~In

RC: ARM:IIV k.:LUG'

~~eard; ~Clct~~er 2~7, 2414

3~ra~rr~r:e.~c ~:~s~.c;: appeal Cotnmitt~e Iv1e12it~~r

ANNE '4VAE2NER..T A .FC)RFST I~~~~eal (~~»aii~ittee N9~n~Cer

BRIGITTE C:~ISLF~R Appeal ~c~n~~ra.ittev Mer~her

A~~'~IItAN~'k:~.

It. SlYfty~Yc~ IC1iku~o~c~ ) (',saunscl tc~r Artr~ixa Klt~4

Ja~x.e (~. ~etreh

J~c~1es t). Ci.:Dou~las ) Caui~scl '+~r (~:a~iad an investor

Jatne:s Ci~sU~Y } Pi~atcctoi~ I~uza~l ataf'f

E3a~iat~ C~ovc►~ ). Ind~}~ex~~eut Lc~~l t~+~unsel f.~r the
ApPea~ Co~n~nttce a€'thc Canadian.

} Tnve:st~~•~'rc~tucCiaax ~tt~ci

TJ►E+CIS:IC)1~1 ANI7► .RE~1;St7N

I►~t~Y~~~~uction Rnd Ovc~~vi+~xv

1. Nir. Arr►aii~ ~Iu~e (tl~e "A~pellant"~ was a ~l uait of first ~;~aside securities Inc... ("~LSI'y), ~tti

anv~s#rt~cnt ~ic~Icr. ~L~~: was dcciaecd t~ 13~; ns~olve~ t o~~ F~bru~zy 24t~', :271.? nrid of, the $:iSO',Of1C
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i~ivcstez~ by tli~ ~p~~lla~~t, h~ reco~er~~ a total ~f ~7'~,9U~.~6 f'r~m ~hc nsnlv~ncy T ~uste;e. Tlrr~

Appella~~t sau~ht recovec~ from the Ga~~adi~n :[t~vestor Protection F. and ("C:IPF" ar the. "~IIIIC~") oil.

tl~c basis that FLSt was ~r `NZcn~~i~:r af' C'~PF ~n~ ~s 5uc~ the ~.~pcJlant vas ~nCiticd to prUte~ti~t

illrc~r~~h the Cl~k~ :F~ti~7ci ~l~~t c~~~ ~stabli~l~eci to pray ele coverage i~~ lye event of insolvency. GIPI

Sldit ~~~acle a decis ran de~Yl~izlg cca~n~ensal oti to tl~e Appellant +gin the basis t1r~G il~te ,Appellant's

1c~s5es slid nc~t az zse ~s a xesult of the in~ol.vcne~ a~' T'L, aT ~ncl thus ~✓erc x~~t ~overcc~ u~cier the GIPF

(.'nv~Y•a~;c Pi~lic~+ tiGitcci ~~~ji~lnl~~~- 30cn, ~E}1'~.

2, (fin C~ctober'27, 2d 14, a ~at3cl ~# tike ~ppca~ Camix~ittec (#btu "Panel"} iaf GZP~+ ticarti a~~

~~p~~t tc~ cicE~rm n.~ w7~e~iacr. ~c~ c~c~p~rt f:cona the ciecisi~r~ ~f CIP~ Staff'. The appeal hearing. took:

place at I~tceson .Arbitt`~lic~n Chatnb~rs ~a Tc~~=~titn (Jt~tari ~ rind. ~v~is c~~c n k~ t~]C j~UI~~7C. Many

tivc~~~rs wlru h~~l l~eeu c;l~;~iis a1`FLSr rver~ in attvnr~~ixG~.

3. t~'~I'~' is a not-~'~r-proCt ~fganit~tian incor~ui:~tted uileier the C'ar7ci~~r ~'nr~~r~~•ut ~irr,s Pict,' ai~tl

~;oniin.~ic;cl urzc yr -the Ccrraada Not-far-prv~t C'c~rporatic~ns~ ~~t.~ CIPF is the canipensat o~i furicl flit

~~istarzxc;r~ o:f in.ves~r~tcnt dealers tt~~t aa' : inc~a~l ors dt` the Itavcstii~~~~t Industry Ite} ul~ttary

C~r~~ni;~~tii~n oi" Canada ~"IIRtJC;"').~ Articles cif continuance f~lec by CIPF statie kl~~t the C IPA':

purposes ii~cludc; p ~v ding prc~~ec:tioi~ tc~ cli~~i.ts of .t~~estmc~at cical~rs "~vhc~ have seif~ered or n~~y

suffer ~naiicial lass as n result cif t1~e i~7st~lv~;nc~y [af the rt~~esCX~t~nt dcaler]> at1: oz~ such term anti

cc~z7clit :o~.is as nay ~c dcte~•~17it~eel Ley [~~~'F] its :its sa1c; ~iscret can".

~, Its C~x~taz~i~, CIP~' ~s oversc~n by tlic O~~t~1~io Sec~lr t es Cornrr~issi ~n ("4~C"'), As a;

~c7r~diti:c~a ~a~'tla4i~ zc~is~rat~i~, C)nt~rio i.tivestnxezli c1G~I~rs ai`~ xec~urec~.~y e~uIa~i~n n~a~le p~~•~ua~~

tc~ 'the ~S`~c ~ritr~s Acts to ~ra~~tici~ate iii: a con-~pcnsatioi~ or contiilgc Icy fund. CT~F was ap~r~ived as a:

coi7tpc~~tsai uii fu~acl b~ an t~SC Approval ~i-~ei~ ~ Th.e ina.~~.~ate c~ .nfcrruzl oi~ Cl~~~ by the A~p~'ov~1'

~'irdcr has be~a~ af~"iri~ne~i and liven ~~atit~i~al ~e~~e by ~ ~vl.~:~~nc ra~7ciurn r~F tJ.nr~~er;;tan.c~it~~; et~t~rcd ~~ito

~ It.St. I~37(l, c. C-32

C;onse~uently, a tnen~ter of: the Invest~aient tit~.tistry :klegul~tta~•y ()r~;a~rz:iti~~~r ~#'Canatl~ i,, rcEcri~eci t~ be~u~v <~s nn

•:1[Rf)~: Men76ei-" ~r ~ "Me~~~bet'"<
Q k.:S:~, 1994, c, 5>5
5 Sing ltie~ regulations sand ap~~t~avflts in relati.~n icy C:(Pf :exist ita certain r~Clker p~•nuinie~; but are tzol r.~lev~in: tc~ [11 ~; ciaiin;

a~ ri,S.i c~nttuctcd bus:t~~ss primarily z Untiit~a.
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witki tr~vcive of the n~c~l bars ~a1.' tl~c C;~a~ricl ~~t~ Securities Az~~aiziistrat~irs ~"G~iA"~. '1 he ~.pprn~al

()t~df;r in~pc~ses tci`ms a xe cc~~lci tian:~ can C'l:I'k, w1~i~:h prQvxde ~l~ac Clpr's pur~~~s~% is to protect

~;ustot~~~~-s 1'i:~~ai losses suffcrec~ if' ti ~;ir ~r<>~~crt:y i~ unavailable clue to f1i~ insc~tvency t~C an I1i~t~G

nxemb~t':~ Tlie tet~rt~s anct pond tic»Zs also require ~IPF to rt~aint~in c ove~•a~e policies to provi~ic fair

ai~cl a~icyuat4 ct~~~:a'4ige c r sucia iass~s and to ~rovicic ~~t i~ an~i r~asoti~tble policies for• ~sse~sin~.

cl4li~r ,. rinel tc~~- nn ntcrn~l review process that ~~llows fur r~ct~~nsi~i~ratioz~ of c~air~~s that l~av~ a~ut

~iecr~ accc~~t~d fc~z• payinci~t by GIP~'~' ~'l~c A}~~rea~ Co~~imitte~;, wds cieatect :a pravlcic for that

iuic~~~~:a~ teviGry ~~~c~cess.

C71'F Cover-age Policy

5. In fiartherancc ~f ~IP~"s 7nan~atc, its ~3c~~rtl off' Uir4ctc~rs etiactcd-a Covcr~~~ :Policy which

.has la~en ~~vicwcc~ and ai~~z~dcd fi~an~ irKac tc~ ti~~c;: At tt~e ~-i~te ~f FL~i's nsn~vcn~;y> t~~e ~'avera

Policy c~~tt~d Sept~n~~~r 3C1, ?f~10 was xx ~'c~r~~:

6. 'I'lac ;~a~ient part cins oftlte ~IPF C'ove~°a~~ Pc ~ cy ~ru reprrctu~ed blow;

C~~vet-~i~e

C;I:I~~' ~ovc~•~ cu5t~rncrs of Members wl~o have sufi`~recf or inay suffer ~siancial I.~ss

solely as a :result of tl~c~ it~solve~lcy of ~ M~n~bcr. SLIC}l ~;US~ ITili41; ~lt~ 111 ~~S~7~C1 O~ it

~l~t z~~ ~'or ilxc fai.}:ut~c of t1~.c M~tn.~c~~ tc, teturtl ~~r ~~et~ tz~t f'or sc~~~r.it es, cash bal~n~es,
co~~~n~c~clitic s, fuiur~s coalt~aets, segr~~atcc~ .insut•ance funds or utlzer ~ar~aperty

zecc vei; ~~:c~u rid br tlelc~ by, or ir1 the ct~7itrc~l cal', tl~~; M~i~~iber for t~l~ cu~C~~ncr,

iz?cludin~ ~z~«F~crty ti~~lrcw~fulty cat~verted. Tle ~ivarc~ ~f ~i•~~:tors ~~' CII'F n~~y

exercise ids discretxoz~ its res{3ec;l oC det~.~•ialiii~ti~ the. c~~stort~ers cli; ahl~; fc~r ~rc~tc~~ti~ 1

anr~ the fi~ai~ci~~(T~ss su~fereci.

