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Executive Summary

In December 2005, the British Columbia Securities ComangB8CSC) completed an
oversight review of TSX Venture and its regulatory tiows to ensure compliance with
the terms of its recognition order and National Instnoin(ill) 21-101Marketplace
Operation.

BCSC staff are generally satisfied with TSX Ventuggerations related to listed issuer
compliance and disclosure, the granting of trading adessept direct market access),
buy-ins, the outsourcing of regulatory services, and tigoprocedures related to
material system failures and changes.

For direct market access (DMA), TSX Venture formalite DMA rules on May 31,
2004, and implemented its DMA client tracking system in M&@05. As such, some of
its monitoring and detection procedures are still under dpaent and undergoing
further refinement. TSX Venture has qualified individualseiew, approve, and
process DMA requests. It has met many of the BCSC's seghconditions and
implemented many of the required monitoring and detectiocepitres adequately.
However, BCSC staff do have some concerns about aagrurhlaspects of TSX
Venture’s operations relating to sponsored DMA.



Introduction
1. Background

In 1999, Canada’s markets were consolidated. The Torootk &xchange (TSX
formerly TSE) assumed the role of the exchange foipsequities. The former Alberta
and Vancouver stock exchanges formed the Canadian Vdftahange (CDNX) for
junior equities. The BCSC recognized CDNX as an exchanBetish Columbia under
section 24 of th&ecurities Act on November 26, 1999.

In 2001, TSX Inc. (formerly Toronto Stock Exchange Incuaed CDNX and on July
31, 2001, the BCSC ordered the continued recognition of CDi\ahaexchange in
British Columbia effective on the closing of the asgion. On September 3, 2002, the
BCSC ordered the continued recognition of the renamedV&Xure Exchange Inc.
(TSX Venture) as an exchange in British Columbiaeftect the reorganization that
preceded the public listing of its indirect parent, TSXuprtnc. (TSX Group).

The head office of TSX Venture is located in Calgarg & maintains local offices in
Vancouver, Winnipeg, Toronto, and Montreal. The lead regrddor TSX Venture are
the BCSC and the ASC. Each securities commissionwedehe functional areas of
TSX Venture for which it is responsible.

2. Objectives of the review

The purpose of this report is to present the resulissoBCSC's first oversight review of
TSX Venture, since the reorganization, and to make re@mations relating to TSX
Venture’s regulatory responsibilities. The ASC wilhoet its results separately.

The objectives of the oversight review are to ensure:
» staffing, resources, and training are adequate to appropmedtyrm regulatory
functions
» compliance with the terms of the BCSC recognition oeshel NI 21-101
* regulatory processes are efficient, effective, coaststand fair



3. Scope of the review

The ASC and BCSC each reviewed the functions relabitigetir areas of responsibility:

Lead Regulator Functional Area Specific Functions Reviewed

BCSC Compliance .

Trading .

Clearing and Settlemens#

Systems .
Miscellaneous .
ASC Corporate Governance

Corporate Finance .

Financial Viability .
Miscellaneous .

Listed issuer surveillance

Director and officer suitability

Access to trading

Direct market access

Rule for clearing and settlement
arrangements

Buy-in process

Notification to the Commission of
material system failures and changes
Outsourcing of regulatory services
Oversight of RS

Includes rule making

Relating to minimum or continuing
listing/quoting requirements; tier
maintenance requirements;
sponsorship; continuous disclosure; and
trading halts, suspensions and de-listing
procedures

Significant waivers of Capital Pool
Company policy

Includes fees

Documentation and record keeping

BCSC staff did not examine the following areas becausar ¢ead regulators already

cover these areas in their oversight reviews:

» TSX Venture’s systems that support order entry, ordegmguexecution, data
feeds, trade reporting and trade comparison, and capaditptagrity

requirements

* TSX Venture’s automated clearing and settlement procestha related
processes at the Canadian Depository for SecuritieS)C
» Market regulation functions that were transferred to RS

The review period for the areas examined was January 1, 2@8&ptember 30, 2005

except for the following:

* Regular access to trading for traders — extended to Ja@u2096 to include the
testing of two deficient trader applications

» Direct market access — extended to October 31, 2005 to intladesting for
accuracy and completeness of the DMA client list pralideRS



* Buy-in process — extended to January 4, 2006 to examine thesprioc two
recent trade days

4. Prioritization of findings

The report findings are prioritized into high, mediumd dow priority using the
following criteria:

High — issue considered significant and TSX Venture shiaiklel corrective action
immediately.

Medium — TSX Venture should resolve the issue withireaaaable timeframe.

Low — BCSC staff brought issue to management’s attefioreview and consideration.
There is no specific timeframe for corrective action

Compliance and Disclosure Overview
1. Introduction

TSX Venture’'s Compliance and Disclosure department (Cl8d) offices in Calgary and
Vancouver. C&D also uses one staff member from TSX Wert Listed Issuer Services
(LIS) department in Montreal for files where thedistissuer is headquartered in Quebec
or where a listed issuer or individual requests commuaicat French.

The primary responsibility of C&D is to:
* monitor the conduct and activities of listed issuers @ongliance with TSX
Venture rules
» conduct investigations of the potential violations ofa@guirements by listed
issuers or related individuals
* impose appropriate sanctions where it has concludednéra have been
violations of TSX Venture requirements

2. Purpose and scope

The purpose of this part of the oversight review wasdesss

» the adequacy of the reporting structure, staffing and training

* the efficiency of communication with other TSX Verduwtepartments

» the sufficiency of reporting to the BCSC

» the efficiency and effectiveness of communication witfer regulatory bodies or
self-regulatory organizations

» the fairness and efficiency in the hearing proceseviatig an exchange decision
affecting an issuer or related party



BCSC staff interviewed the Team Managers (VancouvelCatglary), corresponded
with the Director, reviewed C&D internal policies and ggdures, and reviewed a
sample of C&D files.

3. Reporting structure

Information from TSX Venture

C&D has one Director who is located in Vancouver. Ttieas in Calgary and
Vancouver each have a Team Manager who reports to teet@i These offices also
have Managers, Analysts, and Assistant Analysts wport directly to the Team
Manager. The LIS staff member in Montreal, who isanger, reports to the Director.

Staff in each C&D office meet independently every selceeek to discuss monthly and
bi-weekly statistics, capital pool company (CPC) milasty) active files, higher risk files
of interest, and files that are to be closed. The tifices meet together monthly, or as
necessary (by teleconference). The staff member intfdalrattends the consolidated
monthly meetings, which the Director chairs.

The Team Managers and the Director meet weekly, ne@sssary, to update all active
files, industry issues, procedural issues, and staff waiklo&/hen the Director is absent
from the office, she designates each Team Managéeacting director in their
respective offices.

Findings
BCSC staff considered the reporting structure in C&Daa@tbequate. Frequent staff
meetings help to ensure that there is adequate reportingsepito management by staff.

Staff’s recommendations
No action is necessary.

4. Staffing and training

Information from TSX Venture

TSX Venture informed BCSC staff that C&D is operating &till complement of staff
and that there are no vacancies. The Vancouver adficemprised of the Director, a
Team Manager, three Managers, two Analysts, and aistAat Analyst. During the
review period, the Vancouver office increased its statéwgl by adding an Analyst and
an Assistant Analyst in order to address increased waitkldOne Manager left at the
end of September 2005 and was replaced in December 2005.

The Calgary office is comprised of a Team ManagergtManagers, a Senior Analyst,
and an Assistant Analyst. The Director spends a porfiberatime in the Calgary office.

C&D does not have a formal training program for new stafftead, the Team Managers
conduct training on a one-on-one basis and then clogegngse the files assigned to
new staff. C&D also pairs new staff with existing stafa buddy system to provide them



with training and mentoring. New staff are assigned sk and less complex files to
begin with. C&D sends new staff to the Public Companiesssooffered by Simon

Fraser University or to the TSX Venture Exchange SwcBesgram workshops and
encourages all staff to attend industry events. Laste professional development is part
of each staff member’s performance assessment thidyave to demonstrate that they
have completed some relevant education each year.

Findings

BCSC staff considered the staffing level in the VancooWiee to be reasonable;
however, BCSC file testing of 31 listed issuer compkaand individual suitability
reviews completed within the Surveillance Informationé¢ctnd Correspondence
(SINC) database revealed delays in the handling of a ewuailfiles. In eight files, C&D
identified the reason for the delay as heavy workload. Galgary office handled six of
these files and staff in Montreal handled two of tHdss. The delays in the handling of
the SINC files relate primarily to the excessive tinetween resolution of the substantive
issues on the file and the actual closing of the files.

BCSC staff considered the training and continuing educatmvided to staff to be
adequate.

Staff's recommendations

BCSC staff recommend that TSX Venture consider whettadfing levels in Calgary
and Montreal are adequate or whether higher workloadtearporary, or whether work
can be completed more efficiently.

Priority: Low

5. Communication with other TSX Venture departments

Information from TSX Venture

The Vancouver LIS and C&D departments participate in athiy joint department staff
meeting. The Manager, National Policy, attends thesetings and provides updates on
new policy initiatives. At these meetings, C&D stedin identify policy issues that they
would like the Manager, National Policy to look at. Tdeslicy issues may result in a
formal request for a policy change or a new policy. C&8b uses this forum to update
LIS staff on new C&D policies, changes in procedure,amdnew C&D initiatives.

C&D has an internal referral procedure that describ&sdnd when LIS staff should
make referrals to C&D. C&D tracks these referraldhm $INC database.

Findings

BCSC staff reviewed a number of SINC files. The fileet LIS referred to C&D
complied with the internal referral procedure. A numiifethese files contained evidence
of good ongoing communication between C&D and LIS during the that the files
were open.



Staff’s recommendations
No action is necessary.

6. Reporting to the Commission

Information from TSX Venture

Referrals from C&D to the BCSC are automatic by vind€&D blind copying all
correspondence to BCSC enforcement staff. If the ASQests it, C&D will blind copy
correspondence on a patrticular file to ASC enforcersifit Where C&D believes a
matter should be brought specifically to the attentioseaior BCSC staff, it will be done
at the discretion of the Director, usually on the receendation of a Team Manager,
once a file has been closed. However, if the mattder review is particularly serious,
C&D may refer the matter to either Commission whilke fite is still under review by
C&D. In this case, the Director will refer the matterthe Director of Enforcement at the
BCSC or to the Director of Enforcement or the Exe@ibrector at the ASC.

