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June 20, 2007 (1:00 pm to 4:00 pm)
Suite 950, Canaccord Tower, 609 Granville Street, Pacific Cemr
Vancouver

About the forum:

The forum is an informal session hosted by the Calglitakkets Regulation (CMR)
division of the BCSC. The forum is open to all adwssand investment counsel in British
Columbia. Attendance at this forum is kept to an optimiahber to maximize discussion
among the attendees.

Introduction

Janice Leung welcomed participants and each participantagse#-introduction. Sandy
Jakab also welcomed participants on behalf of CMR. dastérified that this forum is
meant to facilitate discussion, and not to provide spegifidance tailored to any
individual firm. She encouraged the participants to comtecBCSC staff for specific
guestions.

Insider trading and front running provisions — Bill 20

CSA passport system update — National Instruments 11-102
Brenda Benham, Special Counsel, Markets Relations, BCSC

Brenda provided an update on the new insider trading and fnoming violations set out
in Bill 20 Securities Amendment Act 2006. She also discussed Phase 2 of the passport
system (Passport), and commented on how the passperinsydl generally affect
advisers.

« Link to Brenda's presentation
 Link to Bill 20
* Link to the CSA passport system

Questions from participants on insider trading:

Q: Who can be sued under new insider trading rules? Adwasitise and trade on
securities every day.

A: Insiders to the trade, meaning persons who have mateiapublic information, are
subject to the new insider trading rules.

Q: Can you clarify what insider trading and insider inforimatare? As advisers can be
in contact with invested companies, and in turn advise amamaend clients to invest in
these companies.
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Comment by another participant: Insider information is defined as non-disclosed,
material information of an issuer.

Q: Adviser knows a director of a non-public issuer and veseinformation; is this a
violation?
A: No, insider trading violations applies to reporting issweny.

Q: What is the progress for regulators clamping down onengrdding? For example,
before the Alcan news broke out, Alcan options ineedadramatically in price and
provided those investors with high returns. It seems obvtimigpeople with insider
information had traded before the news became public.

A: Prosecuting insider trading violations is very difficdlhe Ontario Securities
Commission (OSC) is attempting to take a more aggrestawnee, but the results have
been mixed. Insiders are using more complex securitgstaategies (such as options
and speciality derivatives) to hide the insider tradess iifakes it very hard for
regulators to trace these insider activities.

Questions from participants on Passport

Q: Can you clarify Ontario’s participation in Passport?

A: Initially, Ontario market participants did not even knalout Passport and that a
notice had been sent out for comment. On May 28, 2007, Blgngman (Chair of the
BCSC), together with the Chairs of the Autorité degdiiés Financiers, Manitoba
Securities Commission, and the Alberta Securities Casion, held an information
session about the passport system for Ontario marketipants in Toronto. OSC has
been invited to join in Passpofee the press release about this event

Q: Under the passport system, if a BC-based firm wangetoegistered in other
provinces, will the firm or the individuals require regation? Or both?

A: Yes, both the firm and the individuals must be regst@nd fees must still be paid to
each jurisdiction that a firm wants to become reged in.

Q: If National Instrument 31-10Registration Requirements is delayed, will the adoption
of Phase 2 of Passport also be delayed?

A: Yes, passport and NI 31-103 are linked and a delay in ti3a14D3 will possibly
postpone the implementation of Passport.

Trade matching: National Instruments 24-101
Meg Tassie, Senior Advisor, CMR Policy, BCSC
Janice Leung, Senior Securities Examiner, CMR ExaminstB@SC

Meg and Janice provided a high-level overview of Nationdtungents 24-101
Institutional Trade Matching. This instrument has been in effect since April 1, 200%. Th
trade matching requirements, transition details, and tiagaequirements are set out in
the rules and companion policy.


http://www.bcsc.bc.ca/
http://www.bcsc.bc.ca/release.aspx?id=5583
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e Link to the instrument
e Link to the companion policy

Questions from participants on NI 24-101

Q: 95% of mistakes made in trading are by brokers and cussodighat will the brokers
need to do to be ready for NI 24-101?

Comment from participant: ISM will need to rewrite their software programs toready

to match trades on T. Current programs are unable trafbe$, so a whole new system
must be developed so that brokers can handle the neweneguits. CDS will also be
affected and needs to upgrade its systems for simdaons. Custodians may not be able
to handle the volume to match on T. By comparisomUB allows more time for trade
matching than Canada.

