Annex C

Summary of Comments and Responses
CSA Notice and Request for Comment

Proposed Amendments to National Instrument 51-102 Continuous Disclosure Obligations,
National Instrument 41-101 General Prospectus Requirements and National Instrument 52-110 Audit Committees

No. | Subject

Summarized Comment

Response

General Comments

1

General agreement with the
proposals

Four commenters are generally supportive of the proposals.

One commenter wanted to thank the CSA for its efforts to help junior
companies provide more relevant and simplified disclosure.

One commenter indicated that they are supportive of the CSA’s efforts
to tailor and, as applicable, streamline requirements for venture issuers
in the areas of continuous disclosure, corporate governance and
prospectus offerings. The CSA’s historic and continuing distinction of
venture issuers from non-venture issuers is an important factor in
supporting Canada’s public venture capital market and facilitating the
ability of early stage enterprises to access the Canadian public markets
in a cost effective manner while also ensuring that such issuers
provide adequate disclosure to the public and comply with specified
corporate governance practices. These proposals appear to be a
positive step in terms of further recognizing and distinguishing the
disclosure and corporate governance considerations applicable to
venture issuers as compared to non-venture issuers.

One commenter is supportive of the proposed amendments as they are
meant to help venture issuers focus on the disclosures that reflect
investor needs and eliminate disclosures that may be less valuable to
investors while also streamlining the disclosure requirements and
enhancing governance requirements in a cost efficient manner.

We acknowledge the comments.
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Venture issuers are significant value and job creators in the Canadian
economy. It is important that these organizations operate in a reporting
and regulatory environment that is both attractive and protective of
investors’ interests. Accordingly, the commenter welcomes the
proposed amendments.

One commenter supports these steps being taken by the CSA that help
venture issuers manage their reporting requirements on a cost effective
basis while maintaining appropriate disclosure.

One commenter is very pleased that the Commissions are collectively
looking at ways of reducing the high fixed costs issuers are faced with
every time they attempt to reduce their cost of capital by going public
or by attempting to raise equity through the public markets. The
commenter is supportive of the Commissions’ efforts of balancing
appropriate disclosure to incoming shareholders with the cost
reduction of preparing such disclosure and would be supportive of
such cost reduction measures going forward. They believe the success
of the public markets in Canada will be dependent on controlling costs
of being public as there seems to be an endless supply of private
equity capital and foreign capital available to Canadian based resource
companies.

General disagreement with the
proposals

Five commenters generally disagree with the proposals.

One commenter indicated that while they support the change from the
original proposal, which would have placed all the venture issuer
continuous disclosure obligations in an entirely separate regulatory
instrument, the commenter remains concerned about placing too high
a distinction on the nature of the issuer with respect to continuous
disclosure requirements. While the commenter appreciates the time
and costs involved in maintaining robust disclosure and the resulting

We thank the commenters for their
input. In our view, the amendments
are appropriately tailored to venture
issuers and the venture issuer
context within the Canadian
marketplace.

We think the amendments strike an
appropriate balance between an
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impact on the ability of small issuers to access the public markets, the
commenter does not believe that those considerations should outweigh
the benefits to investor protection that arise through fulsome
disclosure. As a result, the commenter believes that venture issuers
should be required to provide the same level of disclosure as other
issuers.

One of the standards contained in the CFA Institute’s Code of Ethics
and Standards of Professional Conduct requires members to exercise
diligence in analyzing investments, and to have a reasonable and
adequate basis, supported by appropriate research, for any investment
recommendation. A disclosure regime for venture issuers which
results in less public information being available than what is available
for more senior public issuers could, in some cases, result in
insufficient information for the necessary due diligence analysis.

One commenter stated that in order for investors to make fully
informed investment decisions, issuers must disclose information in a
consistent fashion. If, after a market review and consultation, it is
determined that certain information is not useful to investors, it may
be preferable to change the disclosure requirements for all issuers such
that the disclosure is more meaningful for all parties. Investors may
not appreciate the subtleties in financial performance or condition of
different companies whether or not in the same industry and assess
results and risks properly if the same level of detail is not required to
be provided by all issuers.

Although one commenter was generally supportive of regulatory
changes that streamline disclosure requirements and reduce expenses
for venture issuers, provided that investors remain adequately
protected, the commenter remains concerned that some of the
provisions outlined in the proposed amendments will unduly

investor’s need for disclosure and
the venture issuer’s need for a
streamlined and efficient disclosure
system.