TSX Venture provides written quarterly reporting to the BG®@ ASC comprised of a
status report on listed issuers under review, ongoing diraad officer suitability
reviews, and statistics relating to suspensions, haltisstdeys, personal information
forms, and SINC cases. TSX Venture, BCSC and ASC ssihese reports at quarterly
oversight meetings.

Findings
Terms 13 and 14 of the recognition order require that TSXuwe:
» provide notice to the BCSC of any violation of securilgggslation of which it
becomes aware in the ordinary course operation btiggess
» advise of all significant issues arising from issuer compliance with its rules
and the action taken or being taken by it to deal witlsitoation

BCSC staff reviewed the written quarterly reporting th@XTVenture provides to the
BCSC and considered the reporting adequate, efficiennacwpliance with the terms
of the recognition order. Based on the sample of Sik€ feviewed, BCSC staff
considered the files that C&D referred to the BCSCetapropriately referred. C&D
reported open SINC files to the BCSC in a timely wayrioomaking a formal decision
to refer a matter.

Staff’s recommendations
No action is necessary.

7. Liaison with other regulators

Information from TSX Venture

C&D makes referrals to other regulators and self-regylainyanizations at the
discretion of a Team Manager or the Director. C&D caminrefers matters to RS for
further investigation where there may have been a wawmatf the Universal Market
Integrity Rules (UMIR) or TSX Venture rules. Theseeredils usually involve possible



insider trading and price manipulation. C&D will also reddisted issuer to RS for closer
review if it has concerns about a listed issuer’s ongdiscjosure record and has placed
them on its “watch-list”.

Findings

BCSC staff reviewed a number of SINC files in which C&lade referrals to other
regulators or self-regulatory organizations and considéesktreferrals appropriate and
timely. In addition, C&D opened a number of files tR& referred to it and handled
these files efficiently.

Staff’s recommendations
No action is necessary.

8. Hearings

Information from TSX Venture

Term 7(c) of the recognition order requires TSX Ventumnéke decisions under its
rules about its listed issuers, persons associatedtsitsted issuers and applicants for
listing and to provide for a review or appeal processhesé¢ decisions.

TSX Venture rules provide that where TSX Venture makessida that:
» adirector, officer, insider, promoter, lawyer, em@eyor consultant or other
agent relied on by a listed issuer is not acceptable ¥oVienture, or
» to place conditions on such person’s continued acceptability
the issuer or individual may apply for a review of deeision. This review is conducted
by a Listed Company Review Panel appointed by TSX Venture.

In January 2004, TSX Venture determined that it could no lomgetide the review
process, as it then existed due to the failure to amerapfieal rules to apply in the
context of a demutualized (for profit) exchange. TSXtViee advised the BCSC of the
problem, redrafted the hearing rules and obtained BCSC agpoonew hearing rules in
December 2004. TSX Venture has delayed appointing a Listed CorReargw Panel
roster (from which panel members are selected) untéiceoingoing legal issues,
presently before the British Columbia Court of Appeat decided. Because of the delay
in appointing the Listed Company Review Panel roster, V8Xture determined that it
could not provide an independent hearing and review and cureshises individuals of
their right to appeal to the BCSC or ASC instead.

TSX Venture informed BCSC staff that, during the revieasiqu, it did not receive any
requests, from persons affected by its decisions, fastad_Company Review Panel to
hear their matter. The only request for review of X M&nture decision was made
directly to the ASC, which heard the matter. TSX \eatdid not conduct any hearings
during the 12-month period prior to the review period.



Findings

As required under the hearing rules, TSX Venture has agoloahearings officer and
has struck an appointing committee to appoint Listed ComBamew Panels once a
Listed Company Review Panel roster is established. B&SCasere unable to assess the
fairness and efficiency of the hearing process since Y&Xure did not conduct any
hearings during the review period.

Staff's recommendations
No action is necessary at this time. BCSC staff agless the fairness and efficiency of
the hearing process in the next oversight review.

Compliance and Disclosure Processes
1. Introduction

Term 7(b) of the recognition order requires TSX Venturpdadorm issuer regulation
functions, including monitoring the conduct and activitiegsolisted issuers for
compliance with its rules. Term 7(c) of the recogmittvder requires TSX Venture to
make decisions under its rules about its listed issuerspmerassociated with its listed
issuers and applicants for listing and to provide farvéerv or appeal process for these
decisions. The core processes of C&D are:
* tier maintenance requirement (TMR) reviews
* reinstatement reviews
» capital pool company reviews
» listed issuer surveillance files
» director and officer suitability reviews (these arelbset of listed issuer
surveillance files)
» personal information form reviews (a component of daeand officer suitability
reviews)

2. Purpose and scope

The purpose of this part of the oversight review wasdesss
» the sufficiency and effectiveness of each of the poveesses of C&D and
compliance with terms 7(b) and 7(c)
* the adequacy of performance measurements and whetheveheynet

3. Tier maintenance reviews/inter-tier movement
(a) Process
Information from TSX Venture
TSX Venture has a two-tiered system for its listedass, each of the tiers having

minimum listing requirements based on a company's finaperfdrmance,
resources, and stage of development. The industry s¢gmighin each tier



recognize the different financial and operating needswwipanies operating in
different industry sectors. Tier 1 is for senior compamwith the most significant
resources and tier 2 is for early-stage companies. Tigsugrs have fewer filing
requirements.

Listed issuers must meet prescribed TMR set out in TSXure Policy 2.5Tier
Maintenance Requirements and Inter-Tier Movement in order to remain on their
assigned tier. TSX Venture may downgrade listed issuatdaiito meet TMR
from tier 1 to tier 2 or from tier 2 to NEf& separate board of TSX Venture that
provides a trading forum for listed issuers that haverfddidow tier 2 listing
requirements).

C&D has documented its process for TMR reviews in #@vriprocedure. This
procedure is refined as needed by the Director and Presiierdetermine
whether TSX Venture needs to target particular typessoers and how the TSX
Venture will apply the TMRs.

C&D staff conduct TMR reviews in accordance with apileal MR checklists.
If C&D staff note a deficiency during the review, theyl wdvise the listed issuer
and put the issuer on notice that if the deficiencytsraesolved within a
prescribed time TSX Venture will downgrade the listed issue

Findings

The TMR review procedure is a short document that desctie frequency and
sources of TMR reviews and the actions to be taken by &b when
deficiencies are identified. The procedure incorporatepoamensive checklists
that list each TMR that must be met by issuers i @zatustry classification
within each tier. BCSC staff considered the procedutetadequate.

Staff’s recommendations
No action is necessary.

(b) Tier maintenance review files

Information from TSX Venture
BCSC staff chose a sample of 20 files from a populaifapproximately 1700
TMR reviews that C&D conducted during the review period.

Findings
C&D assigned TMR review files to staff with approprifeels of education and
experience and, where determinable, the decisions inMiereview files were
appropriate and consistent with TSX Venture Policy 2d&weéler, a number of
files did not include completed checklists or other doauat®n sufficient to
permit BCSC staff to evaluate whether:

» the review was handled in a timely manner

» C&D staff's analysis was adequate

10



» discretion was exercised appropriately
* management reviewed and approved the conclusions reaché&lDby C
staff

Staff's recommendations

BCSC staff recommend that TSX Venture ensure that G&iif responsible for
TMR review files include adequate documentation of the worlopeed, the
decisions made, and the rationale behind decisions aotsitiken. BCSC staff
also recommend that management document their revieapgndval on each
file or establish alternative procedures to ensure tteirlsave properly
conducted their TMR reviews. In addition, sufficient mf@tion should be
recorded in the files to enable assessment of thdiriess of completion of TMR
reviews.

Priority: Medium

4. Reinstatement reviews
(a) Process

Information from TSX Venture

Under the listing agreement that TSX Venture has eaith of its listed issuers it
is authorized to halt, suspend or delist the sharedigitd issuer at any time if it
considers it to be in the public interest. Where TSXt\Menhalts or suspends the
shares of a listed issuer, it may subsequently reingtase shares to trading.
TSX Venture Policy 2.9rading Halts, Suspensions, and Delisting sets out the
requirements that listed issuers must meet in ordér3o¢ Venture to reinstate
its shares to trading. C&D has a written reinstatémariew procedure. C&D
also maintains a suspension report that lists all sdggeissuers together with the
reasons (including cease trade orders) for the suspeklgiane a reinstatement
review involves a reverse take-over or a change ohbasj LIS handles the files.

Reinstatement reviews begin either on receipt of ancgbipin from a listed
issuer for reinstatement or where C&D staff proactivagtact a listed issuer to
advise that they may apply for reinstatement to tradihg. reinstatement review
procedure includes a comprehensive checklist that seteeitieims requiring
review prior to reinstatement.

Findings

The reinstatement review procedure is a short docuthengenerally describes
the procedure for conducting a reinstatement review. Tdwegdure incorporates
a comprehensive checklist that sets out the itemsriegjueview by C&D starff.
BCSC staff considered the procedure to be adequate.

Staff’s recommendations
No action is necessary.

11



(b) Reinstatement review files

Information from TSX Venture

BCSC staff chose a sample of 15 files from a populaifd2?4 listed issuers that
TSX Venture reinstated to trading during the review periathlisted issuers
with a suspended status at the time the BCSC conductedigsy.

Findings

C&D staff conducted reinstatement reviews in a tinmanner soon after listed
issuers became eligible for reinstatement. Onceetiews were completed, TSX
Venture promptly reinstated listed issuers to trading. Gdigethe files were

well documented and contained evidence of appropriate managemanand
direction. However, several of the files did not hawempleted checklist or
other documentation sufficient to permit BCSC staffualeate the decisions and
actions taken.

Staff’s recommendations

BCSC staff recommend that TSX Venture ensure that G&iif responsible for
reinstatement reviews include adequate documentation wfdheperformed, the
decisions made, and the rationale behind decisions antsitaken.