Q: What percentage of firms is currently complying with24+1017?
A: Unknown at this time.

Q: Why are the regulators interested in trade matching?

Comment from participant: Pressure from the US was the primary reason for mdwiig
trade matching. If the US moved to T, then Canada wouid belisadvantage. 9-11
attack was the catalyst that caused the US to look intongpnto T or T+1, but the US
has been unable to do so at this time.

There is less trade risk with moving to T. Historicaigpective of why regulators
became involved: the IDA was the first to look intéerdde matching, but the IDA does
not regulate the buy-side or the custodians. The IDAzeshthat it cannot make industry
match at T by doing it alone. Other regulators were neexbdrtg T to the entire
securities industry. Before the current Canadian @hjpiarkets Association (CCMA)
team started looking into matching at T, previous projeet® created to bring the
industry’s matching standard from T+5 to T+3.

Q: Are the custodians causing any problems?

Comment from participant: Different custodians are using different systems aoseth
systems are not able to “talk” to each other, and tberefausing delays. If you think
about it, a broker only has to look at one block tradealrustodian has to look at
allocating the block trade to all the individual accouifitee custodian has a lot more
transactions to handle.

Q: How do firms usually receive trade matching informati@mfiorokers?
A: Some brokers send confirmations very quickly by erfamime send verbal phone
confirmations at T and follow-up with written details thext day.

Q: Would matching at T+1 be a more practical solution fadeérmatching instead of T?
A: NI 24-101 is already in effect and the securities maskieternational with 24/7
access.

Q Does NI 24-101 apply to fixed income and equity trades?


http://www.bcsc.bc.ca/policy.asp?id=5508&scat=2&title=2%20%20Certain%20Capital%20Market%20Participants
http://www.bcsc.bc.ca/policy.asp?id=5507&scat=2&title=2%20%20Certain%20Capital%20Market%20Participants
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A: Applies to equity trades.

Q: What is the difference between trade matching and seitlement?

Comment from participant: Trade matching is equivalent to saying that: “l| agree thith
order”. Trade settlement is the actual exchange &f @aad securities. While trades have
to be matched at, Rdvisers still have three days to come up with the easéttle the
order.

Q: Is there a difference in brokerage commissions froadgmd bad firms?
Comment from participant: Some brokers have bad back office administrationybut
live with it because they can offer you better executio the trade.

Q: Does NI 24-101 cover allocation of trades into clieattcants?
A: Please refer to the companion policy for additionalrimiation.

General comment from participants

Brokers are at fault for not telling the advisers of prolalec trades as soon as
possible.

Problems are usually with buy-side brokers as theydalovide the information.
We need to get the IDA involved. Potential problems couldoipgireg from
custodians and buy-side brokers that are not regulated b HTA

Custodians in Ontario are closed for operation whera@@sers are trying to
reconcile the trades at the end of the day, due tontleezibne discrepancy.
Brokers also rush out at the end of the trading dayea$ 39X closes. Will brokers
and custodians hire more staff (e.g. a night crew) in dodereet T requirements?
NI 24-101 will result in more work for the advisers imadistrative duties, which
will cut into the time available for trading. This willgze the small advisers at a
disadvantage.

Brokers are responsible for getting the details of aetto the advisers and let
advisers know if there are any problems. As long as theedvihave the trade
details, there should not be extra work on the bdg-Sihe extra work is on the
brokers and custodians.

T-Bills currently have same-day settlement. Some advisely trade T-Bills prior to
10 am, in order to make sure that there is sufficiem tio communicate and settle
with the brokers that day.

There is the concern that the timing for trading willsbertened as a result of the
need to match by T. Are firms going to place orders onliiemorning in order to
have sufficient time for same-day communication Witbkers and custodians?
Most advisers match on T+1.

Different brokers offer different services and timilpybe advisers need to shop
around for better brokerage service.
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How to survive your BCSC compliance examination
Edwin Leong, Securities Examiner, CMR Examinations, 8CS

Edwin gave an overview and some useful tips of whatsficem expect from a BCSC
compliance examination.

Link to Edwin’s presentation

Questions from patrticipants on the BCSC exam process

Q: How long are the BCSC compliance exams?