We do not believe we are
eliminating information that is
valuable to investors. We are
tailoring the disclosure so that it is
more appropriate for venture issuers
and their investors.

With respect to the comment that it
is preferable to change the
disclosure requirements for all
issuers, we note that the current
regime already differentiates
between venture issuers and non-
venture issuers. One of the reasons
we began this project is because we
heard from market participants
about the need for a streamlined and
tailored disclosure regime for
venture issuer disclosure. We also
note that making changes to the
disclosure requirements for non-
venture issuers is outside the scope
of this project.

With respect to the comment that
these amendments may incentivize
an issuer to list on the TSX-V, we
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compromise disclosure and governance standards. It is unclear that the
regime proposed will result in a less complex, streamlined system that
is more manageable for venture issuers.

One commenter noted that listing on an exchange in Canada is a
privilege and not a right: there must be appropriate protections for
investors in those companies that have the imprimatur bestowed by a
listing. The commenter believes that the proposed amendments overall
will result in less protection for investors and have the potential to
adversely affect the reputation of the Canadian capital markets among
international investors. In the commenter’s view, smaller companies
are not in less need of robust governance practices and the risk to
investors of the lack thereof does not diminish with the smaller size of
the company. The existing regime already recognizes some of

the unique aspects of venture issuers through less stringent governance
disclosure requirements for them. The proposed amendments also
eliminate information that is valuable to investors. The adoption of the
proposed amendments also may have the unintended consequence of
incentivizing issuers to list on the TSX-V rather than the TSX solely
for the purpose of limiting their disclosure and governance
obligations.

One commenter believes that the potential negative consequences of
reducing the governance and executive compensation disclosure
requirements outweigh the possible benefits to venture issuers of
further streamlining and simplifying their compliance. Given that the
majority of the publicly listed companies in Canada are TSX V-
issuers, with these proposals the CSA risks creating the perception
among international investors that Canada's governance standards as a
whole are lax. It also may create an incentive for issuers to list (or
continue to be listed) on the TSX-V even if they are eligible to be
listed on the TSX, simply to avoid the TSX's more stringent

believe issuers make a business
decision to list on the exchange that
is best suited to their business and
their level of development rather
than the applicable disclosure
regime.

We do not believe these changes
will adversely affect the reputation
of the markets in Canada. Although
these amendments may result in less
disclosure in certain circumstances,
we believe the disclosure will be
better for investors because it will
be more focused and tailored to the
venture issuer context.

We do not agree that the
amendments are diminishing the
governance regime. In fact, we are
increasing the governance standards
for venture issuers by adding an
audit committee independence
requirement.

In our view, there is no basis to
suggest a correlation between
streamlined and tailored disclosure
and fraud.
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governance and disclosure regime.

One commenter believes it is important that there be a robust
disclosure and governance regime for venture issuers because:

e there is a heightened risk of fraud among venture issuers;

e there are economic limitations on the ability of investors to
obtain a remedy against venture issuers, which means that
there is a need for more robust public regulation; and

o fraud among venture issuers is likely to have a greater impact
on retail investors, who are proportionately more likely to
invest in venture issuers.

Other than the proposed requirement for venture issuer’s audit
committees to have a majority of independent members (which the
commenter supports), the commenter does not support the proposed
amendments and urges the CSA to abandon them. Venture issuers
already have the benefit of significant exemptions from disclosure and
governance obligations under Canadian securities rules, and any
further relaxation of the rules for venture issuers would need to be
based on a compelling justification. While the current proposed
amendments are not as extensive as the amendments proposed in
National Instrument 51-103, the commenter sees no compelling
justification for the current proposed amendments.

One commenter is supportive of the objective of tailoring and
streamlining disclosure and governance requirements for venture
issuers and increasing guidance to simplify compliance and reduce
costs to venture issuers. They also support efforts to improve
disclosure to reflect the needs and expectations of venture issuer
investors. However, the commenter is of the view reducing the
disclosure and governance standards applicable to venture issuers is
not an appropriate method to achieve the stated goals.
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One commenter suggested that a reduction of the existing level of
disclosure would result in informational gaps for investors and would
increase the risks of investing in an already risky venture market. This
Is not a responsible course of action for regulators who have a
mandate to protect investors nor would it improve confidence in the
venture capital market. Regulators and the exchange have worked hard
to improve the reputation of the venture exchange since the days of the
Vancouver stock exchange.