Priority: Medium

5. Capital pool company reviews
(a) Process

Information from TSX Venture

Under TSX venture Policy 2@apital Pool Companies (CPC Policy), TSX
Venture may suspend a CPC from trading where the CP@obhasmpleted its
qgualifying transaction (QT) within 24 months of its listidgte. TSX Venture has
documented its procedures for tracking CPCs, which haveongtleted their
QT, in a written procedure. This procedure changed partwaydh the review
period (April 13, 2005) because of changes to the CPC PBlicy. to April 13,
2005, TSX Venture would suspend a CPC that had not filed adéttgent
relating to its QT at 18 months from the listing datd @aould then transfer the
CPC to NEX or delist it at 24 months if it had not comgdeits QT.

After April 13, 2005, TSX Venture extended the timelines fampletion of a QT
from 18 to 24 months. If a CPC had not completed it9@Z4 months, TSX
Venture would suspend the CPC and give it 90 days to trandMEX or delist.
Under the old procedure, TSX Venture sent notices to CPCs 47, 18, and 20
months from the listing date. Under the new procedur, Yénture sends
notices to CPCs at 18, 21, 23, and 24 months from the Idtiteg C&D staff
track CPCs in a CPC Monitor List, which containsltbigng date and the 24-
month deadline

12



Findings

The CPC procedure is a short two-page document that ggraatribes the old
procedure and the new CPC procedure. The procedure sdte agteps to take on
certain milestone dates and when to send notices to tGe B process itself is
largely a tracking and monitoring of milestone datesetioee, there is no need
for a detailed procedure and BCSC staff considered it saleguate.

Staff’s recommendations
No action is necessary.

(b) Capital pool company files

Information from TSX Venture

BCSC staff chose a sample of 8 files from a populasid3ll CPC files where the
CPC had not completed its QT and it had an 18-month anaiyetate that fell
before the end of the review period.

Findings

C&D staff handled CPC reviews in accordance with thigen procedure and
exercised discretion appropriately when agreeing to reginest<CPCs for
extensions of deadlines. The outcomes in the fileswedavere appropriate and
the files contained adequate documentation supportingti@usions. In almost
all instances, C&D staff issued notices in accordante tve timing under both
the old and the new procedures, as applicable.

Staff’s recommendations
No action is necessary.

6. Listed issuer surveillance files
(a) Process

Information from TSX Venture
C&D monitors listed issuer conduct for compliance withiKT\&nture rules and
makes decisions under those rules about listed issupeasons associated with
the listed issuers. C&D staff complete compliancesfidgthin TSX Venture’'s
SINC database. The sources of SINC files include:

* internal referrals from LIS

» proactive listed issuer reviews

* media stories

» external referrals from securities commissions androdgulatory

authorities
» complaints from members of the public or from listeddss

During the review period, C&D did not have a formal verittpolicy and
procedure for handling SINC files. There was, howevexrithen procedure for

13



opening and closing SINC files. Instead of a formal wmifteocedure, C&D
informed BCSC staff that they relied on extended aasety supervised training
of staff who handle SINC files. Subsequent to the reyenod, C&D
implemented a checklist that itemizes how SINC fdesto be closed. C&D staff
also have access to standard template documentatiasgects of the process.
Last, there is a comprehensive technical user manutddd8INC database.

In the Vancouver office, the Team Manager assignSINE files to Managers
for handling or handles them himself in certain circtamses. Similarly, in the
Calgary office the Team Manager assigns SINC fildgamagers or, where the
files are lower risk, to a Senior Analyst, or handlemm herself.

C&D staff must make a formal written recommendatmmianagement in three
situations:
* where staff propose material restrictions on an indiVisluavolvement
with a listed issuer
* where they recommend that the individual is unsuitable
» where they propose to interrupt trading of a listed issits&turities

Initially, C&D staff provide these recommendation menwa team manager for
review and sign off. Next, the memo is forwarded toRiector and second team
manager for review. Where a recommendation is sometbasgthan ‘unsuitable’,
or is not sufficiently unique to require review by all #gnr@embers of senior
management, it may be considered by the applicable Tearagdaand the
Director only. In all other situations, staff are nequired to prepare formal
recommendation memos and may receive verbal confirmatioranagement’s
approval of a proposed plan of action or recommended oatcom

Findings

Because each SINC file is, to a greater or lesser exteique, the process does
not lend itself to a checklist style procedure. Forttigder risk director/officer
suitability reviews, C&D has recently developed a wntpolicy (in draft at the
time of the review) which reflects existing practicehmw C&D fulfills
procedural fairness obligations. For the lower risk filé&D staff have access to
the TSX Venture policies in theorporate Finance Manual, standard template
documentation, and guidance from senior staff who arequalified and, as a
group, have considerable industry experience. BCSCcsta#idered this
adequate.

Staff’s recommendations
No action is necessary.
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(b) SINC files

Information from TSX Venture

BCSC staff selected a sample of 31 files from a totpufation of 351 SINC
cases. C&D categorizes SINC files into 17 differer fylpes, which relate to the
type of infraction being investigated or the type of reviming undertaken.
BCSC staff selected sample files from each file type files that were opened as
a result of both internal and external referrals.

Findings

Generally, the SINC files reviewed were thorough and dedumented. In some
cases, C&D staff prepared detailed summaries and clogiaslfor the files.
Based on the documentation in the files supporting thelgsions, BCSC staff
considered that the investigative work was sufficiemwt #he conclusions and
resolutions were reasonable. C&D handled internal atetrexd referrals
appropriately. C&D correspondence to listed issuersrathdiduals was both
timely and professional. C&D staff demonstrated adeckradevledge and good
judgment in the handling of these files. The file revadso revealed examples of
good communication between staff in C&D and in LIS.

However, in 11 files there was a significant delaylosing the SINC files. TSX
Venture informed BCSC staff that these delays resuitad staff turnover, heavy
workload, or a low priority being placed on the closinghef file.

C&D'’s service standard for SINC cases relates to thelyi closure of SINC
files. Of the 351 SINC cases, C&D closed 342 during the repenvod. Of the
342 files, 244 (71%) were not closed within the time perio@seby the service
standard. Therefore, Compliance & Disclosure is not mgétis service standard
for SINC cases. It is possible that some of the 244 ¥ilere resolved within the
service standard but not closed.

BCSC staff consider that, as currently drafted, theieeistandard is not
meaningful, as it does not distinguish between casesviratresolved within the
time period but were closed later and cases that wereswmived or closed within
the time period. As SINC file closure is largely an adstrative task it may not
be the best milestone to use to evaluate C&D perforenanconnection with
SINC files.

Staff's recommendations

BCSC staff recommend that C&D consider modifying theiserstandard for
closing files so the performance measurement is meesnmgful.

Priority: Low
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7. Director/Officer suitability review
(a) Process

Information from TSX Venture

C&D conducts suitability reviews of current or proposed tiinecand officers of
listed issuers as a result of disclosure in persof@imation forms (PIFs), results
of background checks, complaints and referrals, boéhnat and external. C&D
informed BCSC staff that during the review period, tiveas no formal written
policy and procedure for director and officer suitabiléyiews due to the
complexity and uniqueness of each suitability review. &wst€&D relies on
extended and closely supervised training of its staff. Noktises for file
handling exist; however, staff use template paragraphsofoespondence to
ensure consistency between reviews. To further ensurestEnty in suitability
decisions, C&D recently developed a precedent index sédldiles that raise
similar issues to those that may be raised in existlieg that staff are working
on. The precedent index was not in existence during theweyariod. C&D also
recently created a written policy (in draft during theiee/) which reflects
existing practice on how C&D fulfills procedural fairnesgsigations.

C&D staff assigned to the SINC files are responsibltdhe file record and
ensuring that materials are saved in SINC and, if neggssa paper file.
Guidelines are contained in a Case File Standards asddn@s document and
in the policy on procedural fairness, which containsctiare entitled ‘Preparing
the Record'.

Senior management (comprised of the two Team ManagerharDirector)
review all staff recommendations unless the staff recendation is something
less than a recommendation of unsuitable or the fietsufficiently unique to
justify a review by all three members of senior managénhethose cases, only
the Director and the applicable team manager will revienfile. The Director
signs all letters with a finding that an individual is witeble. Letters that impose
restrictions may be signed by a team manager or greger with the team
manager’s consent.

Findings

Due to the uniqueness of each suitability review, the psadess not lend itself
to a checklist style procedure. However, C&D does nove lsaveral useful
resources in place for staff handling suitability rexdeacluding the precedent
index and the policy describing procedural fairness in slittateviews. The
policy is a very clear, comprehensive, and well-wriftescedure that provides a
framework within which staff can conduct suitability revge In addition, C&D
staff that handle SINC files are well qualified andaagoup, have considerable
industry experience. BCSC staff considered this process adequat
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Staff Recommendations
No action is necessary.

(b) Director/Officer suitability files

(€)

Information from TSX Venture
BCSC staff selected a sample of 18 files from a totpufation of 164 director
and officer suitability reviews.

Findings

Generally, the suitability review files were well dooented and, in some cases,
C&D staff prepared detailed summaries and chronologiethéofiles. Based on
the documentation in the files supporting the conclusBGSC staff considered
that the investigative work was sufficient and theatasions and resolutions
were reasonable. C&D correspondence to listed issudrimdividuals was both
timely and professional. C&D staff demonstrated adeckradevledge and good
judgment in the handling of these files. When recommemalaiemos were
prepared, they were thorough and well written.

BCSC staff reviewed a total of 49 SINC files (of which 1&evsuitability
reviews). In all cases where written recommendatwsa® required under
internal C&D policy, BCSC staff located a recommermlainemo and evidence
of its approval by management. However, in 15 SINC cagédesser
recommendations (including three suitability reviews) BGEGf were unable to
locate staff recommendations. BCSC staff acknowledgieinternal C&D policy
only requires written recommendation memos in cetiaied circumstances;
however, BCSC staff believe that C&D should alwaysushoent
recommendations. BCSC considers a written record atieularly important
in situations where C&D staff have identified multiglempliance deficiencies
but determine that they are either not material orttieae are mitigating
circumstances, such that no action is warranted otharahwarning letter.

Staff’s recommendations

BCSC staff recommend that C&D document SINC casemesendations and the
reasons for them in all cases.

Priority: Medium

PIF reviews

Information from TSX Venture

TSX Venture will not accept the involvement of any persiith a listed issuer in
the capacity of an insider, or any person performing investations activities
for a listed issuer, without first receiving and reviewingeasonal information
form (PIF) submitted by that person.
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C&D'’s procedure for processing PIFs is set out RiFaProcedures Manual. The
manual itself was not in existence during the review pgehowever, the contents
of the manual existed in various forms during the entvéewv period.