L'~lcy

'BIZ s Po~iey has t een aclUpie~1 by t1i~; ~3oaxtt of D rcctnrs to c~Gscribe the basis ~rri

which it i~nt~zid~ to cxcreisc it; ~iiscret nn in K~utl~t~rizing GI`P.F tU. n7ak4 p~i~nxents to

c~rsC~~n~e;rs ~f i~ls+~lvent C`.IP1~ NCc~~~l~~;~~~. The Dire~clurs' cl:scxetir~z~ ttiay be ext~reis~

1'irr~~ t•~ph [ref i}ie'k~t'i~~~ anal c~nc~itioits st~rt~s as fott~~us:
"I'he CIPF' ~~e~vidcs .pro. tecti~iz vn a ~l se;retiuna •y basis. fey prescribed limits cc~ cl ~ ibic: custc~nxers (~;ustnr~ters) of

Pa~~tic>i~3atin~ SItC) Mc~nb~r F xrrls suffCrirt~' It~sses if (ustatner ~ropertycn~nnrisiry~ securities, cash ~i3t1 Ertl ~i'

~roi~erty 1~el~i Uy such a'Vl~tt~bcr ~'iixt~s is unavflil~Ulc as--~ result U ~ tt« insolvency of the N1oa~7ber• 1~irm ~n~ , in

conaYceti~rn with such. i ovcx•a~;c, will ~n~;age i~~ risk y»an~gcta~ent activif ~s to m rixmize the lik~l hUcrct of such:

C'~xart~~~lts ~(a) at~cl (~s).
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i~ a ~axaz~nc;i• tlS~t is: c~onsi:teltt with thG right axed c~te;nt to which a person ~~~y be
c~~titleci t~ cla tai fig~iins~ t1i~ custuixter _pool fund ~f ~ Nfc~~~bct• ~znde;~• the Bankru~~tcy
anti I~:asc~lvcrncy Apt (Cat~acta~, ~ubj~~t to .other ie~triet atis iii this Pa~icy acid the soli:
ctisc~•~~~on of the I?ic•cctors t~ det4rn7 n.c; ~~rc~tccti~t~ by L"II~~. CII'~" and the ~7iz•~cfic~~~:~
reserve the right try authcariz~ or ~vi~l hc~I~l payY~ncn~ i~~ a ~na~y~~;t of°iac:i• zl~an ~s
~arc~crit~ecl »this Policy.

In tl~~ c4rse +~f any qucstioii or rlisputc as to fh~ eli~;hility c7t`~ customer, the ~naiici~il
Ions ncu~•re'cl by a ctit3tnat er foi~ the piaiposes of ,paynleu. ~ ~iy CiP:~; ~iid tl~e ~x~ahi~ii~.ini
~~n~u~rnts tc~ be p~ciz~ tt~ ~L c,:ust~rile;x', the atYl~rpretati~n, of this Policy 1~y il~c l~aar,~l tai.'
I)ircctr~.rs shalt ~~c final ~z~c~ ct)n~]'its~e.

'1: T}te• Cov4r~ge Policy also provide tr~r lin7 t~tior~,~ in `tern-~s ref coverage; two of these;

~1~11Jt€~X10X15 ~t'~ lill~()C~t1tlti 115 11115 CDTl[4Xt:

i) Lases w ~ clY clo ~~ut result franc the :in~alveztcy ~f: a Ivlen~~er, such as„ custc~tners>
~c~ss~s th~i t-csulk :fr~~an i~laajigizl~ maz~k~i val~i~s of secu~~ities, u~7suttable ii~vcstnic~ts
c~t~ fil~c dc'ault c~#' an 5suet" Q~SCGk1CIlICfi~....:...

i.v~ seclYrities tar segr~~;~i~rec~ fuX~~s' that ire not held ~ y ~ Mcrnb~t` ~x iecarded in -
custc>.mer's rzcc;c~~int: ~s ~Sen~. lelil by a IIZc~~ribur,

~. ~n sttmtna~y, fa a claim tc~ be deen~ec~ eligible uncicr iiie C'a~~~:rage policy, lli~ 1«11c~witi~;

recjuirers~~azts ~~ust ~s~ sats~~c~;:

• Tkt~ +LI'stllY~<ltl~ iT1L1,~~ Il~cIYE~' YleG21 c'1 CIIS~Ut11~1~ of a~~ nsolve~~t: CIPF Mcrrit~cr

T'.l~c i4s~-must Ii~~e b~etx ca~Tscd by tine ia.~~r~lve:t7.cy of thy; C.[1':F' N~~n~bcr; and.

~ T13.~; It s:5 cntt~t have; be:~n due. to the fa:i:lure 1~~ l~~rv~ pr~pe~ty l~elcl in ttie cu~l~mer'
a;c.o~,»:jt rat the t~;~t~ of izisc~Ive~l~ y ~~:turix~d tc~ il~e ~:us.~c~z~er, ncluciit~~; pto~aerty
unlawfilly cot~vertcct.

~:ht:~nolv~~T of:~:veuts ~t~le~vz~nt t+~ tl~e ~~~p~l~:~nt's C~ainy

(i~ 1~7c ~~11c1Carat's 1n~>esfinertxx cx~~!`~lc~am

9: The Appellant, urla~ is tlow 74 yc~~rs t~.f age, t4stificd that dais izxv~st Brats tl~raugh FS~51

rc~r~~e~~tc;~i ~zic~sl..c~f' kti~ liic 4av .i~gs. The c~l~i zxk i:~ :fen• ~35(},C)()0 from ttze ~'ui~ 1, arising; ~'r~i~~ ~ii5

ins=estmcnts in two secs ritics, .namely: 1.5~~,0~(3 T' rst T Bas d~ CtJea~th IVI~na~;ezne~7t ~.u~ t~ ("1~LW11~1

Units"), ~aur~has~ci for $1~~3x~0{~ on J~~~e 23 2 11; a~xd ~(~0,00~} .~le~ ̀ E~`ttn~ Llas~ .~ S~rie~ f°l
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De:~i~;natinn 2011- units ("Flex Tunrl L1t~its"}> ~jurrh~s~c! for $2t~0,Q(10 ot1: ~cptc~~bcr 2~ '~Ul 1, Of

leis ~3~0,~(~0, tI1c.Ap}~~ell~tnt has rec;c~vere~l a total of ~77,9fl0.~C~ (~9,9~~~8Ci in ~elalic~i~ t~ the FL'4~V~vl`

U1~~s ~~7c~ :~+5'7,~ti3.l81nr tl~~ ~le~ Fund Ylnits), fi~r~~ tlae; in~calve;nt~y 7'rusee, resuYtin~ in a net ctaizr

u ~272,09~, I4. At the elate of FI_,~t:"s insc~lvcnc~ (February 2~i, 2t~12), the ~pp~ll~nt held the

1.5(l,tl{~U F:LWM C:t~~its ixi certificate form. Tl~c~ ~OQ,~OtI Plea Fund l:Jnits vv~re xs;~~~~clecJ in an F'L,SJ

acc~~~ ~t b~la:ngin~ to the t~p~~tl~Yit.

~z 1 I~ir~.s~ Lc~crs~fcle Grou,~ at~r~ the Q~C"s Inv~~stf~~ rr~n

lt). ~'L~~ wits the investn~~rit dealer thro~~gll wh.i~li over 12~t~ c+astonlers made investments in

various affil Merl cnnx~a~~ics, trusts end l n~.iteci ~a~•~uerships (cnlleci vely t1~e "First. I..caside

Cro~xp"}. FLSI was subject tci t~e~~~l~t ~ i~ try tale 0~ltario Securities Cnxntn ssion end ivas a ix~~ml~ei-

of iIT~~3C. In tutial, FI~SI sali~itcd a~prox.iinatcly $37fl ~ni(1~~1 Erut~~ i~lvestors, Of this ~ot~l, only

$8(i it~lIian tva~ ~YvesCed in ~narlcctalitc sccl~riti:es. The l~al~ncc; ~~$4 nlillic~iz, was. ~nvesl~~l in.

sceur~~ties vftl3c Fx~t Lc~sidc Ga'c~u~.

1:I , T~7 tlic fall r~l' 20 9; the C)~C (~c?~nY~ inv~~t ~atin~; ~'LST, Apprax m~~.ely Qne year 11tei~. in

Nov~~i~ber, 2010, tl~e CSC: sc~u~ l~:t thiz•ci'~a~rty ~~~,rk~t val~il u~~s of the i~ezl prnpezty ltelti by 1t~~niCed::

~az~tn~;rsl~ip~ ~wxi~~ ley the Fast Lc~~Side Cirnu~~, `JaL~~atit~n rc~orts ~!~re r~c~ived by xhc 'First

Lets E e Group irY J~.i~uaiy 201 I, In the folla~in~; rn~~~th, due fo ctiticera~s ~ri5in~; ~rc~tn the valu~t otl

rc~7o~'ts, t1~c (7SC za~~~ed F' ~~st i.~asidc tc~ i•e~~t:t1 an iz~ct~~cncfent ~,~;cnut~tin~ firm with ~~~~ertise in

►•es .rue-tur'rn~ auci rxs~IveX~:cy to conduct a study sit ~' rs~ Lcs~~id~: C1~e~~i~'s viat~il ty. :l:i~ve~turs were

~~ot t~tc~ tl~~it t1~~ ~`~•st Le~~~i~le U~•oup~ 711C1UK~113~ F'L~~.a was ur~c~er ia~vesti~atio~~ by the C7SG.:

12. ~'I.,Sr ~c~x~tixxucd to collect ~nt~:~.ley ~'rora~ nvc;stU~•~ ~iu~• :~a~ tk~i.w ~eri~~i.