The commenter suggests that there are other alternatives available
which would reduce compliance costs while at the same time
clarifying obligations and thereby increase compliance with the
existing rules. These alternatives should be explored in lieu of the
Proposed Amendments.

Lack of retail investor
consultation

One commenter does not understand how the Proposed Amendments,
which are purportedly aimed at improving investor usefulness and
reflective of the needs of venture issuer investors, can be introduced in
the absence of retail investor consultation. The Proposed Amendments
refer to a venture issuer investor survey conducted in 2011. However,
that survey was limited to consultation with nine investors consisting
of three portfolio managers, two investment advisors, and one each of
an institutional advisor, underwriter/dealer, research analyst and
investment banker. Whilst these individuals can be considered
investors, the commenter believes that a survey conducted with a
representative sample of investors is necessary in order to obtain
information about their needs and expectations. Significant changes to
disclosure requirements should not be introduced prior to such retail
investor consultation.

We thank the commenter for their
input.

During the course of this project,
CSA members conducted
consultations in numerous
jurisdictions and conducted a cost-
benefit analysis. We have also
published for public comment on
four occasions. We therefore
believe that there has been an
opportunity for retail investors to
comment on these proposals.




improve compliance with existing continuous disclosure requirements
of reporting issuers. CSA Staff Notice 51-341 Continuous Disclosure
Review Program Activities for the fiscal year ended March 31, 2014
found that 76% of those subject to a full review or an issue-oriented
review were deficient and required improvements to their disclosure
(or resulted in the issuer being referred to enforcement, ceased traded
or placed on the default list). Education and guidance (among other
measures) to improve required disclosure would clearly be of benefit
to investors and issuers. This should be the immediate priority.

No. | Subject Summarized Comment Response

4 Venture issuer manual One commenter stated that, if a principal goal of the initiative is to We thank the commenter for their
clarify current obligations for venture issuers, it would arguably be input. However, the key goal of the
more efficient and less resource-intensive to assemble a manual amendments is to tailor continuous
covering all venture issuer regulatory requirements rather than incur disclosure and prospectus
the cost (both in terms of time and resources on the part of both requirements in the venture issuer
regulators and stakeholders) of the rule-making process. The Proposed | context. A venture issuer manual
Amendments do not create a single instrument where all of the rules alone would not meet this goal.
applicable to venture issuers can be found. Given that venture issuers
will still have to comply with other national instruments and securities
laws in the applicable provincial acts, the commenter does not believe
that the goal of clarifying obligations and thereby reducing compliance
costs will be achieved through the CSA’s current proposals. Providing
a comprehensive manual which would explain all current requirements
would be preferable.

5 Improve compliance One commenter believes resources should be focused on measures to | We thank the commenter for their

input. Since the introduction of NI
51-102, the CSA has had a
continuous disclosure review
program in place. CSA jurisdictions
use various tools to select reporting
issuers who are most likely to have
deficiencies in their disclosure
record. As a result, the 76% of
companies reviewed who required
improvements in their disclosure is
unlikely to be representative of the
entire population. We also note that,
in general, the resources allocated
to policy projects have no impact on
the resources allocated to our
continuous disclosure review
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programs.

Education and guidance are also
conducted by CSA staff under the
continuous disclosure (CD) review
program discussed in CSA Staff
Notice 51-312.

Benchmarking to other
jurisdictions

One commenter is of the view that benchmarking the type and level of
disclosure provided in other jurisdictions would be worthwhile. They
disagree with the position taken by the CSA that benchmarking to
other jurisdictions such as Australia, the United Kingdom, Hong Kong
or the United States is not appropriate. The commenter urges the CSA
to explain its statement that “The venture market in Canada is unique
and is not directly comparable to most other markets.”” They believe
that benchmarking to other jurisdictions is an appropriate part of the
policy-making process and should be undertaken for this initiative.
Any significant differences warranting a different approach can be
noted in the exercise.

We thank the commenter for their
input. We did not think a full
benchmarking exercise was
appropriate because of the unique
nature of the Canadian venture
market.

We think the Canadian venture

market is unique because there are a

large number of issuers who, as

compared to issuers in other

jurisdictions, are more likely to:

e have retail investors with small
positions

e Dbe controlled by founders and
management

e have limited analyst coverage

e have limited financial resources

¢ have no immediate prospects of
generating significant revenue

In general, our policy making is
informed by looking at the
requirements in other jurisdictions
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to the extent appropriate having
regard to the uniqueness of the
Canadian market.