RS is responsible for forwarding the names of altieisand investor relations
appointments announced for listed issuers to C&D. If C&Dsdue have an
existing PIF on file for an individual, C&D staff sendemjuest to the individual
for a completed PIF. When C&D receives a PIF, sthdick it for completeness
and, if necessary, send a deficiency letter. OncelthessRomplete, C&D staff
send a research request form to RS.

When C&D staff receive the RS research report baek, thview the report and
flag items of detriment and concerns that they needlltwaf up. Staff update the
PIF database to show when they receive the RS rembiviaen they clear the
PIF and close the file. If staff determine that a neXgecision is required at a
higher level then they refer the file to a managerdeiew. Based on the
manager’s review, staff may request a second, more chenqs®we, RS research
report at a higher level. Once a manager has reviewddetlamd makes a
decision, the file is closed. Staff may open a SINEdt that point depending
upon the findings.

BCSC staff chose a random sample of 50 files from & potaulation of 6216
files in which C&D staff had sent a research requedthaal received an RS
report during the review period. BCSC staff reviewed thése b determine the
timeliness of handling of these files by C&D staff. Frins sample, BCSC staff
chose a sample of seven files to review whether:

» the files were adequately documented

» the final decisions were appropriate

» the reviews were timely

* internal service standards were met

Findings

BCSC staff found that all of the final decisions in fifes were reasonable and
that staff exercised discretion appropriately in deteimgi which files to elevate
for review by a manager.

However, BCSC staff noted issues with timelinessoimgleting four of the seven
files reviewed. BCSC staff acknowledge that some ofillays could be the
result of deficient PIFs necessitating follow up arat the individuals involved
may not have been responsive in providing requested inform&t@wvever,

C&D staff did not document the files sufficiently toadrhe BCSC stalff to
determine whether this was the case.

BCSC staff also acknowledge that during the review peri@detwere staffing

issues. C&D took steps to address the increased workloaldngdrom an
increasing volume of PIFs by hiring an analyst dedicatedt&ing on PIF
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reviews in September 2004. C&D'’s average handling time lforéviews
dropped by 90% after this analyst was hired.

The service standard for PIF reviews relates to thelyineview of PIFs once
received by C&D. BCSC staff were not able to assessheh€&D staff met the
service standard because PIF review files do not docuimeniate when the PIF
is initially reviewed.

Staff's recommendations

BCSC staff recommend that C&D assess its PIF reviewgss to ensure that it
handles PIF reviews in a timely manner. BCSC stafi akcommend that C&D
management ensure that staff enter adequate notes irdatéimse to track
correspondence sent and received from individuals undewevi

Priority: Low

BCSC staff also recommend that C&D consider modifyiagdrvice standard. In
the case of an incomplete or deficient PIF, a bettdopeance measure may be,
how quickly C&D staff send initial correspondence to tiehvidual requesting
resolution of deficiencies, and once all deficienciesrasolved, how quickly a
research request is sent to RS (the latter performaeasure would also apply to
PIFs received without deficiencies). C&D could also soea how quickly they
close files after receiving a research report from RS.

Priority: Low

Access to Trading
1. Introduction

According to the joint regulatory oversight framew@k TSX Venture, dated November
26, 1999, the BCSC is the functional regulator for thdifilg function. However, with

the transfer of the market regulation to RS on Mar@002, the only areas remaining at
TSX Venture are access to trading and fees.

Brokers and dealers desiring access to the trading fe€ibfi TSX Venture must apply
for membership or participating organization (PO) designatad register their traders
with the Exchange. Further, TSX Venture must certiit the applicant’s electronic
connection(s) to its trading facilities allows TSXn¥ere to reliably communicate with
the entity through the electronic gateway.

In addition, a member’s or PO’s clients that meet N&Xture’s eligibility requirements
may want access to trade directly on the Exchang¥.Véhture must approve the
member or PO for sponsored DMA before eligible cBaeiceive DMA privileges to
trade.
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2. Purpose and scope

The BCSC has reviewed access to trading. The ASCehaswed TSX Venture'’s fee
setting and fee allocation process for listed compamembers, POs, and other market

participants.

(a) Regular access to trading

The purpose of this part of the oversight review was tibywe

TSX Venture had established written standards for graatingss to
trading (NI 21-101(5.10ccess Requirements), and that they were separate
from the TSX (term 25 of the recognition order).

decisions to grant, deny, or impose conditions on atodbke trading
facilities were fair, reasonable, and consistent wstlstandards or
requirements (terms 6(b)(i), 23, 24, and 27(a) of the redogratder; and
NI 21-101 (5.1)).

all relevant records supporting decisions to grant, denypose
conditions on access were retained according to egeints (terms
26(a)(b) and 27(c) of the recognition order, and NI 21-101(11(B)(1)
Record Preservation Requirements).

adequate notice, and an opportunity to be heard or make rdptésen
were given to the parties (term 27(b) of the recognibiater).

The application review and approval process was prompihptied and
adequately documented.

(b) Direct market access

The purpose of this part of the oversight review was tibywe

the one-time approval of existing DMA providers was congalet
according to Exchange requirements (NTM #2004-D38 Venture
Exchange Rule Amendments - Connection of Eligible Clients of Members).
compliance with the BCSC’s conditions imposed on DMksydated
December 6, 2004).

the application review and approval process for new DMAviders
complied with Exchange requirements (Rule C.2.52(1)(a)p)1(2), (3),
and (4)(b)), and was promptly completed and adequately dotednen
TSX Venture’s ongoing monitoring and detection procedures wer
adequate and timely.

the coordination with RS to investigate and enforce beesaohDMA
rules by eligible clients was adequate and efficient.

BCSC staff corresponded with management and staff of W&Xure and TSX Group to
gain an understanding of the processes related to thingrahaccess to trading and
direct market access. Further, BCSC staff reviewed 8¥eVenture Exchange Rule

Book, Rules of the Toronto Siock Exchange, various regulatory notices, written
procedures, written standards for granting access, traddrdat March 1 to September
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30, 2005, access application files, system connectivitgwefiles, executed system
interconnect agreements, a DMA investigation file, tn@DMA client tracking system.

3. Benchmarks or performance measures

Information from TSX Venture

TSX Venture does not have formal or informal benchmarksedormance measures for
its trading access application review and approval proredsding direct market
access. TSX Venture explained that as a for-profitrazgéion, it would not be
competitive if it did not promptly approve a worthy apaht.

Findings

BCSC staff believe that benchmarks or performance messue important resource
management and monitoring tools. They will provide managearehstaff with timely
feedback on performance, and can help an organizatiormmeufoto its potential.

Staff's recommendations

BCSC staff recommend that the TSX Venture considabéshing benchmarks or
performance measures for its process and sub-proce$stesl ito its review and approval
of trading access applicants, including members, POsys$raaled direct access
providers.

Priority: Low

4. Regular access to trading
(a) Written standards for granting access and an opportunityd be heard

Information from TSX Venture

TSX Venture uses the IDA standards to identify which membePOs are
granted access. A successful candidate must be an ID#enen good standing,
and have suitable partners, directors, and officers. Y&Xure does not have an
appeal process that is specific to the application proEesdrader applicants,
TSX Venture refers to thules of the Toronto Stock Exchange, Rule 4-405
Approved Traders.

For gateway (i.e., Securities Trading Access Messagiedtrl or STAMP)
certification, TSX Markets, a division of TSX Inc. gabsidiary of TSX Group),
informed the BCSC that it planned to formalize thesedstals in early 2006.
They will document the minimum system functionalityueed for acceptance.

Findings

BCSC staff reviewed th€SX Venture Exchange Rule Book, theRules of the
Toronto Sock Exchange, and TSX Venture’s application packages for
membership, POs, and traders. TSX Venture did not have msi@edards for
approved traders that were separate from those of tkedsSequired by term 25
of the recognition order. Further, the standards for meshiewere incomplete,
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as they did not include the standards for imposing cemditon members and the
applicant’s right to be heard.

Under term 27(b) of the recognition order, TSX Ventur@dgiired to notify
parties and give them an opportunity to be heard or makesegations. These
requirements are in theules of the Toronto Sock Exchange. The TSX has a
process where the applicant is notified and provided avtatement of the
reasons for the imposed conditions or rejected apitalm the TSX process,
the applicant is then entitled to a hearing. TSX Ventlmould have a similar
process.

For its STAMP certification process, BCSC staff acklgnlge that TSX Markets
has undertaken to document these standards. In the regight review, BCSC
staff will examine the reasonableness and consistafitye STAMP certification
decisions.

Staff's recommendations

BCSC staff recommend that TSX Venture includes wrigtamdards for granting
access to trading in its rulebook as required by the rettogoirder. Further,
BCSC staff recommend that TSX Venture harmonizestéisdards for granting
access with those of the TSX, by including the standardsposing conditions
on members, and the applicant’s right to be heard.

Priority: Medium

(b) Membership or participating organization application review and approval
process

Information from TSX Venture

TSX Venture informed BCSC staff that it relies on lDA to identify worthy
candidates and retains RS for conducting the backgrouc#ésbe individual
directors, officers, or partners of the applicant.

The access approval process includes an application ravieé\w system
connectivity certification. TSX Venture will only perntrading access to its
members or POs that have had their system connectivitfiezkby it. The
applicant completes the application form; and persiaf@mation forms for each
director and officer, and each holder of more than 208epapplicant’s
securities. To assess the suitability of the applicam its directors, officers, and
significant shareholders, a TSX Markets’ account managéews the
application, the IDA’s confirmation of membership in gatdnding, and the
results of RS’s background checks. After the reviewatim®unt manager
recommends acceptance or denial of the applicatioretBibsident of TSX
Markets. He evidences his acceptance by signing TSX VestMi&mber or PO
Agreement. Until January 26, 2005, TSX Venture also requsadeimbers to
accept the applicant into membership through a ballotingegso
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The system connectivity review and approval process opeuedlel to the
application review process. The Director, Market SepvateT SX Markets is
responsible for the STAMP certification process, whdohfirms that an
electronic gateway will allow reliable communicationvee¢n TSX Venture and
its member or PO. The connectivity review involves setfupemember or PO
in the TSX Venture Gateway Test Environment for degtfon. TSX Market
Services analyzes the test results to assess thensystactionality. When
acceptable, TSX Markets’ Manager of Market Services isbeSTAMP
certification confirmation letter with the list die certified functions.