(zl~ Ct~crnt Tl~~rrz:tr~7r. l{~tuie►v ~radllcpvr^Z

13. Tri iV[ax•~~~ 2t~ 1 ~ ~ ~CIC~111 T17()#71,~C?i1 ~.1Tt11$~(,I ~°`Gxarzt 1'liornto~") was ~~~tain~cl oi~ l eliatf ~f' the

:k~ixst L~<tsacl~ Cirz~up to review,, r~~~z~t ail, .and n~alcc t~~c~in~ncn iat ox~s in ~•~l:atii>n 'tc~ tlae ~x~;~t

Iseas do ~rc►u~'s busincs~, asset;, afE~i rs at1~I o~c~ra~ cans. `I'l~i~ review ryas con~~leteel ~n ~ri~ust

2t)1 l . [nve~f<7r;; wore nc3t ni'c~rn7e~i t~a~ Cii~ant 'l horiyt~r~ vvas e~tacit~cti~a~ t1~ts ik~~cpendent rcvie~v.
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~4. T1.3~ Ap~el~ant ~dc 11. ~.r~G nvsC~li~nt un luiie 23, 2`il1.l v~rlile ~irant Tl~~~t~7t«i~ w~Ys.

ccsn~uctin~; its r~~ir w, '1`h~ Appcllan.t nstz~uctcd FLS~ to execute tl~~. ~~u:rchas~ ~f 150,0(}0 ~LWIV[.

units nt ~ I ,00 per unit us%n~ funds in lirs cas~:i ac~:c~urit; `While ~~i~ Appall ~tii: executed a subser pt an

~~grccincnt c~.i ~1~e ~amc day i:ia w:l~ict~ he ~~crresGztic i that t7~ lt~tel t'~c~iveci: ate c~ffcritt~; :memorat~d~atx~:

itz .relation fra thy: r.~ l~;vai~t sec~Li~ ties, the Appella~~t ~~ve ev ciencc that h~ ot1ly r~c~iv~d the s~fferin

n~ciaa~~•~~acluza~ a i°er lac irY~est~cl li s ~l 50,gQ0. I~: was his ~v eletace tlx~t lie clid ri~~t ~rndc.r~t~i~d-~t llxe

tifne-that the b~3si;~.;ess c~i' l ie .fuix~ i~acluded i:nve~tii~b in a.n~1 acivativit3g 1aa~ts icy other . trst L,casicie

Cap°~rtit~ unlit e~, ai~el :hat he was. unaware t}~~~ the offering's ~racec~~ would h~ use~1 to invest in

"pr~js:Gts of n~cn~bcrs of tk~e First I~,Gastde Group„ a~ad ~l~<rt selli~~~ c;c~~nmi.ssic~ns :arid fees could be

u~ t~ ~7~~;n~D,

1:5. Tl~~ A~~p~ll~ zt ~av~ ~~r elciice: ~l~at one o~ the teaso~~s hc: invested l rc~u~la ~~.Sl: was bemuse

11e bel~vecl tl~~t his i~lvestrneilts «rcrc pr~tectiecl by tlic CIAF': In st~P~ort of t~~:, h4 tesli~~;d that iti,

was ar~p~~esec7led tea liini 6y :F~.SI :h~tt iiiv~st ng with ~'I.SI tivoulcl' lie "safer' t~'t~ll IIIV~S~Iil~; ltl ~ ~)a17~C,"

Air ~'L~~M: pro~~aotian~l 'l~rochurc igclud~d referGn~c ttr imen~bc~rst~~~ in t~~il~ T1[tC7~~ ~tid CI~'F' 9

Mcniib~rsht~ itt bath was t~efi:.rrecl to rn tltc A{~~el~a~xt's 4ccct~utit staterne~lts.:1d

1~: Tllc Appellant also r~ferrc;d to tltc 't~~i-~;i~1~ 17tc~cl~ure ~~~~r~a~-t>t~' ~iy~ G1P~' itself, which is

re;s~u. reci to be gie1cn to c~cl~ client of`a ~!(enlbcr, i~'rec~ue~t~c~. Tl~~ 1~t°c~~J~ur~ ~tt~~~ tautli~a~ li~r►ik~Ytic~ns

x '1'~c t~'~nfitleiat~al C)i'i'et•ing Ibietizorandulai f•u~ardang the ~'LV~/M: Units Pef'ex~reil.ta these iss{ies tit pp. 8,1G end 22.

`~ Tlar br~►elturc states 3n part;
Gtict~is afs~ n~e~ fo ~e assurexl ~:1ia# flreir lnve4teti ~vealtli is sec~~re: ~s a s~»alier f~~'11i~ }M8 1'C'CO~+ti~7,~:~Ilil~

our k~us~iness ~nncle! Mnust ~dtlr~cs tli.e perceptitrt~ ~~n~►ng snrne retail. inve:~tq~~s that l~jt~~cr Brit s ~~rc~v cle
grcazer ~~rt~tucti~oir of:eiicnt assets th~tr si~~afler f rti~~,

loo • this reasnri, in 2f}~a, [FI~SI] bcua~7~e a tn~ii her ai'the J~~ve~ti lent Dcalcrs Assncr~tiui~ of C a~~~da (1l~A}

rtaw the Tnvcstmet~t Industry Refit latnry f)t•~fini~ution ~~ x~i»c~.t (1[ROC~. 111i0~ r~~~mb~rshi~ ct ~bles

il~c: firm ic~ .~~art cipnl~ ire t1~c +Gut~~diait Investor Prutec#ion ~'►c.~~d (GXP['} set ti}~ key the.investrtr~nt indu~ls•y Eli
ens~~re (.hc retitirn ot'eustouiers' sc:eLirit cs, cash batartces and certain otliei' propci~ty tuithin d~f~ncti limits if an

inves[n~c;nt d~~l~r is nc~t ahl~ co cto so l~ecause't is bai~kru~jt.

~'IP.F' is tiro ~;rcat (arok.e~a~~ ~rr~~ e~~aal' zer, ~~~~a11er #i~7ns becatnef in ►,sense, mare se~~tre than 1Hrber ~r~ea,
k~ccause the ti~nkru~~ccy n#'a smaller arm has less potential to eic{ dust the fund-bc:k~urc a~i o1'the firt~i's clients

receive ttie ~i~~ximiu ~ allowable ~;over~t~e fc7r tlit;ir [ictoiint5. H;i~w~us~; rclat vri.ly i'cw h~tikrtt~~E~ ~s have

~ac>ctr~•rct1 an~t~n~ n~4~nbca~ itiv~:stmc:nt c~t~~l~rs ~;ivc~z their aclhe~~~nce to exnctia~ C.IP~` rind [1~AftJ1ZC3C

corn~l agce standards. (erta~~lj~sis aclrlecl}

~ r, tflttJC' Mule 29.14 ~ar~scr ices that the Cll'1~ otticial sy»~bcal t}iust be elisjylaycci on ~:h~: f~~ant o#'.each conf`rn~atiori anel

accaucxc statc~~~ent pct t t~ a c~istamet Any tivr'rticn, visual ar x~irl n advertising; ire~st lnclu~lc the }vUrds '`M~ii7lac;r ~C1~F';,

~~tr~ ac €he ~ptan c~f'the tvlen7be•; the C`I}'F ~f#ici~jl sytnl~~L
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c~~a crver~be. ~ic~w~vr~r, tl~e A~pella~lt ~'~cus~' n~1 tlic faltowiz~g std~~~nc~t tiv}3icla ap~c~ars oai c~itc cif'

the ~ol~ls. "VVi~h tlx~ C~rza:cli7n invcstc~r Prntectiott Ft~z~d, you're prc t~cted zf yoza ~ ~r~vcstz~rez~t d~al~r

becc~~nes i~~sol~eilt".

I'7: Gr~x~t "~'1xr~ri~ton ~in~ited detiv~;i•ec1 rE~ re~~~•t (t~» "~ratit "i'l~~rnti~n I~~~~art"~ to t12~ ~"irs

T~ea~r~e ~rt~u~ ion :~u~ust 19, 2411. ~17.~rtly thc~•eafitier, t1~e rcpt ~t tivas c~el~v~;red to ~I1e OS~' ax~rt.

IIIZC~C. '7`l~t~ Gra~C Tl~orntt~n R~~art ~~~ctuel~:d that fihe Mist L~;~ts cic: ~~~'i~t~p's uturc viability was:

cantxz~~;cnt c~z~ its ~abilit~~ tca rai~c new capital, ai d that if t1i~ ~' rs~ I:c asicl~: Grr~up w~r~ restricted from

~c~i~a~ ;~c~, ̀ <[I~t wpul.cl 1ikcly 1~~ ttr:ablc to cc~x~tii.~uc it~5 ~,~crat~i~s in. fi~c orelna~y cvuj~sc, as it ~vbt~id'

I~avc nsuf'ti~ ci~t r~v~nu~ .:..}" Morcovci~, base on ~n asset valuat ~sn using tl~~ highcsf third party

v~tlu~t~ozi iigi~rc~-~u~ilable, "tlx~~°e (v~rasj a sig~~itican.t equity cic~cit."'

tR: Dcspitc the Grant 'I'l~arn#on i2eport's i1~litlgs, ~'Z5I dial ~ pit d ~clase t(~e cont~t~ts ~C tlx :

re,pt~xt a~~cl ~c~utinkier~ tc7 rare ►nt~a~cy f ~ora~ nvcstQzs. 11~a~rc~~i~-natcly $18.9 niilii~ti was .raiseel

b~;tw~~~a ~.~7~ ~tst ~'?, 2U.l l and C)~tot~z• ~~, ?OI 1,, incl~rrt gag a second invcstn~~izt made E~y the

A~Pcllai~t in 2Qf7,Ut){) Fle<x. F`unc~ ~Ja~its at ~ l ~~~' ~)GI' Lltlit Itl ~]l5 RC~IStC~'C{~ RC~IJ'G1T1~11t TISCOI7l~ ~1i11C

c~z~ S~;~tember 2f~; :2011. T'l~e; Appeli~tit ~8ic1 7~ot re~ci tla~ pert of the offeriii~, tnen~o~~ndun~ tk~~ t..

r~fert°e i tai tl c l~usi cis of'tI» ~le~. Fund, lvhzcl~ included i~ves~in~ in end ~clva~~uin~ l.~a~s to ptl~er

First t;casic~c Group ~nti~ es.

{ivy ~cti~~n fey the Pei>tilatn:r-~.