Question 1a: Quarterly highlights — Do you agree that we have chosen the correct way to differentiate between venture issuers?

7

Yes

Two commenters agree that we have chosen the correct way to
differentiate between venture issuers.

One commenter suggested that the significant revenue test is a
reasonable one.

One commenter was pleased that the proposed amendments continue
to have quarterly reporting obligations for venture issuers and does not
disagree with the proposal that venture issuers without significant
revenue be able to file streamlined “quarterly highlights” in each of
the first three quarters. The commenter believes that the quarterly
highlights should be certified by management.

We thank the commenters for their
input. However, we have decided
that all venture issuers should have
the option of providing quarterly
highlights disclosure. The main
purpose of these amendments is to
tailor and streamline venture issuer
regulation. After considering the
comments received, we found that
drawing a line to separate venture
issuers for the purpose of quarterly
highlights would not serve the
purpose of streamlining venture
issuer regulation. We think a
simpler regime in which venture
issuers are not sub-divided is
preferable.

In this regard, venture issuers may
be in a better position to understand
the needs of their investors. We
believe that the option to use
quarterly highlights will likely
satisfy the needs of investors in
smaller venture issuers. However,
investors in larger venture issuers,
including those with significant
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revenue, may want need full interim
MD&A to make informed
investment decisions. Issuers will
likely take the needs of their
investors into consideration when
determining whether to provide
quarterly highlights or full interim
MD&A.

For venture issuers that choose the
option to provide quarterly
highlights, the quarterly highlights
disclosure is their interim MD&A.
This means, for instance, that the
certification requirements in
National Instrument 52-109
Certification of Disclosure in
Issuers’ Annual and Interim Filings
that apply to interim MD&A will
apply to the quarterly highlights
disclosure.

No

Two commenters did not agree that we have chosen the correct way to
differentiate between venture issuers.

One commenter noted that the distinction as to who has access to the
exemption should be made on the basis of significant revenue from
ongoing operations; occasional or one off revenue should be excluded
from consideration. Those with significant ongoing revenue should be
required to provide more fulsome disclosure as per the current
requirements. A clear definition of which constitutes “significant
revenue” needs to be provided — is it relative to market capitalization,

We thank the commenters for their
input. However, we have decided
that all venture issuers should have
the option to provide quarterly
highlights disclosure.
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is it an absolute dollar amount?

One commenter does not agree with the use of significant revenue as
the only metric to differentiate between venture issuers. A venture
issuer could have significant capital expenditures or research and
development costs but have no revenue — each of these venture issuers
should be complying with the existing interim MD&A disclosure
requirements.

Need for guidance/definition
for significant revenue test

Five commenters believe that there needs to be additional guidance or
a definition for the significant revenue test.

Although one commenter wanted all venture issuers to be able to use
quarterly highlights, it recommends that if the CSA determines that it
Is necessary to differentiate between venture issuers for MD&A
purposes based on a significant revenue threshold, NI 51-102 (or its
Companion Policy) should include specific guidance as to what should
be considered “significant revenue” for these purposes.

One commenter thought that guidance should be provided with respect
to the term “significant revenue” such that only the smallest issuers
would be exempt from full MD&A requirements (and the
determination of significant revenue would be less subjective).

One commenter noted that there is no definition or guidance in the
rules with respect to the meaning of “significant revenue”. The
commenter notes that the term already appears in National Instrument
51-102, but it currently serves to expand the disclosure obligations of
venture issuers, not to limit those obligations as under the current
proposals. It is not appropriate to leave this entirely to the discretion of
ISsuers.

We thank the commenters for their
input. However, we have decided
that all venture issuers should have
the option to provide quarterly
highlights disclosure.
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One commenter believes that more guidance should be provided on
what constitutes significant revenue. Metrics used to differentiate
venture issuers should include significant capital expenditures and
research & development costs to determine which issuers would be
permitted to do the quarterly highlights instead of the MD&A.

One commenter indicated that, in theory, they agree with
differentiating between venture issuers; however, while revenues may
be a key differentiator, they believe that other key measures should
also be considered, such as market capitalization, total assets, or total
expenditures. For example, for resource issuers, a more appropriate
measure might be exploration expenditures or capitalized
expenditures.