Findings

(i) Duplication of effort of partner, director, and officer stability reviews in
membership or PO applications
During the review of a member or PO application, TSX Wentonducts a
suitability review of the applicant’s directors, serafficers, and partners.
Similarly, the IDA’s membership review and approval proceskides a
suitability and proficiency review of the applicant’s tpars, directors, and
officers. As TSX Venture requires its applicants to®A members in good
standing, there appears to be some duplication in thectgpthe review
process, at least for recently approved IDA members.

(i) Membership and PO application files
BCSC staff selected a sample of 5 membership and PO ajplifisds for
review from a population of 11 approved files. According t&X'N&nture,
there were no rejected applications or conditions imposedgdilre review
period. BCSC staff reviewed the files for completercdsbe file
documentation, including evidence of review; consistendyraasonableness
of the decisions made; evidence that access was enatadegraper approval;
and compliance with established procedures.

BCSC staff noted that all five new member and PO hil$a completed
application with supporting materials on file. The agpiicfile that did not
have a pre-existing approved connection did contain evideatéhe
STAMP certification process was completed and the cdiumecertified.
However, in several instances, there was inadequate dotatioa on file to
support the decision made. Specifically:

» three of the five files had incomplete RS investigatesearch reports
(or background checks) for some of the directors and odfckthe
applicant with no record of subsequent follow-up on theseipgnd
items. One file was missing the RS investigative rebeaoort.

» two of three files either did not have any or was mggat least one of
the members’ ballots.

» one of the five files did not have an IDA letter of gaddnding on
file.

* one of the five files did not have the reviewer’s reotendation
memorandum on file.
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* one of the five files did not have evidence of senioragament
approval, as the signed PO’s Agreement was not on file.

Due to the incomplete files, BCSC staff could only asse® account
manager’s recommendation and two senior managementostecigill three
decisions were reasonable.

Further, BCSC staff were unable to confirm that aceessenabled after
approval of the application, as none of the five filad b record of the
application’s approval date.

Where there was sufficient file documentation forS&Cstaff to assess
compliance with established procedures, BCSC staff fonodristances of
non-compliance:

* inthe only case where a complete set of RS investgetsearch
results was on file, the reviewer’s recommendatioacept the
applicant was dated two business days prior to the receipé ddst
RS investigative research result.

* in one of two cases, where member ballots were retjitine
member’s trading number was effective one business dawytprihe
receipt date of the last ballot.

BCSC staff were unable to assess the prevalence aforoptiance due to
incomplete documentation. Incomplete documents may suigelstquate
record retention procedures or non-compliance witibdéished procedures.

Staff's recommendations

BCSC staff recommend that TSX Venture examines iteg director, and
officer suitability review process with the IDA to idéy and eliminate duplicate
procedures, or to better coordinate their efforts.

Priority: Low

BCSC staff recommend that TSX Venture ensures teat s adequate
documentation on each file to support a decision to gdenty, or limit access.
Further, evidence to demonstrate that the access waglpgno@eauthorized such
as approval dates and access activation dates shoutdfite o

Priority: Medium

A comprehensive set of written procedures and the udeeoklists, promotes
awareness of the process, facilitates complianceesitdblished procedures,

leads to reasonable and consistent decisions, and sre&aa@intability. BCSC
staff recommend that TSX Venture formalizes its proceslior reviewing and
approving membership/PO applications, and enabling access.

Priority: Medium
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(c) Trader application review and approval process

Information from TSX Venture
TSX Markets’ Manager of Market Quality informed BCSC ftiaét the trader
application review and approval process begins with reocé@tlT SX-V trader
application from an IDA member firm. He or his sta¥iews the application to
ensure:
» the application is complete and properly signed.
» acopy of the IDA registration letter confirming theéiwvidual's current
registration is on file.
» evidence of completion of the Trader Training Course (Tari@) that the
applicant meets the minimum proficiency requiremehfBIX Rule 4-
405 Approved Traders is on file.

When acceptable, the reviewer approves the applicatiomtigling and dating
the first page of the application, updates the trader ds¢aland emails an
approval confirmation to the member’s contact person.iidé@ber contacts TSX
Trading Services to arrange for the new trader’s access.

Findings

(i) Trader application review and approval process
The TSX Venture has procedures in place, but these prasedig not
documented. The procedures were adequate except for traisd tel
confirming the completion of the Canadian Securitiear€®e (CSC). TSX
Venture requires proof of completion of the TTC; howetlee same is not
required for completion of the CSC. BCSC staff ackmualge that proof of
completion of the CSC is unnecessary if relianceasqa on the completion
of the TTC and the two-year experience requiremenveier, for
applications where TSX Venture’s decision is based emmfiplicant
completing both the TTC and the CSC, then proof of detigm of both
courses should be obtained to support the decision.

BCSC staff reviewed a sample of 20 trader applicatios fde completeness
of the file documentation, consistency and reasonabsaof the decision,
compliance with established procedures, and evidencedted¢sawas enabled
after approval. All 20 files had a completed applicatioth supporting
materials, and sufficient documentation to support thestecmade. In all
except one, the approval confirmation email was ontfie decision was
reasonable and consistent, and the reviewer compliecestitiblished
procedures. In all except one case, there was evidesbtewothat access was
enabled after approval.

Ten applications were not initialed or dated by the restew evidence their
review and approval. BCSC staff do not consider these Bystemic
problems. However, formalizing the procedures and the useegklists
should help to ensure adequate performance in this area.
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(i) Categories of approved traders
TSX Markets’ Manager of Market Quality informed BCSC fsthaat, since
harmonizing its trader categories with those of the ,Tt8& category of
assistant approved trader no longer existed. Previouslyjdodls that met
the educational requirements but lacked the two-year exmperiwere
approved as assistant approved traders. These tradergdesppervision by
an approved trader and were prohibited from operating or hamygnterest
in a non-client or inventory account. As such, TRX Venture Rule Book may
be outdated, as it still refers to the assistant approeeler category.

Staff’'s recommendations

BCSC staff recommend that TSX Venture revises itsgmtares to obtain and
retain the proof of completion of the CSC for aldieaapplication approvals that
require it.

Priority: Low

BCSC staff recommend that the reviewer consistenttials and dates the sign-
off section of the trader application.
Priority: Low

A comprehensive set of written procedures and the udeeoklists, promotes
awareness of the process, facilitates complianceesitdblished procedures,

leads to reasonable and consistent decisions, and sre&aa@intability. BCSC
staff recommend that TSX Venture formalizes its proceslfor reviewing and
approving trader applications, and enabling access.

Priority: Low

BCSC staff recommend that TSX Venture reviews itsbobdk to determine
whether references made to the assistant approved tatdgory are still
relevant.

Priority: Low

5. Direct market access
(a) Written procedures for direct market access

Information from TSX Venture

At the time of the review, the TSX Venture’s initedceptance, and detection and
monitoring procedures for DMA were still undergoing develeptrand further
refinement. TSX Venture informed BCSC staff that théo®@fof the General
Counsel and TSX Markets planned to meet in early 2006 to firetidelocument
the DMA procedures and staff accountability.

Findings

TSX Venture’s internal DMA procedures for initial acceme, and detection and
monitoring were located in various correspondence and dotani&CSC staff
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understands that TSX Venture plans to finalize its proesduara central
document.

Staff's recommendations
No action is necessary at present. BCSC staff wdléas the adequacy of the
DMA procedures manual in the next oversight review.

(b) Requirements for granting direct market access

Information from TSX Venture

The TSX implemented the original version of DMA ruied985. Subsequent
amendments occurred in 1994, 1996, 1999, and 2000. On May 31, 2004, TSX
Venture incorporated the TSX's DMA rules into fi&X Venture Exchange Rule
Book.

Findings

In the TSX Venture Exchange Rule Book, DMA requirements are in rules A.1.01
Definitions, C.2.51Designation of Eligible Clients, C.2.52Conditions for
Connections, and C.2.5Respons bility of Members. The rules define the classes
of entities that are eligible for DMA through a TSXMure member or PO, and
detail the requirements and responsibilities for providiMpADThe rules were
consistent with those of TSX and were adequate.

Staff’s recommendations
No action is necessary.

(c) BCSC conditions imposed on TSX Venture’s DMA rules

(i) Compliance with BCSC condition 1 — confirm existing DM clients were
subject to properly executed agreements

Information from TSX Venture

Under BCSC'’s non-object decision dated December 6, 2004, EBXIKE'S
proposed DMA rules were subject to three conditions. firet condition
required TSX Venture to confirm by January 21, 2005, thakestiag DMA
clients were subject to properly executed interconnect mgrms. To satisfy
this condition, TSX Venture notified all head traders elmeéf compliance
officers to submit all of their executed system intaerext agreements to the
Exchange by January 14, 2005. TSX Venture completed a revieachftype
of agreement to ensure the agreements properly referfe&ad/enture and
to ensure the agreements contained all the required pmwisf Rule
C.2.52(3)Sandard Form of Agreement.

Findings

BCSC staff selected a sample of 10 TSX Venture-accegetments and
reviewed for compliance with the first condition. Tlaergle included one
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agreement where TSX Group staff noted deficiencies esuired the PO to
submit a revised agreement. TSX Group staff found the remgaagreements
in the sample to be acceptable upon initial review.

BCSC staff reviewed the documentation retained for tleeteel sample and
found that four out of nine agreements were not propgdgwded, as the
member did not sign three of the agreements and & clid not sign the
fourth agreement. BCSC staff was unable to assessgsaement, as the
member submitted the standard form agreement insteadaftesle
agreements.

Further, 5 out of 10 exchange-accepted agreements did riaircalh of the
standard provisions of TSX-V Rule C.2.52(3):
» three of the five agreements were missing two of thaired
provisions:

* C.2.52(3)(g) — the member’s responsibility to train the dkgib
client in the Exchange Requirements dealing with thieyemd
trading of orders and other applicable Exchange Requirement

* C.2.52(3)(h) — the member’s responsibility to ensure revisaods
updates to Exchange Requirements relating to the emdryrading
of orders are promptly communicated to the eligible client

» three of the five agreements did not completely addhesktter part
of C.2.52(3)(e) — the member’s right to change or renaoverder in
the Book and to cancel any trade made by the eligiblet dbeany
reason.