A: Exam time varies depending on the size of the firornhlly, on-site time for an
examination can range from 1.5 weeks for smaller fitm8-4 weeks for larger firms.

Q: What is the regulator looking for when looking at fismésearch material? Are you
judging the accuracy of our research?

A: We do not make a judgement call on the research. WWesdisvith the adviser to
understand the research and analysis process. We wandwaf the adviser has a
process in place to ensure investment decisions are wideeasonable grounds and
that, the adviser has evidences to support these grounds.

We look at how closely the investment choices tiés tihe client’s KYC information
(e.g. objectives and risk tolerance).

Comment from participants. We keep all our notes and backup for client investment
choices because we know the regulators will want tolsesetdocuments to understand
our process.

Designing your compliance program
Nirwair Sanghera, Securities Examiner, CMR Examinati®@CSC

Nirwair talked about the components of a good complianegrpm, and gave tips on
how to test the program. Many participants indicatedttieit firms do not formally test
the compliance systems to ensure that the intermatals are working properly.

Link to Nirwair's presentation

Comments from participants on designing a compliance progra

» Asking external auditors to test our compliance programsstoo much money for
small firms. Accounting firms that use to cater to sraall mid-sized audits are
disappearing and the big firms cost too much money.

* Our firm has an internal audit group that tests syst&escannot test everything
every year, but we can test a section at a time, &si@zcount opening process and
documentation.


http://www.bcsc.bc.ca/uploadedFiles/dealers/compliance/Survive_Exam_Slides.pdf
http://www.bcsc.bc.ca/uploadedFiles/dealers/compliance/Compliance_Program_Slides.pdf
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* Some firms use the complaints log as a way to testabmpliance. If complaints
come in about something, maybe there is a weaknesd iardaa

* We create error reports, which the Compliance Coremiteviews.

* Processes take time to develop and implement, bubdtier for the firm and its staff
over the long run to have proper processes in place.

* Our firm goes through a major audit to satisfy institgicclients. A firm from the
US conducts this audit. This is standard amongst theéutigtial investment
community.

* Principles-based regulation is great, but effective erfoent must be behind the
principles. Serious abusers should be pursued aggressively.

* (Response from BCSC) BCSC is only at the beginning of adopting an outcomes-based

approach to regulation, so it will take time to developfoEcement is an important
initiative at the BCSC, as discussed in our annual reoid service plans.

2007 Adviser Report Card
Michael Sorbo, Manager, CMR Examinations, BCSC

Michael talked about th2007 Adviser Report Card

Questions from participants on the report card

Q: What makes up the compliance officers deficienciebenfdviser Report Card?

A: It varies but normally, if the compliance offiaernot carrying out the proper day-to-
day compliance duties, we will note this as a defigrenc

Compliance officers may not need to conduct direct supervisthey have delegated
some duties to other staff. Overall, the compliance@ffmust ensure that they know
what the delegated staff are doing, and that the ultinegfonsibility still resides with
the compliance officer.

Q: How many firms were examined in 20067
A: We examined about 15 firms in 2006.

ICPM Risk Matrix
Michael Sorbo, Manager, CMR Examinations, BCSC

The examination team prepared a risk matrix to analyzeemadd potential ICPM risks.
Participants are encouraged to send questions and isshest@tnination team for
discussion at future adviser forums. You can &ntbpy of the risk matrix here



http://www.bcsc.bc.ca/uploadedFiles/dealers/compliance/2007_Adviser_Annual_Report.pdf
http://www.bcsc.bc.ca/uploadedFiles/dealers/compliance/Discussion_Matrix_June2007.doc

Contact

Michael Sorbo, CGA, CFA
Manager Examinations
msorbo@bcsc.bc.ca
604-899-6689

Nirwair Sanghera CGA
Securities Examiner
nsanghera@bcsc.bc.ca
604-899-6861

Lena Lew
Administrative Assistant

llew@bcsc.bc.ca
604-899-6650
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Janice Leung, CA, CFA
Senior Securities Examiner
jleung@bcsc.be.ca

604-899-6752

Edwin Leong
Securities Examiner
eleong@hbcsc.bc.ca
604-899-6682

Fax: 604-899-6506
Toll free number (BC only):
1-800-373-6393

While we have made every attempt to ensure the accufalegse minutes, no
verification has been made to ensure the opinions and sioggeste correct. Please
contact the presenter directly for clarification ataberation.
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