Also, the commenter believes that the key measure or measures
selected should be clearly defined — for example, what constitutes
“significant revenue”.

The commenter further believes that the test should not be performed
only once per year, as events such as commencement of revenue
generation activities, a significant acquisition, or cessation of revenue
generating activities should be taken into account to ensure that
investors are being provided with relevant and useful information
during the year. Accordingly, the test should be performed on a
quarterly basis.

Question 1b: Quarterly highlights — Should all venture issuers be permitted to provide quarterly highlights disclosure?

10 Yes One commenter thinks all venture issuers should be permitted to We acknowledge the comments.
provide quarterly highlights disclosure.

The commenter was supportive of the quarterly highlights proposal
but thought that the use of quarterly highlights should not be limited to
only those venture issuers without significant revenue. All venture
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issuers (with or without significant revenues) should be permitted to
provide quarterly highlights disclosure in lieu of the full MD&A
disclosure currently required by Form 51-102F1.

Allowing venture issuers with significant revenues to provide
quarterly highlights disclosure in lieu of the full MD&A disclosure
should not present any material disclosure concerns for the market
given that the quarterly highlights are required to discuss all matters
that have materially affected a company’s operations and liquidity in
the quarter (or are reasonably likely to have a material effect going
forward). Correspondingly, irrespective of whether or not the venture
Issuer is revenue generating, the quarterly highlights would require a
summary discussion of the information pertinent to the issuer’s
operations and liquidity.

11

No

Four commenters do not think that all venture issuers should be
permitted to provide quarterly highlights disclosure.

One commenter noted that in the very early stages of a venture
issuer’s existence post-1PO, it is particularly important for investors to
become comfortable with the issuer’s continuous disclosure record.
Investors should be given an opportunity to determine whether or not
the issuer is expending cash in the manner it disclosed in its IPO
prospectus, and thus in the streamlined document the CSA should
require robust disclosure with respect to capital expenditures in each
quarter. While arguably issuers would have to discuss material
changes in expenditures, the Companion Policy should clarify this
expectation.

One commenter does not think that venture issuers with significant
revenue should be permitted to provide quarterly highlights disclosure.

We thank the commenters for their
input. However, we have decided
that all venture issuers should have
the option of providing quarterly
highlights disclosure.
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Given there are some larger public companies on the venture
exchange, one commenter does not think that all venture issuers
should be permitted to provide the quarterly highlights disclosure. The
commenter believes that only the venture issuers that meet the criteria
outlined should be allowed to do the interim highlights disclosure.

One commenter indicated that the information requirements of
MD&A provide a useful format for presenting information to investors
and shareholders, disclosures that are familiar to these parties. While
quarterly highlights may be useful for smaller pre-revenue venture
companies, many venture issuers have revenues and the current
MD&A disclosures provide useful information for shareholders and
investors.

Question 2: Executive compensation —

What is the most appropriate deadline applicable to venture issuers for filing executive compensation
disclosure: 140 days, 180 days or some later date? Please explain.

12 140 days One commenter thinks that 140 days is an adequate deadline for filing | We thank the commenter for their
and since the audited financial statements are due within 120 days of input. However, we have decided to
year end, venture issuers should have all the information necessary in | proceed with a filing deadline of
order to file within 140 days. This also provides timely information to | 180 days. We think this is a
shareholders and potential investors. reasonable deadline considering

venture issuers will know this
information at the time of filing
their annual financial statements.

13 180 days Two commenters think that 180 days is the most appropriate deadline | We acknowledge the comments.

for venture issuers to file executive compensation disclosure.

One commenter considered a deadline to file annual executive
compensation disclosure of 180 days from the financial year end to be
reasonable. This should provide issuers with sufficient time to
complete the required disclosure while also ensuring that the
disclosure is provided to the public within a reasonable period of time
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following the issuer’s financial year end.

The commenter noted that it is not uncommon for venture issuers to
hold their annual general meetings later in their financial year and, as
such, it is routine for such issuers to complete their required executive
compensation disclosure subsequent to 180 days from their financial
year end. Correspondingly, the imposition of a specified deadline for
filing executive compensation disclosure would necessitate a change
to the disclosure practices of such issuer. The CSA should take this
into consideration when assessing the impact and appropriateness of a
specified deadline for filing executive compensation disclosure.