I9: IIRtJ~ c~esi~r~~~teci FLSI in ~isc;r~tic~r~~ ~;aa-]y w~ri~zrt~; stati~~ ~~n C7ets~l~ex 2~, 201' 1. ~~~~on~.

otl~c~.ir fit~in~s, this ~ctic~n : rolX bind VLSI fec~ni r~c3ricin~ the firn~ys ca~~it~l, t~~~icnYtag n~;ur ~ 1ic~.0

accocittis or tttakin.~ ; paytz~ezzks Ica its ~i a~t;ctor~: car Gtf.~:t~~tes. T~ixst i c;~ ~i:~e C~rou~ ~~;t~;~;.t~ to a era

tr~~d~ c~rdcr by ~lic t~~~`, which: way i7ai~lcnicnt~ i nn CJ~t.~ber ~l, ~t~11,.

f~~,~ 11~~1ice to ~r~~~~slcars

2t~, C3~~ T~c~veznl?e~~ 7, ~0 71 ~ the ~`iist. L~a~~~ Cfruup wi~ci~~ a l~tl~r Lo nl1 i~~vc;st~rs at tlxe .r~c~uek

a:Ftltc QS~ a~xd C1KOC". ̀ :I'l~is I~tiea• cii;~l~;;eci .hat tt~c; f'zrst. L.ea:;ic~e (:i~s>k►~a vaas G~n~ inv~~ti~;~tite~~ !~y

rc~;~~I~~:cary a~fl~orit es aid' that there w~t~ lin~i~~ d, i~` ~t~y~, e,c3uity an its xe:~i~ cstatt~ i~~vc:stmea~t~. Tic
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1~t1,c;t .~l~t~ ini'c~rmc~ the ~ivc;st~>rs of tl~c (~t~a~tt Tlt{~~~akc~.t~ Rc~sc~it's cUnciusi~rn: that tl~c "ttiture

viii~il ty of (:First. LeasideJ Ci:rc~u~~ is ci~.z~li~►~;ci~t can tl~~ir ~~f~ili. y tc~ r~isu ~~ew c~t~~ ;t~rl" aa7.d ~la~t ~7Sfi;

eta#~'.~~~~d ~dvise~i tt7e First i~easi is group that'"i~ is nod a~prot~riate to use naos~c;y rai~~d from new

investors tc~ fc~nc~ tic c~~'c~•atin~ 1c~ss~s, ~•e~rab.litati`~~x: ccs:;ts and. cii~trib~.tt~~s off' ~x~st:~~g limited

p~rtizex•sl~~,"

(y~~ I'~r,~~ I~asd~ Gr~a7rp Se~I~s CC~`~A 1'rvt~ctiur~

2l , Un February 24, 2~ I2, tl~u k~ first Leas de Group sn~i~ht p~•c~teit air utzder tt~~ Cr~rrzp~anies'

C.'Y~cJtr~r.~ Arrarz~Pn~errt r1rt.~' What c~asii~ti was x1Qt a tec~r~~z~i~~titin, but a l qui~~tic~n s~f vcry

li~~~ite~ ~sseCs. TlZrougl~. tl~~ ~esulk.it~~; ~~.roce;ecl ii~;s anti t17e ~t bs~t~~~.~r~t rt,eei~~rsl~ip, FI~S~ a~v~stc~rs'

recci~ed ~: tote of sun~cwl~crc in il?e range cif $12';~55,(~11.32 tc~ ~fil~ '164,'77f~.31, [1l~i~nately,

invest~a~s t•eceivc~l ate av~~a~;c: of ~.c~~s il~~ta 7 c~z~ts «t.a lt~~ cio(la~• P~:r tlzcir ~7ve steel tt~~c~~;

~2'. The _~1pp~11ant also }aruv cl~cl in rrtt~~at atx tc~ the ~'~rrel .~bc~tit t~~lier ~ro~ ~edin~;s (~efor~ the

C)~C; 4Y:rjd .I.IJ~:t~t~ f'~ll~,wi~i~ tl~e insolvency ~f ~~~T. Refer~t~cc~ ~~~~ ta~~cle to the alle~;ati~ns cif SC~t~`#"

i~l' the ~~C; rl~itccl ~ ura~ 2012. T`l e alit atic~i7s ~tatc~ tll~t tyre p~•inc psis ~i" ~'LS.[ h~.d di~~ ctecl ~ idles

~ffiort 4~1~cr S~~viug rcccivcc~ tlYc Grant Tl~orr~tott RcI7~~~t in Ar~g~Yst ~ 9, 2~~ 1 arld thai these ~ctic~i~s

resu~t~~i its taisi~ig ~ furtl»r ;S~ 8,~~ ntitl c~~~, ~`~ ~S"he al.le~~ti~~t~s t lsc~ state that the fact. lliat C rant

'Tl~.~r.~1t~n was icvxewilig ~'.L~I, the ~xistet~ce ofit11~ t rant T~ grntcan T~~}~r~rtx ar►ci the Crr~t~t Tl~~~•iitr~n
R.~}~r~~•t were i~cts uvcstnrs shot lei llavc k~~s~w~ .~;, F dally t'li~ OaC staff allt~~;e~i: that tl c pr aa.~ ~aals

cif ~T,ST h~►d ei~~a~~ l nr ~~rtici~.7aCe~l ire ~~:ts, pr~etic~ or co~~duct ~vt ch Macy l~n~w ox t~u~lst to h~v

k~+av~z~ w~r~al~l pe~r~ctrat~ d. fra~ttl c>n the: iravestors,'`~ Tt was during thi,~ period that the Ap}7~Itant

~aza~e liis i~iv~s~inci~ts iii ~'L,SI.

''' R.Q.C. J 9~5. e. ~:-:~G
~` tJ~(~ St~tteme►~t t~f' Alle~;a~i~tas at rs~ra 26r ~t Cc~rr~pr~ncizurn c~t't}7u tl~~~~ell~nts'I'a~i:$`
'~ lbl:, j~t~Ya:.S.
~~ lhic~., pd:r~: fi
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~ 3; (~t~ 16 C)c~te bc~r ~O I3, a panel cat ilRi~~ f~7~in~ (in tla~ at7s~ nce ufi the pri~icipals wl~a elapse.

nod t~ ~artic ~~~ttc) tlxat tlz~y ~.~cl "~bu:~cc1 E~~.~ trust ~~lstuec~ in. them by their ~Iaents tl~ost ~f c~vt~c~xn

w~r~ v~.~lia.~ial~lc cl~l~;i•ly ~4~~}~le;" ~s

~irii~~ Thy ~~a,~etl+~nt's ~~7r7li~atznn far ~~amperascrtivn

?4; Tie Appe'llant's first p~7rclla~e vas nl~ar e ~t'ter thy: ~)~`f~' (~~c~ ~r~;ed l~~ Pars Lc~sidc C_iro~ip fc

retaif~ an inc~c~cnc ~,i~t accnurt~tirl~ firm v~tslll ex~c~iise i~~ resti`uctux t~~ ar~~i iiasolvcncy o coi7riucE a

viability st~icty ~f tl~e I~ i~.st Lcasicl iii°coup, ~ b ~-1 s se~o~ ci purchase c~ccurzed after fl~~ Grant T~.c~rntc}n

Re~ba`~ add l~c~~~~ rcc~iv~~i b~ T'LSI, (~uf h~c~ not yet buex~ di~clasccl.

'?S, Ti~~ Ap~ellai~t ~p 1i~d to C'I~'~ on August 3, 2013 for cc~~n~~.xis~tit~~~ 1.'or his lasses i~~

~~~vestt-n~;nts:.rx~a+~e thrat~~h EL I. ~3y later tlat~d D~~ei~l~e 30, ~O13:, ~t~e A~p~llai~.t ~utits ~~viset

liaat E<[P~` S'tat"f wc~~e; un~k~~~ t~ recr~tninenci paytnc C cif ix ~ china, Tlac rcicua at dart c~~ the lettex

~-c>4iris ~5 1'allaws:

i~cgardin~; yc~~~r clam fir unl~iw~i~l ~t~trver~ c~~, it elms not ~tp~~car tc~ 1~s that atzy
~xn~er•cy k~cl.d icy F~..SI fcr~- y~~:i wa:; cc~s~~e~•t~d Sri- Uti~~;rwise n~ sappz~priat~el. Iii
~c#clit air, as a basis fog• explain ~~~ yotrx cl~i~~, you slatcc~:

`•Based ota t7~c CIPF policy az~ci t~~e explicit ~~,ytrrai~c u 13y F rsi Le~sid
that c~u~• lire s~~~r~~g~ ~~uaLilt( b~ s~cui•~ ~z1c~ ~ovcr~t~ in airy ~v~i t cif
FLaI's f.'~ilcixc CIP~ wc,uld p~:y u}~ tc~ '~ 3 ,t)t)(~ UQ(l }~ez~ account chid we
~'c,~t safe ~nc~ugh tc~ tc►ri~ c ur i~t~z~cy over ~'ir~t Leas cie. tie str~n~ly
i~~e~: ~IP;T" .is ~c~~~.ri1`~~; ot~r la~s~~."

Wlii c ya~r 1 ~~vc; got pray tied cviciez~c~ of the tr~~th ~f al.( ~ifi t~~e a~scrtiUzls i~ su~~~c~rt
c~~' yc~irr cla~zri, Ic~sses cnuse:~ try ~ie~tler n~iscafr~iact, cc~rs~pI ancc :tailu~•cs or brc~cl.~c:
cif.' securities r~~;~rlalc~.ry ~~ec~~~~r~r~re;nts ~ res~~~ct of tJie di~tributi~ii of ~c;c~~ri~i~s arc
~.Zcrt crs~ercc-~ ~y ~:I.PF> T'he recut• ti~4 ll~at ~c~u ~urchas~d vt~~re st~Y~ject tea tie.
clis~ lc~sut•~ t~f ash off'cr ng tnei~ oranelu~n yr a~l~er r~~'~crii~~ c~c>ctKn~entatio~~ vw~xicl~
an~c~n~ other thi~~s, ciiscic~se~ #lie risks rele~a it tai tl~c puzcIzasc ~i~d lac : nvestt~~att.
These invcstz~eXTts, Iikc any .secu~•itaes, wc.r•c scibj~ct to n~tirket forces end:;
unfortunat~~y, yt~ur loss ap cars t~ h~~Fe I~cen a toss catise~ l y a cl~~i age in thu
n~arkei v~itue of your inyestnic li ~ncl i~ot ~ 1a~s resz~itin ti'o~r►: t~~ .ns~l.~~enc;y t F
~^ I.S~,

ì  k't~i(l ~s, R~ X413 ltRtJ~ 52 ~t para, (i"7,.
an flS~; St~~4cxttnt c+C,41le~~cints at ~~ai'a. 20 ~t C>~»Z~~iit~i~tm cif ttie Ap~SeIJ<~nis 7'~b
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2C. T~.a aced ti~~~, t~~e ~~tt~r incl catec~ tli~t tl~c ~kppctlac~x's ~~vcstr~xc.a~t i~~ ire Flex ~`und Units way

~~rc~~~ctly j•~cc~rdec-1 in F'L~[:'s l~o~al~s ate ~ t~cc~ae~Is 'at thy; ~41tie. t~f instsJven~y ~a~tllou~h siab~ec~uci~►tly

ransfe~re~! ~:t~ ~~x ~ccr~unt in t~~.e Ap~acl~ant'~ n~n~e at ~ti~athcr ItRC?C Ueal~r Meinbcr) a~cl tla~C tl~

`FT..Wi1~I Units v~e~~e riot l~cl. ~ ley, < r in t:I~~ ccri~t:rs~I caI EL I.

An~lys.s

27, 'Ctris ~,~pe~l t::~quil~s tiI~c ~1~~~cal: Can~ca~tt~~; tc~ d~:te~-n~Yixe 1~e ~rpper intcrpxct~ton a~ tllc

~;r~vera~e Policy ~:~ it existed on the dais cif ~'LSlis nsc~'lver~cv. ~n ~en~ral terms, tli~ Appetl:d~lt'

~~c>sition is al ai tlx~:~c~Iicy is l~rc~ad enc~u~I~, cifi~er tl~rc~ ~.gh tl v i~7terpxctaEic~ra of, t ie p~,ira~e "properly

u~~la~v~ully ct~.i~ve~~:ed" ~r i:l~rc~ug~ t1~c ~~e~~reiice i~~ tl~e C~c~v~ragc Policy to L`c~i~cret ~n'" tip c~~~omp~~ss

~~ clr~ i~~ tc~r c:s:~es ~uJ:terer.~ as a. 4sult o ̀~'rauc~, zr~~~erial 1xnz~-disclo~ur~ anti/~r zx~ s~'cprc~e~~tatit~~ls ~iy

VLSI. l~or ids part, CI1'~" ~taft takes tl3e position that suc12 azt i.Yllerpr~ta~ic~~~ i~; ticunsisier~t riot only

with t1~e wnreling ~f the p~l:icy ta~~t ~lsv with xl c pur~~~c~ ~}f ~TP~,.

2~;. Its a~ciressin~ tic ~~~~umGntS cjfthe dart ~s, vue are gtl deci'by tl~c :approach to i~7terpi~~tation

t~utli:rled iii tt~~ d~:r,. Sian c~1.` tilz~ Supr~~rie Cc~ttt~t of ~C;at~~ttta in ~'crtt~~u C`rrl~itcs~ C'r~r[1, a~: ~~'estn» .t~~ly

C.,'~riaz, ~ ~ In tint ea4e , tt~e ~'«r:rrt :~t~ilcrl th~al in d~tcrr~lint

``t(~c ii~te:nt ~~f tlac parties ~nr~ t:f~~ scope oi'their u~iclerstat~dirk~ ,.. a de~i~i~.n-mak~1- n~ust:re~ci
the cc~~~trac a~ a °whale, ;~ivin~* tie wfzrds their oxdz~~ry and ~~ainmztieal meaning,
cc~l~siste~~t ~~vitlz lh~ surz~oui~di~lg circum~taticcs known #a the parties ai tl c~ time cif ilae:
f~zn~~tio~~ ~~'f`thc ~~>}tract.:" .,.s,., "7'he key principle e►fconti~actuat r~tcrp~•ctat a~ .~, is ~laat
the w~r~~ds rsf one ~ rovisic~n i~~ust nc~t lie, read an isol~t c~~3 but shc~utd be cnr~si~ler~d in
~~~~r~nany with ~t1e rest o~'the c~ant~a~t arx~i in light ~f ~G~ pu~'p~s~s anti c~txizncru~at conic xi."i