However, BCSC staff found adequate file documentatioexohange-
rejected agreements. The reviewer documented the igendiéificiencies on
separate notes to the agreement, and dated and initiadednibkes. Email
correspondence with the member and the final acceptechagmewere also
on file. In contrast, for agreements accepted in théginal form, there was
no file documentation of the review conducted, the itheat the reviewer,
the date of the review, or the decision made. Findliypi@e agreements and
their amendments, were dated before BCSC’s imposedinkead|

In conclusion, BCSC staff found that TSX Venture did aequately satisfy
BCSC'’s first condition. An improperly executed agreentbat does not have
all the required provisions can undermine TSX Venture’'slaggry control
over the trading activities of DMA clients.

Staff’s recommendations

BCSC staff recommend that TSX Venture ensures tleagybtem
interconnect agreements for all existing DMA clients aoperly executed
and have all the provisions required by Rule C.2.52(3). FutheTSX
Venture should evidence its review and decisions inesks.

Priority: High-Medium
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(i) Compliance with BCSC condition 2 — plan to dischargeesponsibility to
ensure compliance by DMA clients

Information from TSX Venture

The second BCSC condition required TSX Venture to providédiyuary 4,
2005, a plan of the approach to ensure compliance with DIN&S and UMIR
by eligible clients.

Findings

BCSC received TSX Venture's plan within the specified deadlhis plan
underwent further refinement during the oversight revie8X Venture
informed BCSC staff that the Office of the General@sel and TSX Markets
planned to meet in early 2006 to review the process, and dottimen
procedures and staff responsibilities.

Staff's recommendations

BCSC staff recommend that TSX Venture submit its cetegl internal
written procedures for DMA monitoring and detection to BCSaff for
review.

(if)Compliance with BCSC condition 3 — implement a uniqe client trader
identification (ID) system

Information from TSX Venture

The third BCSC condition required TSX Venture to impletrinMarch 6,
2005, a system of unique client trader IDs for its DMA actaufiSX
Venture informed BCSC staff that it implemented theesysby March 5,
2005. TSX Venture provided BCSC staff with a current listlbfrader 1Ds
enabled on the system for each of its DMA providefist @f DMA client
trader IDs for each member or PO that provided DMA 8X Venture, and
its trade data from March 1 to September 30, 2005.

Findings

BCSC staff reviewed the materials to ensure TSX Ventoup&emented its
unique client trader ID system within the BCSC deadlinehatassigned
unique trader IDs to DMA accounts.

BCSC staff noted that for six of the seven DMA provsld SX Venture had
implemented the unique client trader ID system withinestablished
deadline. In the remaining case, TSX Venture permittediégmber to
implement an alternative tracking system within thalds&hed deadline.
Otherwise, implementing the new ID system at this bemwould have
required a complete overhaul of the member’s systachjtavould not have
been ready by the deadline. The alternative systerksttae orders at the
account ID level instead of the trader ID level. Wiither system, the audit
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trail is intact. Later, the member revamped its sysdaachby October 2005,
converted to the unique client trader ID system.

BCSC staff also found that the assigned DMA clierddérdDs were unique
although a DMA client may have more than one tradewith a member or
with different members. However, TSX Venture recoltigader IDs
assigned to each DMA client.

Staff’s recommendations
No action is necessary.

(d) DMA provider application review and approval process
(i) One-time approval of existing DMA providers

Information from TSX Venture

On June 1, 2004, TSX Venture issued the Notice to Membdisl\¥2004-
018 TSX Venture Exchange Rule Amendments - Connection of Eligible Clients
of Members describing the one-time approval process for TSX-approved
members and POs that also wanted to provide DMA throughViésiure.
Such a member or PO was deemed TSX Venture-approved wherethber

or PO filed:
* acompliance letter setting out a list of their T8&hture DMA
clients, and

* awritten confirmation that any executed system intereon
agreement that permitted access under TSX's DMA ruiesided to
TSX Venture’s DMA rules.

TSX Venture’s members and POs had to submit both itemsngylRj 2004.
At the time, there were seven TSX-approved member$ &l

Findings

BCSC staff reviewed the confirmation and compliancetstfor all seven
members and POs to ensure confirmation and compliattees were on file
for each DMA provider and the letters were received byldaglline.

Each member and PO provided the required written confirmand DMA
client list. However, four of the seven letters wezeeived after the June 18,
2004 deadline. Three members/POs were late by 3-4 busines©days
member was late by 13 business days.

TSX Venture informed BCSC staff that the undertaking grasiter than

originally anticipated and that the delay was unavoidatdeadcount
managers monitored the process closely.
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BCSC staff acknowledge the extent of the undertakingcandider that TSX
Venture has adequately completed the one-time approvagzaccording to
NTM #2004-018.

Staff’s recommendations
No action is necessary.

(i) New DMA provider applications

Information from TSX Venture

TSX Venture has a two-part approval process. For sysbamectivity, the
member or PO discusses its proposed connection witilanager of Market
Services, TSX Markets. The Manager reviews a schemmatioutlines the
proposed connection and shows the order flow to thédhge. The Manager
also uses a checklist to ensure that the member evilP@ mply with Rule
C.2.52(2)System Requirements. This connectivity review is only conducted
when the member or PO initially applies as a DMA sparfSorther, TSX
Venture must complete the STAMP certification and apglrprocess for
members or POs that do not have pre-existing Exchangevaplpro
connections.

In the second part of the approval process, Legal Coahbédrket Policy &
Structure at the Office of the General Counsel reviewdraft system
interconnect agreement, an agreement between a men®@rand a DMA
client, to ensure all requisite terms outlined in Rul2.®2(3)Sandard Form
of Agreement are included in the agreement. This is followed by anlema
letter confirmation of acceptance to the member or#®.interconnect
agreement is reviewed and approved when the member orgPCofimects,
and when the member or PO amends their standard agteemen

Further, under Rule C.2.52(4)(b), TSX Venture must reviewrtbmber’s or
PO’s proposed training materials for eligible client®pto their use.

After the approval process, the member or PO sends a régulestManager
of Market Services for gateway access to trade on TSXuwe. Trading
Services sets up the access; assigns the trader ID{eefODMA account(s);
and communicates the processed request to the member tiePgnager
of Market Services, and Legal Counsel of Market Policgt&ucture. TSX
Markets then updates its record of DMA client trader IDs.

Findings

During the review period, there was only one newly apmr@ A service
provider and no rejected applications. BCSC staff reviawedile to ensure
compliance with established procedures; reasonablenéss décision,
adequacy of the file documentation; and timeliness optbeess.
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The system connectivity review was inadequately documentexte was
evidence of the completion of the STAMP certificatmocess and the
approval of the member’s system connectivity; howevere was no
evidence on file that the member’s system satisfiedeljuirements of Rule
C.2.52(2). As such, BCSC staff was unable to assess Swnsddeness of the
decision. Further, as there was no evidence on fileeomember’s request for
system connectivity, BCSC staff were unable to deterthiegimeliness of
this process.

BCSC staff found that the system interconnect agreeregrew and approval
process was properly completed and adequately documentededibi®n
rendered was reasonable and timely.

DMA privileges were promptly enabled after the completibthe two-part
approval process, two business days after receipt oéthest. However, it
was implemented without TSX Venture’s review of the rberis training
materials. There was no evidence on file that traimagerials were
submitted and reviewed as required by Rule C.2.52(4)(b).

BCSC staff is concerned that TSX Venture did not rext@training
materials for adequacy. Properly trained and knowledgediie Bients are
critical to maintaining the integrity of the marketplace

Staff's recommendations

TSX Venture should formalize the procedures and respditisiyiand use
checklists or other similar tools.

Priority: Medium

TSX Venture should document and retain on file all workgpened to
support the decision to approve, reject, or impose conditbn access.
Priority: Medium

TSX Venture should record the date of the member'sQis Request for
system connectivity so that it can effectively monitas process.
Priority: Low

(e) Assignment and termination of unique client trader I and access privileges

Information from TSX Venture

TSX Venture’s unique trader ID system was implementeMarch 5, 2005. TSX
Venture requested that the seven members and POs thaleprowiect access on
the TSX Venture submit all of their executed systemratnnect agreements for
review by January 14, 2006. TSX Venture assigned unique tradgrtolHach
DMA client that it considered had a properly executed angptiant system
interconnect agreement in place. TSX Venture askedeatabers and POs to
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terminate the DMA for clients with system interconnagteements that it
considered unacceptable.

TSX Venture relied on its members and POs to ensur@t# client continued
to meet its eligibility requirements and was adequataipéd on the system and
all pertinent rules. Further, the members and POs reeponsible for disabling
the old trader ID system on their system and informing V8nture so that the
Exchange could disable the corresponding access prividggesader IDs. If the
member or PO neglected to disable the old trader ID sy&#&M clients could
have DMA without being on the unique trader ID system.

For new DMA clients, the members or POs must diraetdpiest access from
TSX Venture. The access privileges must be set up améheber’s or PO’s (or
vendor’s) system as well as on the Exchange’s sysSt&X.Venture assigns one
or multiple unique trader IDs to the new client. The manabé>O is responsible
for ensuring that a properly executed and compliant systiEnmtonnect
agreement is in place; and the client meets and c@m#ito meet the eligibility
requirements of the Exchange, and is properly trainedvdhide updated on the
system and all pertinent rules.

To terminate direct access for an existing DMA clierg, tiember, PO, or
vendor must disable the access privileges on theirmyastel inform TSX
Venture to do the same. Otherwise, the trader ID amddiresponding access
privileges may remain enabled on the trading engine anthémber or PO may
reassign the ID and the associated access privilegestizea DMA client
without the Exchange’s knowledge.

Findings

BCSC staff acknowledge the importance of tracking thercedigy and trading
activities of DMA accounts. Having a unique client trad2isystem helps to
achieve this objective. However, TSX Venture relies Hgaw its members and
POs to communicate completely, accurately, and promptiyranges to their
DMA client roster. TSX Venture relies on its membeansl POs to enforce
certain DMA requirements, such as client eligibitisgguirements and training, to
properly implement the new DMA client trader ID systexnd to disable the old
IDs and access privileges. Its reliance may jeopardeeftlctiveness of the
DMA client trader ID system and its control over &scto trading by DMA
clients.