2 , We 1~~~i~~a l~~ ~'c~cus tag oat tt~c i~~cG~iain~ ~~t(~e p~ara~~ " ~ra~7erty u~Yl~wfutly converted" azztl the

x7~eax►i ~~ o~"t}~~ vvc~rc~ ̀ °dzs~retiQ~~ 4b ~s tlicy exist iii t1~e C".~ver~gc Policy a~ic~ tlacn consici~z tly~ larg~z

c~i~~~nerci~~" ~€~nt~xt anc-i : t ~~rt cular tlae £i~nkr~~pt~.~ a~1d Ii~s~h~cncy Act.~rncl tlie; policy oC SIPA,.

~~,~r ct~t~~~t~;r~~rt iii thL lJzi t~cl st~~C~~.

~'~ G'~o~fi~ey L.. d~lr~o~•e R~ztlty lrrv. v. Mc~}alc~U~~ A~'r~dr~~~ I,err~tre ("c,c~.13, C~tA l~l~tritribal, [2003 M.J: 1V~. 191, [2Ut~3]i ~)

W,W,R. 3#3~ ~t }~~ra, 12 (M~n. (;,l~.), citing; N~dtia~rcil:l'~tst C r: v. A~teac~. [1990 5:C:.J. No. 76, [1990] 2 S,G.R, 4la
(a.C;.C.:}, quotc:tl in Ci~;t~+f`~' R, Hull, Cunzzdrtrh C~rrtrta~tt rxllruet~~rctcrtR~ra Markl dim; LexiclVexis ~'~imtcl;~,'2(?.1~.
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{r~ "i~acCu~'i~a~~~rapc~~-t}j wrvn,~fully c~r2trert~cl":

30. TI~~ l~~~pcli~~~t ar~ueci that cc~vcr.~~e should ~e p~•ovided by ~IPF fot• t1~c lass cat ~~ s

it7vcstme~zts in FLVJ~t aY~~i .~le;x. Fuait~ TJ:nits (le:~;s tt~~ z-~cc~vurY prc~v ~ieei ley the trustee) a~ li s

`isivestnica~t raa~~ies ~tivere "pr~p4rfx ~tnl~3wfiu71y cunvcTti~t("'~ icy ~'I,SI wi~cn it ~n~~e ~h~ i~~vestment its

tlic F':I<VdM atad Fl.cx Furi.c~ LTt~its; Tlie AppeIlat is ar~:~in7~i~t i~ that t1~~ ~hrnse °`incl~tdiz ~ praperty

wrL7rigf~tily cc~n~~erl:ec~" .is ~:nabi~uous, requi~•iti~. that tl3e App~ai Cc~tnmittee ~i~ga~e r~l a twc7-stc~

~~rocess ii~v~lvin~ :~i~ tl~~ a~plie~►tro~ Qi'the gc:~icral ~~Ies t~f cnntra~ttta# infer~►t~ct~tion arise! (ii) if

thc~ac ~rIe; ire inconclusive, the ~t~~~icat a~a cr~th~ cr~r~tr~r~~rr~fer^~niur~n rule wlzi~ch provides that

wii~re a pro~ri,~ivY7 is s~if~e;~nt~y ~mbi~uat~~, iC iI] l~~ cs~nstt~uecl ~~inst tlz4 paF~ty r~sp~r~sible ~o~~

ciraftii~~ t1~e policy; In t11is re~arel, tl~~ Appellant c~jaractci•ize~ the r4laiic~ns~ip bc~twecn lYc

App~liaiat aa~el the CIP~' ~s ozxe of ~ contract of a~lhes :ray. Tl ~ overall. has ti:o~~ ~t~vancc~i was tl ~t

usi~~~ t1~is a~aprc~~cl ,the woxds ̀: licludin.~ ~xQpetty wt~ ~n~ful:l;y c~~.~lvt;rted" ~.t'c l~raas~ ~:iat~u~;h tc

c~tcom~~tss I.ossLs ~r ;;iii f'r<~~n fraud< Fnateri~il. nan-r~ s ~lt>;~tii~~: Vinci n sr~p~G~ent~~~ tttls by ~T.,~7.

31. CIPF' st~f~'responcl~d tc~ these ~r~unc~erals with a nunlbcr of observatinszs, ~"irst, it ar~;uctt that

t17~ ~ci.rc[~as~ ui' ~~ri is cal' ~J1G a1:1I1C~5 ~Iy ~~'I~ A~1~~~.~Jdtl~ V+'cl5 t1t7~ ~r cc~t~~rex~sio~1 c~F lzi~ nuestn~ent nlbni~;s;

l~tzt r~the~• nY~ ~~cll~nge ~f n~roney fir the nv~st~r~ent cerzific~tes c~h%~lt ~+er~ ~videi~c~ of his

i~r~~estnas rats. ~~c ond, ~ T'1~` Stiff ar 't:~~tC h~f. 1.h~ ~vortls `unla fuf3~ c~nucrtcd" r~r~ ~~eatYt to'

~ar~~,ri~3c ~~P ccnrcra~e, a~icl a t~etux~E~ tat fhc ~:stonier's pr~,perty; iii tli~s~ circu~nst~t~aces ~~~~~-e #lie:.

n~c~t~~es inv~~tec~ sir c>th:fir ~~r~~~rty being hciclr 'wei~i ~u1law~ully c~i~Tertcd t"rein the Cttstorner's

ac~r~ut~l c~i~l~ tl3e Iv1e~~~l~t~r. `Third, CIP~' staff cc~x~te,~~c~ed i:l~~~t i.~i~ 'C~n~is cle~~osii;eci 6y t1~~ Appellant'

with: T'L I were Welt unia fully c~rr~vcx-fed by T`I~ aI', The ~p~~ll~~~t's intexlti~a~: and dia~~ctzo~ wad

lla~~t tli~; nac~n~:y wt7cilcl 1~L tYse;cj. to ~r~rcllase ui~i.t~ t~9' ~'L~V.M ~tn~ ~'le:~c ~F ~~~ci. ~'~..5~ u~~~1 the

t~~~pellant'~ r~c~t-~c~ ;E`or tli~ puz•~~t~s~ der r~uuh cli it w~is ~,1ia~ect~ci. F xlally, COPT' ~aIF suvn~itte~ tlx~:t

'r-~~axt~~cr ~r~trjc~~c~ntur~~ (~~is ~i~ ~ppl ~dtia~~ z~ trri~ cnse: bee ~u~sc the C,~v~.ra~e T'ol.~cy oc~s trot c~ ~s~itutc

c~ontr~~t b~t~w~e~a t77~ Ap~ellnx~t and a C;1~'F et~~tan~cr:

~" t;IF'~ GUF°crc~c~ l'vlii;y, sec p€i:r~~rapt~ a ~buv
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~2; A~'te~ ear~Ei~l con:~dcz•~to~a, we ~:~~nclut~u ~ha~ tr~ucl, r~ateri~lr~~n-e[selc~~uxe a1lc~llar

;~ni~~•~~x~cseilt~tic~17, ~,s ~tll~bcc~ ix2 tl~s;~ ca~~; Zre not cavcrc;ci by thy; words "9t~clricl.in~ property

~~nl<<wfu11~ cc~nvertecl" ter cler ~II'~`~s ~ ~ver~gc ~'~Licy~ Tl~c A}~pcat ~c~~7►na :xt~c does nr~t ~~xc~ tl~e

~,ha~ase to (~e ~mbi~uous, I~ as ~lea~~ that tlac r`nictxt cif tl~e Co~crage I' tiny is tc~ return property in ll~~

Cust~n~~r':s aecc►unt tc~ tlic< ~~~to ner in ti7e cvei t of t1- e iz~~i~Iv~ncy af'thc 1~Iem1~~z°: T11e inclusion

r,C t11~ phrase simpl~v rcc~~ nizcs that ~ircunistarices n~~~y arise wllai~~ the ~us~~tnez• lips pxcivid~tf

~i~tle~tn~cz~t ~u~ic~s or rather ~~ro~aerty tee t}ic Meinl~e~- fc~~' de~~ns t t~ t1~c: ~- accvu~7t, t~~:~t thc; f ~inc~s we~~e

iic~t ~ost~:d tc~ ~lt~ C't~storri~r's aec~unt; i~~: ~ath~z~ words, ~I~e prcipcxfy li~~ l~~ ̀ `u~~tlau~fully ~oz~vcrtec'':.

3.3: In t1~c vicuf ~f~he ~~a}~ca1 ~~~~nyi~tec, it :is t;a~ is~tezlcf4~1 that tk~e phrase "ir~icticii~xgpi°t~p~erty

i.it~lavvfully cr~nvertcd" be ntcr~r~teri itz. ~ n7anner th~~t wc~Lxlc~, in c;ff~ct, crate ~ i~c~v hc~cl ~t

c~vet~a~c;, ;It;~ther, tl~~ pl~ras~ is erety rr earn tc~ ~nst~r~ iilclusivity arz tl~c ~n~t! phr~s~s o1'the latter

half' of ti~~ ~~ssa~;e quc~t~~ abaue: "~r ether prc~perty, t~ecef v~Yz1, uc~sz rrec~ ~iA ~relr~ b~j, ~r~ in the

~vt~trvl a/; d1.ac~ Nt~°1~rl~cyr~ fix• the ctastar~c~~, i~tcXtrdi~tg,vri~~er•ty crticrtv~~~Cl,}j ~~~avc}F tc~c~.

34: Given Qur con~l~zs~~n that the ~hrasc " rieluc~~i ~ piynperty uiYl~t~rfi lly conu~rtec~" i~ ~7~1

a~.nl~.i ~ic~us, t1ie~~c i;5 na need to address ~hc~l cr c~i° not thc; prin~ipl~:i~f carrtra~rc~fere~rturn is

~~~~lical7l~ tr.~ the Coverage ~'olicy.

3S. T1~c C~c~vei~~ c Policy aJ; ~ prQv acs foie s~a~cif c~ c~xcl~.isions t'ro~~i ~r~vcxa~;e a~a.~nel~, "lo~s~s

hit i•~sult ~ronY ~l1at~~;ii~,~ ~~a7•k~t v~tue i~f see;u.~itie~; izt~s~Yital~lc ixlvest~n~a~t~, oz• tl~e d~faulx a#'an

~sstii~r ~f s~~uritie5". 'tae .A~~cll~nt arg ~c~i that l~ar~ it b~er~ i~tezacic~d that 1oss~s arisi~~~ from fraud,

~~~~terr'~l t~o~iYci~scic~s zrc: anel .nlisreprescnt~ti~n be ~~clud~c! frc~~~ the C~Uv~ra~;;c~ ~'alicy~ Haas would

1~4~d~:bec~~.~ s~cci~icaiiy addressed iii t1~e list ~f e~cclusio2as. T}Y~ App~;al C~c inmit~ee dais nc~t a~ce~it

this ar~;u~r~e~tt ~rl~ich i~;nc:~te5 t.tie ~urpase: ai d s~hem~ ~~f GIPS ~~verage ~t~d the el~ar 1~ir7~taa~~ of

the cxclusior~s. The CQ~era.~e I'~tiey explicitly states that unsuit~blc inve~tnae~tts are exelt~ded from

cc~vcra~c, [nvc~;trxlet~t~ tn~:~e i~~ ~rc~rm5tane~s Qf fraud, rr»tcrial noi:-disclos~lxe a~ad/or

n~isr~ z-ese~z~atic~n; G s su~;~:~ste:c~ liy cc~uz sel ~~r tt~c A~~~icltanx, wc~~tid ~:exta ~ll~ b~ seen pis uaasuit~~~lc

investi~e~~ts„ wl7icl ~a•e ex~lur~eci fi-ant tFr~; Gavcr~~e P~lic<y.



Pa~;c 13 cif l $

3 While ~f~~s~ issues anc~ cl~in~s c~i~ the CIP~ fund lave ant beery litigated in C`an~~7, °w4 ~~k

i~uticc of Cie sit~~ilar c~rnp~nsatio~l sehc~~lc in 1`hc tl.~. —the Se;curi:t cs tt~.~~st~r I'r~tcetion pct

"STl'A,.) je7 ~-- ~~lcl the Sit ~;alio~i ~r si~rt~; ~13~~e~ian~, C;IP~ Ctiv~;r<r~~ 1~alicy is ma~lellec~ ~~ter at3s in

11ar~tii~i~y wit1~ tl~i~ sehct~~c for can~p~nsatioi~ ofinv~stesrs iii the event Q#'an nvestmvn~ dialer"s

insc~lvcz~cy. Tea a c~c~i~io1~ ~i•isin~ ~~~t of tl~e c~ l~~sa1 ~~~an~iat sca~~d~l in~otviri~; Bcrnard:MadoF.~,~'

tl~t~ U itecl S~~te~ C~iurt. of A,p~eals for the Se~o~~d Circuit lieltl zh~t "~IPA's rnait~:pur~os~ is ~i~s ns~t

t~ prevc~~i. fr~~t~l of c«nversion, biut tc~ rct~crse los~s~e~ ~•esulti~l~ from brokers' insnlvcncy<'>z̀  7'he

c~~~i~~ cx~ressly djs~:~rced with tl c cli~ract~rizati~n ~t ttYe [SI;P,~] statutory ~c1~e~~G "as a in~arakscc

~;~iarai~tcc ~f the ~eccirxtics p~~s3tit~n~ set o~rt zn tF~cir ncci>uttit staters tits"x.; a~xci st~teci,

It i~ n«t at alb c1c:~r that S PA: pro~c~~~~ xY~;~ia~st all fo~'m.~ cif rauc~ c ~inti~:itted 1~y
l~r~kez-s. See In r•e I»vestF~t's Gtt•., Irzc., 129 I3,R. 339, 3S3 (Bankr.F.L).N.~.1:~~7:)
{"I~epeatc~ily, this +Court has ̀1~~~:n f~re>~;d to tilt cl~ irnaalts tl ~~t tlic Lund' crc~ttec~ for
the ~ratect on of cu~tc~n~ters :of l~ui~c~st, but insolvent, brok~l~s ~iv~s thorn nc~
~rotectii~n when tl~e i~ysolvent bral~ex lzas t~~erz guilty ~f dishonesty, brcacl~ o
contract or fraud. ̀~~a

3'7. W~ also note tlxat althou~l~ CT~'F co~era~e applies to Iv1~nlbers in :Quebec, ~ig~iricazxtl~, ~l~c:

E'xc~vz ice c~~' ~uebe~ his cstabl stied ~la~ Financial CoiiY~~~~sati~ir Fua~~l to provide ~over~ge fio:

victiz~ns of fr~uci, .fi~audul~zzt tactics or ei~i~ezzlc;inent, perpetrated b~ a ~r~ar~cial se~u tics

}~~rCici~~rit. ~'l~e ~tax~pr~sc oaf this Fund is tc~ ~zi~vi~e "~~r~teetic~~~ that is ~ rat available ~ se~ul7~re iii

t~~rtla An7~rica,» zs, This r4fle~.Cs r~co~ i tio~7 by at last one C~nad ~ln,jur scli~tic~n that co~cra e far

CritucTiil.~~t ~a~~icii~:~+ ~w}~ie~~ wa~;tdr~~cli►de na~~•e~~x~csei~t~~tior~}, i~ nc~.t avdta6lc, '1't~c Ap~~ellar~tjs

pr~sitiar~ is tl~a~ (~u~t ec i~ ~nigXi~ in this ~c~ntc~t: 'V~~ 1~ree that t~uebec ~ uixiq ie. It prcrvi~-l~s tom

~o~z~~c~~sati~n poi° ~~istonl~rs yvlic~ have suffered from fraudulent ~n~xd iet at #tip l~anc~s of t~i~ir

brc~k.er: Alzhi~a~~~;l~ ~l~is Cc>nan~.itt~;~ ~z~cl~ Q~te:~~e.r~'~ 1~.~;;l~Cic~~~ la~~cia1~1~;, ~e x~t~t~ tf~~it; nurttacr ~aGari~r

~xt>~• ~Y.x~;y c~ttl~r'~rc~va.ttee car ~~;rrit~:ty prr~v c~cs ~ similar ct~n~~ens~rtic~n scl7ei~e:

,z'~ 1S U.~.C,..,y~7~aaa et,ss.r~.
z ~ fir r•~ Bern«ycl C, Alcrcli~~~Inves~ttt~~cat Sec~~rr~iti~a~ GCC, ~eGtvr, .654 ~.3d Zia ~2~ l i)
,.z Ibzcl , ~z1 ?.;i9
'~ f(til,
za ll~irt.
Z' 4ce_t~rr ~~t i'Zc>,r~ecdl~r~ thch 1~ia~tt•ibutuir~ tf I'~rrunuittl ~rr,,c~ir~t,~ er~~~' ~S~r~=~czr, C.-Q l..tt:. ~. 1~-9.2~ s: 2S8
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3f~♦ Tcr ii::ler~ret ttYe ~~Y rase"~1:cl~~din~ property unla~vfiilly cr~nvc.~~cci"" i~~ a nz~~~ner that ~a~ilci

apa~1}~ ec~~~~;r~~~ e to c ~ctii~~~t~ncc~ involving the z~isec~x~~iuet c~ ̀ :a M~~~t~er, su~1~ a5 fraud, n~r~tteri~l