Staff's recommendations

BCSC staff recommend that TSX Venture prepares atplansure its members
and POs are disclosing their DMA clients accuratelypm@etely, and promptly
to the Exchange.

Priority: High-Medium
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() Monitoring and detection of non-compliance by DMA cliens

(i) DMA client listing provided to RS for market surveillance and
enforcement

Information from TSX Venture

TSX Venture manually maintains a DMA client list caiaged by member
and PO. The list includes DMA clients with DMA privileg on the TSX
Venture and/or the TSX. The member or PO initiateptbeess by sending a
request for DMA privileges for an eligible client. TSXMure confirms that
the member or PO has been approved for sponsored DM#eh@foviding

the client with access privileges and a trader ID orirdding system.
Authorized staff record the relevant information on tbe There is a similar
process for requests to terminate DMA privileges.

TSX Venture informed BCSC staff that it sends updatesl i6RS promptly
after each change. TSX Venture also has establisheghlarerification
procedures to ensure the accuracy and completeness lidtthisconfirming
against DMA client lists provided by its members and POs.

Findings

BCSC staff compared the October 31, 2005 DMA client lisviged to RS
(RS list) against the current trader IDs enabled otr#tbng system for all
eight of TSX Venture’s DMA providers. They examined ti® IRt for
completeness, accuracy, and timely update and distribution

BCSC staff found that TSX Venture’s controls over ctatgmess and
accuracy of the list were inadequate because:

* the RS list was incomplete, as five of the DMA ditmader IDs were
missing from the RS list and, for two DMA client tradBs, the name
of the DMA client was not disclose@lhe name of the DMA client is
important for effective market surveillance, as underdirrent ID
assignment system, a DMA client may have more thanm@ader 1D
with one or more members and/or POs.)

* the RS list was inaccurate as it included two tradertth@swere not
for a DMA client.

Further, the controls over timely update of the RSiiste inadequate
because:
* one DMA client trader ID was no longer used by a membethisutD
was still enabled on the trading system.
* onone occasion, RS informed TSX Market Services thdisi was
outdated as it was missing the DMA client listing fddMA provider.

Finally, BCSC staff was unable to test the contretsrdimely distribution of
the list and updates to RS, as TSX Venture was only alpieotade one
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example of this distribution process. TSX Venture ditinetain faxed copies
of RS lists.

Adequate controls over the accuracy, completenessjraaly update and
distribution of the RS list are critical to ensurettR& has the information
necessary to regulate the market activities of DMA tdiefficiently and
effectively.

Staff’'s recommendations

BCSC staff recommend that TSX Venture examines ifAzlient trader 1D
tracking and verification process for alternativesrdraascements that will
improve TSX Venture’s control over the accuracy, catgiess, and timely
update of the RS list.

Priority: High-Medium

Further, TSX Venture should retain evidence to demongtratet has
promptly sent the DMA client list and updates to RS.
Priority: Medium

(i) Annual verification of DMA client trader ID listing

Information from TSX Venture

TSX Venture informed BCSC staff that every year, iuldaequire each of
its members and POs to submit an updated list of DMA clidi8X Venture
verifies the accuracy and completeness of its reagdmst these lists. Once
completed, TSX Venture sends the verified list to RSxfarket surveillance
and enforcement purposes. TSX Venture will conductrgsdnnual review

in 2006.

Findings

BCSC staff did not examine the adequacy of the annudication process,
as the first annual verification would be completed det&8CSC'’s review
period.

Staff's recommendations
No action is necessary. BCSC staff will assesatigguacy of the annual
verification process in the next oversight review.

(imAnnual review of system interconnect agreements

Information from TSX Venture

TSX Venture informed BCSC staff that it requires eaciisahembers and
POs to submit their system interconnect agreement toedp@ Counsel of
Market Policy & Structure. The Legal Counsel reviewsateeement against
the requirements under Rule C.2.52%&ndard Form of Agreement for
compliance. The first round review of interconnect agrents will
commence in 2006.
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Findings

BCSC staff did not examine the adequacy of the annualWwefisystem
interconnect agreements as the first review would bepégied outside
BCSC's review period.

Staff's recommendations
No action is necessary. BCSC staff will assesatigguacy of the annual
review of system interconnect agreements in the nests@ght review.

(iv)Biennial system connectivity review

Information from TSX Venture

TSX Venture informed BCSC staff that it would subjecbélts members
and POs sponsoring DMA to a system connectivity reviel@east once every
two years. The review ensures the member’s or PO’srsysbntinues to
comply with the requirements of Rule C.2.5283tem Requirements and (4)
Additional Requirements.

Findings

During the review period, TSX Venture completed four biersyatem
connectivity reviews. BCSC staff examined all fourdite ensure the review
covered the applicable Exchange requirements, was conductpalified
individuals, and was adequately documented; and the deficsanere
properly identified and resolved in a timely manner.

BCSC staff found the reviews covered all the applicabldh&mxge
requirements. Qualified staff conducted the reviews.lr files had
evidence of the work performed, the supporting materialswed, and any
action items for the member or PO. However, BCSE f&tand in two of the
four files, it was unclear how a member’s responssfgatione of the
Exchange requirements under review. Further, in the dalwith an
identified deficiency, BCSC staff could not find any evickeon file of the
follow-up performed to ensure the member had addressed tbedef
properly and in a timely manner.

Staff’s recommendations

BCSC staff recommend that TSX Venture ensures thétas clearly and
consistently evidence how a member’s response dalsesrnot satisfy each
Exchange requirement reviewed. Further, for the defissndentified, the
file should evidence the resolution process, which include&kchange’s
acceptance of the member’s proposed action plan, timmstaken by the
member to resolve the deficiency, and the Exchange®wusian on whether
the deficiency has been satisfactorily addressed.

Priority: Low
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(v) Coordination with RS

Information from TSX Venture

The investigation and enforcement of potential breachBeviA rules is a
coordinated process between TSX Venture and RS. WheodpBds any
breaches of DMA rules, it advises and consults witX V&nture. RS
commences its investigation on the matter upon reoéip&X Venture’'s
approval. At the conclusion of its investigation, Roms its findings to TSX
Venture. TSX Venture then determines whether RS shagohtenforcement
actions on the matter. If RS disagrees with this deeisiSX Venture and RS
can jointly approach the BCSC for resolution of thaglisement.

During the review period, TSX Venture informed BCSC stadt there was
only one investigation of a potential breach of DMAerul

Findings

BCSC staff reviewed TSX Venture records of the casetess the
effectiveness and efficiency of its interaction wiB, and the appropriateness
of the resolution. The time from case inception toissae of RS’s report of

its findings was reasonable at approximately 12.7 weeks (8s)on

However, it then took approximately 15 weeks for TSX Vemntar
communicate their decision of no further action to R& delay was caused
by a miscommunication between RS and TSX Venture. T8Xe

informed BCSC staff that it made its actual decisiaorthhafter receipt of
RS’s report.

Further, TSX Venture’s case records were incompletteasase resolution
and the proposed follow-up action were not documentdakifile. In
addition, TSX Venture should have documented the folipvaction actually
performed.

BCSC staff also found TSX-V’s resolution of the casalequate. It
appropriately dealt with the DMA client but did not addrigEsmember’s
misapplication of the eligible client rules, and theguaisty that the member
may have other DMA clients that do not qualify as blgiclients.

Staff’'s recommendations

BCSC staff recommend that TSX Venture clearly comeates its decision
to RS regardless of whether any further action is reqdriosad them. Further,
BCSC staff recommend that TSX Venture retains cotaplecords of the case
resolution and any follow-up action proposed and performed.

BCSC staff also recommend that TSX Venture ensusdghb resolution

adequately addresses all key findings of the investigation.
Priority: High-Medium
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Clearing and Settlement
1. Introduction

CDS clears and settles all trades executed on TSX VeritbeeT SX Venture system
creates daily batch reports on orders and trade adiibyving the end of the day
processing, and electronically transmits them to CDi& TDS interface is highly
technical and there is very little interaction and damation with CDS except on an
automated basis.

Member firm brokerage account systems transmit thearos to CDS for automatic
reconciliation with CDS’s trade receipts from TSX Wae. If both sides of a particular
trade wish to cancel or change trade particulars, @DS obtain approval from TSX
Markets.

Settlement of trades is usually trade date plus three(@ay¥y and is handled exclusively
by CDS and its system. All of TSX Venture’s member sramd POs must be
participants of CDS. Settlement is not enforced by @BISss the buyer demands
delivery on or after T+3. If the seller does not delwghin the required period, CDS
looks to TSX Markets to execute a cash trade (overnidivedg for the buyer and will
cancel the original trade. Additional costs are chargeletseller who failed to deliver.
This is known as a buy-in. It is the only non-automagieatess in the coordination of
TSX Venture and CDS.

Buy-ins can result from a failed trade, failed settletad a loan of securities, or failed
delivery of securities from a reorganization of the issae allocation of securities, or
other similar obligations.

2. Purpose and scope

BCSC staff examined TSX Venture’s role in the buy-incess. The other aspects of
clearing and settlement are automated or are funabiib@®S. These are under the
oversight of the Ontario Securities Commission (QSC)

The purpose of this part of the oversight review was tibywe
» TSX Venture has rules that require its members and PRs/mappropriate
clearing and settlement arrangements in place (term #@ o€cognition order).
» compliance with the buy-in procedures and the requirggr@ntSX Venture’s
Policy Statement CR1Buy-1n Procedures.
» timeliness of the buy-in process.

BCSC staff corresponded with management and staff of G&Xip’s Office of the
General Counsel and TSX Markets to gain an understantithg buy-in process at TSX
Venture. Further, BCSC staff reviewed materials reladagtie TSX system interface with
CDS, theBuy-In Procedures Manual, the TSX Venture Exchange Rule Book, trade data
from March 1 to September 30, 2005 and for January 3 and 4, 2@Dbug-in records.
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3. Clearing and settlement arrangements

Information from TSX Venture

TSX Venture Rule C.3.02radesto be Cleared and Rule C.3.03rades to be Settled
Through Clearing Corporation, require members and POs to clear and settle thdedra
through the clearing corporation established by the Exehdtigle A.1.0IDD€finitions
identifies the clearing corporation as CDS.