~~c~r~-~ :;closure ox ~n s~~cpresentat o~7 would tai tc~ c~~.ate: an uazw~ir~atlted ~xt~r1si~i ofthe ~uvera~c

sche~lxe. CtT'~' wncild bccainc tlae arl~itci: ~f' c~~~~xs by'C"ustuniexs for lnsse5 lrisir~~ Trurn

n~isconciucC, a rc~~e w1~ic~1~ ~ ~~ot c t~~Ytci7~plated try xI1~ r~~;;~al~iots Dior ~~ Lov~ta~;~ 1"olicy, C;CP~' ~~as

~10 al~xa fy t~ ~c~~7~c;1 ~;vi~lence or witncss~s, or otil~urw se pct ~s a jucl ~i~I or r~uasi ~utlic ~ti body, .Its

~u~~~sG earl ral~ i~ ttj cnst~a~c tl~~t ~~~aperty belc~.~.i~in~, tc} GLrst~arz~e~'s, ~~ .rettil-~i~d ~o tlz~ Ctrstc~~~er in

t}Yc cvet~t that tla~ NCcn~t~cr l~<ts ~i~=c<c~mc n5c~lvent. It is a cust~eli~l prGtectio~t schenl~, not a.

co~n~~csxs~ti~n scl~crrzc far atl~gccT.~rresiz~d~it~~,

~"i ;1 C~isc.re>tiu~ ~~~"th~ ~r~tai~d

39 t~ cez7tr~i1 ~s~~ect cal tf ~ A~pe~lant's position was th~.t the C~vera~~ I'ol~cy confers

discr~t:~ai-~ ~~ t11~ 8~~~r~ of I.~i~~cic~~~s aa~~ float ~ such, tlac: A}~peal +~~mt~ ttee, ~ ~~rmmittec t~f the.

~Ir'F ~3o~rc~i c~i7 at~thQrizc C'TI'F t+~ cnnipensatc ~itri: l:~xz~ his l~rs~._ This ~i ~cr~tii~n i5 sct: c►uf z~ thy;

~`I~'~ .~rticics o~ CQtztit~uanc~ txil~ie~• Ixe~~i 6, S#alet~~.ciYt ~f tic ~~~a~p~sc ~l'tl~t; co~pc>rait>n,2~ ald ri

tl~e C;~ve~•~ ~ ~'c~li4y,z7 'I"l~~ Ap~7c~llatlt s~t~sn~~ttecl 'tl~~t ibis ciiscre~ion ~~11 ai~~l should extend t

~tlatllc~r zii~~ cov~r;~g~, f~~• l~s~es iia~urr~tt clu4 to fraud; rn~~te;ria:t ~Yail~~iisclosu~~e aizd~~a~

xaisr~~res~i~t'~ti~ns made ksy ~LSI's prix~~ipa~s anc~t a~ci~ts.

CFO. The ~p~cnl Conaanittce is 1~ouncl t~ e:~crc se its disci€t oi~ ~vitl ire tine lirx~ ;ts of ~'IPF's

aiti~~~datc: which is 1a custa~~a~rs it t1~e ~vc~~~ of tlic insolvcsicy flf a Tvlcrnl~~: Altlatt~li tie C`~vc;age

T'oli~~ ~z~nv~el~s a residual ~is~i•etian a l~wira~ ci~~a~~i~rc trozn pl c Cove~•~g~ Pa1i~y, tt~~ P ppca~

+~~~m~n tt~:e`'s r7icvv .is ghat such ~t de~~~i-Eur~ ~'rb ~~ t1~G Ge>vur~ c~ C'ol ;e y ~h.c~ il~! t~t~1~ occur wl~crc the:

~pl~l c~tiatz of t1~e I'~li~y ~nigl~t otl~er~u s~ r~si~lt in an uutcori3~ ttlal frustrates or c~e£cat~ ttzc; pur.~c~s

of tli~ co~npcnsat oi~ s~h~nie. It wvas not int~n~icd to i~se ti17~~ d scr~tir~za to crc~te a lew 1~cati ~~~"

7e C I:Pi' Ceriit'icfsite of ~"ci~ttin~iaitce: The.~~urEl~rse:s of the L"or}~oa~~tic~n ~r~;; ~~ try pr~vicle ~~rc~f~ctian i~ ~:lients ofse~~~t~i:t es
i~calcrs, br~zk~rs r~r firms w17rch arc members, rap~ravcd ~~~r~tie3~xnt~ ur oElic~~ si«ail~r pari'ici~~atin~ arganiral ores ot'1he
lrrvcsts lent Inclu3try Itcbii}xtc~ry C~r~;dcty~a~ian o1'~`an~cia car ~~xy cat#iea• sctf'»►~c~~if~tt~ry ar~anlz.~ation that igay tie
clesi~;~~.ate~l r.,e ~~~i~~-~ued k y (hc ~ rii~~,c~ral nn ear cic:f`ix~c:c! iii :t1ae Tiy-lbws of''~he t;c~r~ioration {"SItC) .Men~l~cr;;") whoa l~a:ue
,~nfferc~f;or i~~t~y. ~uffen #~r~an4i1l Irf~s ~zs a. ~~~s~~lt s~f't11e nsc~lvc~ncy ~f the SIt(~ Meitxb~~, X11 can such tern~~; ~tn~i cc~ndatic~ 7;,.
as a~a~y be ~iet:c:rmitaect by the C'c~~~~c~cativri taz i{:~ sUlc ciiscr~ti~ra
1̀ Covc~~~~e Pot cp, last ~entc~ici; of the first ~7at'~g~`a~l~; CIPF Vinci the dix°e~tc~e;~ ~eserue the ~~i~;11t Cd authcrizc ~r wi~hi~oCd

}~ay~net14s in a rnannwr otl~ec• tlaun ~t~ ~resc~•ibect in tl-~is I't~ticy
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cc~n~~en~r~tio:ra (i,c. ~i-~u~ tnatGra~ t~c~~-ciis~t~sure, ~nisre~res~x~t~tr~~~r ~kc.) ~v~.~;h. i~ :ncc~~lsi~tent

with tlac ~acirpt~se az~c~ ~ntet~t` of CIP''F cc~v~ra~~;.

~l . Rc~i~ii~c~ rva~ ~l~tced ~iy the A~ ~~lt~~~:t c~a~ thc; dec ;;ica.~1 its I~e..P'~rr•~us ~lt~rrrertive ~,ss~et

tl~tcxncr~~ cnx~nl lnc::z~ Iii tl 4ti cxse., ~t su~7c t`ic~r cau ̀t judge ~:xcr~ i:~;c:c~ ttz~: ct~urt"s i~:lYerct~t juris~ictieit~ ter:

ill what was te~~n~t~ti a "fur~ctic~nal ~;a~" in tl~e Bcarr~r~u~at~;y crnc~` Irtsolver~ey A~tZ~ ("L~CA"} in tlw~t.

fr.~aud ley ar ~n t~cllalf esf a s~curitic~ fi~~m opc~~atcel to c1~fe:ai ~ ~;usto~n~rss otii7ervv s~ legit nxale

~;~~title ~ric~~t to ~'~:~:c~v~ry, "art XTI cif tt~c ~3T~ pxc~vici~s that ~us~~ ers of bankrupt securities firms

l~avc ~ cl~it~:~ for the an7~aunt of their ~`~iet eq~xity". Bait becnu~c: t ie 1 xn~ 12a~ z~t~t :used finds rec~ v~d

i'3~~tx~ custc~~ncrs to ~urc~i~se se~uriCir;~, the ct~s~~n~i~rs' net cc~~~ity ~v4~~ zcra. G~tnpt~ell J. rt;as~~~c

~11~t; it w~u1cl l~~ c~f~~~ti•a~y to th:c purpose ~~~~~icxl~in~, Pert ~Il ref the ~3IA anti neither just- nor

~c{I.tl~aUtc far that to occut~: Tli~ relie~'grantecl was a ~leciaratib~~. t17~t1 thc: r►~t ec~Lrity cif ~:~cla custt~n~i;r
~r~:~ tl ~ ~n.~nu~at invested, :less ~x~y amc~uiits recei~eel from I'ortus wish t~ ~ ~~~~t°t cz~lar tine f'ratr~~.

~~n~pt~cll :T. eonti.~~tued, "Ii' iC were necessary do tla ~~z, I. wauttl nsi~ hesitate Co eznplt~y the tc~r~ls of

jutiici~:l ciiscre>ti+~n c~~ ii~c~e~r3 inl~ere~rt dis~r~tion to prz~v~~tc recovery fc~r investors 13n

4~, Tl~~ ~ac~~ in the l~vrtu~ c~~e ~r~ t~~~ 'llustratintl ~:f t1tc~ n.teticie~l nx:anit7g ~f' the words,.

'"i17.clu~in~ ~z+c~perty uz~la~~fulty co1~~-crtcel", Fn teat case, fiends were. ~;ivet~ tc~ tllc-iv(etr►C~er lout f°ailed
to reach the Custor~ei's acc~»~~~t. "that is ~~ot the situ~ttio7~ its flee ni7ttcr befe~rc; us.