Findings

Term 40 of the recognition order requires that TSX Ventare rules that require its
members and POs to have appropriate arrangements irf@ladearing and settlement.
TSX Venture’s rules adequately address this term.

Staff’s recommendations
No action is necessary.

4. Buy-in process
(a) Written procedures and requirements for the buy-in pocess

Information from TSX Venture
TSX Venture provided BCSC staff with a copy ofBigy-In Procedures Manual,
which documented its internal procedures.

Findings

BCSC staff reviewed TSX Venture’s Policy Statement CRO%In Procedures
found in theTSX Venture Exchange Rule Book and itsinternalBuy-In Procedures
Manual to ensure the procedures were current and adequate. BGSGustad

the procedures comprehensive but outdated in two areas. dd¢exlpres manual
still referred to an obsolete TSX buy-in form and tbguirement for the member
or PO to send the form to the Exchange. According to V8ure, members
and POs must send all buy-in forms to CDS.

Further, the procedures manual and Policy Statement CRA%ndatated that
TSX Venture required written cancellation of the buywrtice. However, TSX
Venture informed BCSC staff that only telephone requests accepted.

Staff's Recommendations

BCSC staff recommend that TSX Venture keeps its iatend external written
buy-in procedures and requirements current.

Priority: Low

39



(b) Timeliness and compliance with established procedas

Information from TSX Venture
TSX Venture provided BCSC staff with the trade data froard¥l 1 to
September 30, 2005, and from January 3 to 4, 2006.

Findings

From the TSX Venture trade data, BCSC staff randomgcsadl seven trade days
that had buy-in transactions. Further, BCSC staftsedetwo recent trade days.
They reviewed the resulting sample of buy-in traneastfor timely receipt and
posting of the buy-in lists, proper calculation of tly4n price, proper allocation
of the stocks between supplying brokers, and timely exatofithe buy-in
transactions on the trading engine.

(i) Buy-in price calculation:
The buy-in price calculation can be highly judgmental prohe to human
error. As such, BCSC staff tested the executed buy-epfor compliance
with the guidelines in TSX-V Policy Statement CRA%/-1n Procedures.

During the nine days selected, 33 stocks went through thenuypcess.
BCSC staff found that 31 out of 33 of the buy-in priceseacalculated in
compliance with established procedures and Policy Statedilb’s price
guidelines. The two exceptions were due to human error ardiffarence
was immaterial. Further, BCSC staff considers a 6%r eate as acceptable
for a manual process.

(if) Buy-in process:
BCSC staff selected two recent trade dates, Januany 8, &906. For each
day, BCSC staff requested correspondence and document®igidsx
Venture’s communications with CDS, and its buy-in pcwres. BCSC staff
reviewed for timely receipt and posting of the prelimirang final buy-in
lists from CDS; proper cut-off of the buy-in orderspyueteness of the buy-
in orders included for execution; proper allocation ofeh@among members
and POs (in accordance with established procedures);raaly aind accurate
execution of the buy-in transactions.

BCSC staff noted that on both trade days, the finalibuigt was received in
a timely manner and posted prior to the deadline, the 3qutraff was
observed for buy-in orders, and all buy-in orders thattheecut-off time
were included for execution. However, on one occasi$ caused the late
posting of the preliminary buy-in list. The delay resdlin an insignificant 8-
minute late posting of the list.

Over the course of the two recent trade dates, theseimaly and accurate
execution of the buy-ins.
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BCSC staff found the buy-in process adequate and timely.

Staff’s recommendations
No action is necessary.

Systems
1. Introduction

TSX Venture’s system includes components that support erdier, order routing, order
execution, data feeds, trade reporting and trade compaaisdmapacity and integrity
requirements.

The TSX and TSX Venture trading systems both operatetamated continuous
auction markets where buy and sell orders in listed s@suare queued and matched in
price-time priority sequence. Approved traders of TSX Ventnembers and POs enter
orders via trader PC workstations located at their brokédiage.

On December 10, 2001, the TSX Venture trading system migatad TSX trading
platform but operated independently from the TSX tradysgesn. Users access the
system through the Access Front End (AFE), and Messageng and Delivery System
(MRDS), which uses the STAMP to communicate with thddrworkstations at the
members and POs.

2. Purpose and scope

The purpose of this part of the oversight review was tiywemely notification to the
Commission of all material system failures and systhanges associated with TSX
Venture as required by term 33(c) of the recognition ordéMNdr21-101 (12.1)(c)
System Requirements.

The OSC is the lead regulator that oversees the T@Xtssystems. As TSX Venture
uses the systems operated by the TSX, BCSC staff diekaatine TSX Venture’s
system security, capacity, or sustainability.

BCSC staff corresponded with TSX Group’s Director offiowate Certification and
Audit and OSC’s Technology Advisor of Market Regulatioobtain background
materials, and to gain an understanding of processesafataiming security, capacity,
and sustainability of TSX Venture’s systems and thertgmgpprocess for material
system failures and changes. BCSC staff reviewedutemation Review Program
(ARP), the ARP Implementation at TSX, the Service Recovery Process, Independent
System Review (dated October 2004), and the quart&istem Reporting Procedure
reports(for the review period).
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3. Notification to the Commission of material system failureand changes

Information from TSX Venture

TSX Group informed BCSC staff that tA&P, the ARP Implementation at TSX, and its
Service Recovery Process documented the procedures for reporting material TSX
Venture system failures and changes to the Commission.

Findings

According to written procedures, TSX Group reports maltsgistem failures and
changes related to TSX Venture and TSX directly to th€. S X Group reports
material system outages, delays, and slowdowns througxt¢ketion reporting process,
which requires the initial notification to the OSC witltine hour of the material incident.
Further, TSX Group reports these events to the OSghrthe periodic reporting
process every quarter. TSX Group confirmed that it dichawé any reporting
procedures for the BCSC or ASC, and that the periodiatepere available to the
BCSC and ASC upon request.

For material system changes, TSX Group reports to thet@®Ggh the periodic
reporting process every quarter. These quarterly reports ealuglanned material
changes to production hardware, software, and conngctistems for the next 12
months, and all material changes applied to these sydtgrthe current reporting
period. Again, there were no reporting procedures for @8®or ASC.

During the review period, TSX Group only reported mateyisiesm failures and changes
to the OSC. As such, TSX Venture did not comply with Tand Condition 33(c) of the
recognition order, and NI 21-101(12.1)&jstem Requirements, which require prompt
notification to BCSC and ASC of material system faatiand changes.

Staff's recommendations

BCSC staff require to receive reports of material N&Xture system outages, delays,
slow downs, events, and changes, which are the saaresemilar to those given to the
OSC. BCSC staff do not expect TSX Group to isolate TSHte related items for
reporting purposes. However, for simplicity, the BCSC AS& will rely on the OSC'’s
judgment on optional reports.

Priority: Medium

Outsourcing of Regulatory Services

1. Introduction

On March 1, 2002, RS began providing certain regulatory g TSX Venture. RS’s
main function is to monitor, administer, investigaed enforce UMIR. RS also provides
several other services to TSX Venture according to Schedof its Regulation Services

Agreement with TSX Venture. RS acts as agent of TShtife when it provides these
services.
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2. Purpose and scope

The purpose of this part of the oversight review was tibywe
 TSX Venture’s annual assessment of RS’s regulatory peaface is adequate,
timely, conducted by qualified people, properly reported tBaard and the
Commission, and adequately followed-up. (term 11 of thegmition order)
» prior Commission approval of any other agreements to oidsaegulatory
functions other than those specified in the serviceemgeat with RS. (term 10 of
the recognition order)

BCSC staff corresponded with TSX Venture’s Directo€ompliance and Disclosure,
and TSX Group’s Director, Legal Counsel, Office of thex@al Counsel. BCSC staff
reviewed the amended and restdRegulation Services Agreement with RS, and the

2004 Report to the Boards of Directors of TSX Inc. and TSX Venture Exchange Inc. with
respect to Market Regulation Services Inc and related action plans or follow-up materials.

3. Oversight of regulatory services provided by RS
Information from TSX Venture

TSX Venture informed BCSC staff that staff from thdi€2f of the General Counsel
conducted the 2004 performance assessment of RS. Staffamted Exchange staff who
received or were otherwise knowledgeable about RS’s sertxassess RS'’s regulatory
performance and formulate recommendations for improwensaff also interviewed RS
staff, and reviewed applicable RS documents and reports.

Both Exchanges’ staff and senior management reviewed amchented on a draft

report. Staff revised the report to reflect these contsnamd presented the revised report
to the both Boards for review and comment. RS receivapg of the revised report for
its information. The final report reflecting commentsnfrthe Boards was then issued to
the Boards, RS, BCSC, ASC, and OSC. RS responded tegdbe’'s recommendations
by proposing certain action plans. The Exchanges coordimatie RS to implement the
action plans.

TSX Venture informed BCSC staff that there are no guidslior procedures in place for
this process. For evidence of the work performed, thectdreLegal Counsel, informed
BCSC staff that he keeps copies of his interview notesrendocuments reviewed in the
course of preparing the RS report.

Findings

TSX Venture complied with term 11 of the recognition odoleassessing RS’s
regulatory performance for 2004, and reporting the reantlsecommendations to the
Board and the BCSC. However, this process is neitmerdiized nor adequately
documented. During the oversight review, TSX Venture inbtlACSC staff that it will
start to formalize the process during the course of the g@6rmance assessment.
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Staff's recommendations

BCSC staff recommends that TSX Venture formalizesdmuiments the process by
which it monitors the ongoing performance of regulatorgfioms by RS. The process
should include the assessment methodology, staff reglires, file documentation
guidelines (on the nature and extent of evidence retainggaport the assessment),
reporting procedures, and tracking and follow-up procedures oouwstanding issues.
BCSC staff will examine the adequacy of this proceseamext oversight review.
Priority: Medium

4. Outsourcing of other regulatory functions

Information from TSX Venture

TSX Venture confirmed that as at November 3, 2005, onlpiR®8ided regulation
services on its behallf.

Findings

TSX Venture complied with term 10 of the recognition oy@es it did not outsource any
regulatory functions other than those specified in éneice agreement with RS.

Staff’s recommendations
No action is necessary.
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