~~. TI~~ ~~~~ll~ut ass~rte,ct llz~t exc~•c;i~in;~ tl~e ~seretit~~ in favatir ~f aTlaw~~~ e~~np~;nsa~ic~n

wr~uT~ ire cc~i~si~t~nt ~viClj the C;IP~''~ ~n ssinn stat~rnerxt~a ~nc~ with tC~~ C'il'~' brUcl~t~re prc~nioting,

;inv~sti~nc~~ts throw t IIk(~C Mere l~~ rs,

~~. Tlae ~.~~pcal Ca~~~rnittee i5 l~tc~t ~ cc~u~•t dt hay ~~c~ i~~bc~•errt j~triscl ctic~t~: to ~~~}~~y e~urtablu

prit7c tales, as t~~~rch ~s it ~~~y have syi~n~~afhy for t(~~ ~pp~tlatjt's } c}sfti.c~z . The ~1pp~al'~crnln~itte

~ l~c~u~~d ~iy tl~c; he~~s of ~:n~~~pen~<tYr~n citc~t in i~.~ ~'~vcra~c policy 3n~i the excrnptir,71~ t'r~nY,

3o At jj~ir.~~r~~~sh 3~.
:~~ '1'1rc C'.CPT^'s mission: staic~~l~r~t. i~ ""1'c~ c~,onlribute to tl~e ~e~uz~ity and ecrnfid~.itc~ t~f'ct~ski~tncrs of 1IR43G Ileate~
Mci~it~ers; try t~taintaii~ii g ~~ec~uatc sottrcc s of f iiuis to return ~sseta to eligibly ~u5tc~~~~ers in c~s~s where a Nie~nl}eE~
l~ec~mes insolvent";
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cc~v~z~~z~c sc t o2zl the ~ein, In c~~z~ vie~~v tli~ ~xercisc o~ cur discretion is liz~~tt ~i to t~~e ~`uv~i~a~;e PQl~cy

wl~ii~t~ ~rovi~es, iii ~ci7ex~a1 ~c~~i~is. for tilx~ t~etui•~~ cad tlae ~kppcllant's properly to izn. Tt~~re is na

~iis~tile llla.t. thc: A~~~lt~r~t ~~a5 bt~ti7 r~~uv~ci t}~~; Cc~i•t("icat~; rc~~~t•~~~1:~1in~; tlt~ ia~vestn~c~~~t1: ia~ F'~~v'1,'~I

Ui~. zs a~~~l that the I~ tax Fuzid Units arcs being 11c~d far h ~~►1 iii are accc~u~lt in 1~'is n~n~e:

(iii ThG ~`ar~kr~rptc y canelltrs~Xv~ncu Act

4~, rCl~e C'arrer~z~e Pali~;y c~c~re~s~y ~arczvizies that tl~c I~i~~e;~ta.~`~' discretion n ay be ~~erciseci rn a

xnaiy~~er tli~~ is co~xs st~zat• tx~itl~ t7 ~ ri~Y ti ~rz~ extc~it t~ wl~x~li a ~~ers~z~ may tae enlitle~i to claim

~gai~~st tlic c~Ystoncr pool_ £titnei crf a Meinl~er t~r~cl~i• tl~e; f~at~lcru~tcy ~,n~ Tnsul~rex~cy Act {C;anacia).

Thy .t~.}ipeitant lati5 suhr~n .ttcrl tl~~t tl~c cxcreise ~f khc f3aart~'.~ discretrc~n s1lc~ulet ~~►c~! Ise ~anst~•a z}e~:

bar c~:~x~idez~~ti~~is arisii~~ out of I~~u-t XII o£` Ilse I~~A, ~s ~l~e ~c~r~cragc Pc~1ie~7 applies to basses

refatin;~ ~c~ a Mc:rnb~r'~ nsolvc~a~y ~~~d ~~c~t ~~~ly try losses ~.ri~ ~~~; from ~ I~ernb~x'S bat~kr~2ptcy. Thy

a~`g~ii~~~nt is ~li~t insotveiacy i:~ a ~a~uch bcc~~c~cr ccsncept than ~aiif~rctptc~r a~ prc~vtct~d ~c~r under the

:FIA ~i~d il~u~: the ~i~cretiari is si~:nilarly ~n~re expai~si~rc. Tlic~ Appeal ~onl~~it~ee's view is tl~~t tlt

l~efc~•~iYc~ iar the ~~vera~e Policy lrr xl~e: ~3I~ si~zlpl:~ co~x~irtrrs t11ati "c:ustonlars" oi' ~ sc~clxritics frtn

1~~ve ~~~it~r ty~ cla. ~3;~ ~v~a~~ t17~ custc►.~~~er pool fu~~tl ~s of ttYe ~~~:e ~f: bankruptcy, The term:

~`c~zston~~r>' c~pr~ssty iiYcli cues a p~r;;c~~ tWho has a cl~ x~~t a~;a r►st t1a~ s~cur tics firm, ~~~isitY~; gut r d

v~jron~ful convc:~•sinri by t~~e sec~ir tics firm c~9`a s~c~u~ ty.~~ ~1s we have zlrcady ~zadicatect, tl~e p~rn~e

{̀ vvrc~zi~~,firl cotavers a~i" dogs nuti ~~}~l~ t~j ~t7c; f'd~ts in 'this ease; the funds d~Iiverec~ lc~ LSI by the

~4,p~~11<tnt r~,~t'e; ~~~~~laul pia a:ccorda~ice ~v tl~ leis d'zrect aa~.

(ii~J C~`~rs~lrac~zal C'r~vercr~~

~~', The purpose and i~ztent of"C;[PF' c~c~vcr~~e is custodial i~~ c~at:~~re. ~~tl~ 11Ye ~:II~F ~tt~ci <tnc( t1~

S~IPA. f ink i:n fhc U:S, urere cstabl slleci ire ~e;<i1 firth ~.v tla iss irs ~.t'is~~.z~; from the s~~v~lop n~ practice

of ctist~~nek•4 ~-~tain z?~; seeu~•iti~s ~~ them bzakers acco~infs arzcl tlxe is;wic:s ~ ;isin~; ~it~~n ~1~~ diffi~tt7t ~s

of ll.~e deliveiy cif stuck certi~cntes to ~ustonaers rWlii~ hard c~azc~~•~~s ~~~~vut leaving tl~c r s~ct~ri~ ~s i

[he c~r~r<~dy ofa rza inl~~r: 'I'~~ic~r 1~~ tl~~ establistina~nt of the Si1~A iir ttY~ U,~., thu~~~ ~ver~ su~st~nt~a

issues rcti~ri~ iY~; s~;~c►ritie:5 tc~ cu~tarnex•s is~ t}tc ecr~nt of a~~ i ~salv:~t~cy. :Ire fact,. d7t~cnc~ri~~~ats ~ve:~

'~ ~ilf~: ~: 2~~:.



rriae3e ea t~ ~ BlA ~c~ ~:r~~tG tie: custc~mur ~oc~l ~+~ ~l~~t specific ~ustcai~er s~ci~ritie~ need- j~at be

icfcnttl ed t(~eeet~y <illc~~ran~ cu~tc~incxs ~> :l~av4 e ~ai~ns ~:~~c~n the etltire custazner ~a~l nf's~eurit ~s,

>'~7, Tl~~ ~Cov~ra~e P~lic~ ~~~'i;rs c:~~npcia~atnn f'ox ~c~~se~ ~risii~ fcot~ a M~n~ber's faitl~re as ~.

c~z:~toc~ian of ~ustQrner prrs~~rty. Ct. is cuver~t~e tc~r w:17at ~~~~».~ld I~~ iii nr~e'~ account ~t the elate o

irasc~lv~~~c~; Tl~e C'c~ve~•a e Policy specifically c~~lticl~s cov~~•~~;~ ~`or c~isl~ car securities which ire

nat l~~ld ii~ tl~~ Ctistr~nsc~•'~; accou~~t ~t the Mcn~~icr:

48. Mc~rcc~v~r, ' or a ~lain~ to be eligible, tike relevant 3~s5 rnu~t arise sc~l~ly as a •cst~lt c E Clue

~~~olvLncy t~fi`~~ N[~rn~er aiad F~c in. respect of ~ Mezaiber's fa lire "tn z~e~crrn ~r act~W~.uxt i`Q:t securities,

cash ka<~l~ces ... ~x c~tlzcr prc~~c~~ty, received, acc~u rest ar 1~c;l~l by, ~~~• in tic ~rr►~.erol of, the NTcn~bcr

far tl~~ cusCaii~er, azclutl n~; prc~~et•ty unlawfully conver~cd". C".IT'~ eic~es ~1ot cave• (as~~~ s~uc tci had.

ins=~stz~cn~ ad~vicc az~ fraud on ~,he p~►rt of "[[R.U~' Nlcm~~rs. 'I'llc ~ove~•ag~ I'o1ic~ c~press~y

c~~clucie;s fr{~~~~ cc~~~r~~gc I:~+sses Chat cla nat <~rise ~rc~~n ~i lVleaxaf~~r's fnsolve~~cy, inclticli~~g lc~sse

result zlg from tl7c, ehan~;i~7~ market u~~~ue; ~~' ~~ r;urit ~s, rin4u~tahl~ nv~stn~~sats; car khe cicfault o~ ~.

S~GtIx1~iC6 I~Sli~l'.
33

~~. Tlac; A~~~~se<~i.l ~'o.r~~aaaittec; views t1~e ~j~~'ious sour~;cs of ini'<at~~~atzc~za and doc~azncrit~itic~rt

~-eiatin~ fo tlxe cstabishrne~~C, cc~zati~luatzc~t~ ~itrl xccc~~liitza~~ of +~IPF ~y tl~~ r~:~;ul~ttc~z•s as slio~vn~ a

~~z~sast~ncy iii the ~xt~r~t at [ht C"I~F ~oveta~e, ~I~at ia, cov~rag4 t1iat ̀ is ~u4tcidial: i~~ r~atr re anc

}~r~vi~ie;s frar tl~c ~ctGirtl cif cust~ l~~rs' s~:c:~tt t cs. it is nat ;a scl~emc tt~ provide com~?~nsati~n t~~•

wz~o~~bd~i~~g in Chc f~rn~ of ntatEria~ z~oti-clsclositr~, ~ni:~t°i;~re~cr~t~ttiU.n c}i' QCIICPVIrtSG, however

s}Tnil~lthet c niay tic itae china;

a'` ,C'hc t"c~v~;r.~~r 1'~licjr al5u excludes Ins~cs iti ;re~pe~.t ui"`se~;ur ties ~r su~re~;a~~d #`unds thae are riot betel ~Sy a .h~eri b~•i;.
ter recce ied in a.cusic~~aiec's account as Yes ink; i~el~i by a Menit~ai° ,., ilraless such ~~~uritiGs=or f~ixzcls are in til~e c;~ntxal of
tt~.~: Pv#~mber.
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I~s~+asitia~ar

~{l; "T'lac zp~cal is cii~nlis~e:ci: Thy c:I~c ~ioi~ c~~ CII'T~' st~lf s t~plz~tct,.

I~~ite~ at T~>xe>nt~, this 1'7tI1 day of T?cce~nb~~•, 201

l'~txicc LeSag~ _~~.._:~tx~.~~'.C~c~,~.,e~'t~

~n~~.~ arne~• La .Fares~ ~i vt.~.~i l~Ua~v~' L~ ~t~s~'t?

':l3ri~itte ~crsler ~~'u~~~~~~.~v_ .,~.,~:_.._