One commenter recommends 180 days as the most appropriate
deadline to align the financial reporting deadlines with the executive
compensation disclosures. If an earlier deadline of 140 days was used,
venture issuers may have to file the same information twice, which is
not a value-added activity and increases the chances of error.

14

No deadline

Four commenters do not agree that there should be a deadline for
filing executive compensation disclosure — it should only be required
in the information circular.

One commenter noted that the introduction of a timing requirement on
the management information circular would put an implicit control
over the timing of the commenter’s annual general meeting as the
information circular and notice of meeting are distributed together.
This would introduce inconsistency with the BVI Business Companies
Act the commenter’s company is incorporated under (and,
incidentally, the UK Companies Act), and also the company’s articles
of association. The commenter notes that the timings typically put
them within the proposed 140 day limit in any case but that this
additional timing requirement is unnecessarily burdensome.

We thank the commenters for their
input. However, we have decided to
proceed with a filing deadline of
180 days. We think this is a
reasonable deadline considering
venture issuers will know this
information at the time of filing
their annual financial statements.
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It would be normal amongst FTSE and AIM companies in the UK to
incorporate the majority of the relevant disclosures within their annual
report, which is an approach the commenter is keen to see adopted
provided repetition is not required when publishing the notice of
general meeting.

One commenter noted that all issuers should only be required to make
one filing per year and it should relate to the requirements for an
information circular. Having potentially two reporting events is
unnecessary and onerous. No matter what, shareholders would be
provided the requisite information annually anyway. The commenter
sees no benefit in adding a second reporting trigger and it would just
add confusion.

One commenter thought that the executive compensation disclosure
for ventures issuers should only be required to be included in the
information circular for the company’s AGM, and there is no need to
be within 180 days of year end. As related party disclosure is included
in quarterly reports and predominantly consists of stock option grants,
once a year disclosure is sufficient.

To avoid duplication of disclosure obligations, one commenter would
support a proposal to only require executive compensation disclosure
in the information circular notwithstanding when an annual

general meeting needs to be held.

Question 3: BARs — Do you think a prospectus should always include BAR-level disclosure about a proposed acquisition if it is significant in
the 40% to 100% range, and any proceeds of the prospectus offering will be used to finance the proposed acquisition?

15

Yes

Six commenters think a prospectus should always include BAR-level
disclosure about a propose acquisition in this situation.

We thank the commenters for their
input. While we acknowledge the
benefits of including BAR-level
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One commenter supports inclusion of a business acquisition report if
the transaction is material and prospectus funds are being utilized to
complete the transaction — new investors should have access to
prospectus-level information on the business being acquired in order
to make an informed investment decision.

One commenter is of the view that inexperienced investors may
purchase venture issuer securities to speculate in larger investment
returns, and such investors are vulnerable to losses as a result of
reduced disclosure requirements. For example, the commenter
believes that the business acquisition report requirements should not
be amended in the manner proposed. Investors should receive
financial statements with respect to a proposed acquisition, both in a
prospectus and in continuous disclosure materials where proceeds are
being used to finance a proposed acquisition that is significant in the
40% to 100% range in order to make a knowledgeable investment
decision.

One commenter believes that in the event of a significant business
acquisition in the 40% to 100% range financial statements are always
useful because they provide certain asset specific information

within the notes sections that would otherwise be unavailable post-
merger/amalgamation. Given the value of the financial statements, the
commenter considers the proposed increase of the threshold from 40%
to 100% of market capitalization of the issuer too high, as it would
result in disclosure only within a limited set of circumstances. The
commenter believes that a prospectus should always include business
acquisition reporting - level disclosure requirements about significant
business acquisition in the 40% to 100% range.

One commenter is of the view that BAR-level disclosure should
always be included. Because the commenter does not believe that the

disclosure in a prospectus in certain
circumstances, we think that
harmonization between the
prospectus and continuous
disclosure requirements is also
important. Given the limited
number of historical instances
where BAR-level disclosure in a
prospectus was required for a
venture issuer making an
acquisition at 40% to 100%
significance, we think that the
benefits of harmonization between
the prospectus and continuous
disclosure requirements outweigh
the benefits of a requirement to
include BAR-level disclosure about
a proposed acquisition in this
situation.
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BAR threshold should be raised from 40% to 100%, however, the
commenter believes the problem is better avoided by retaining the
current 40% threshold.

One commenter felt that BAR level disclosure should always be
provided in the 40% to 100% level, as this provides shareholders and
potential investors with a means to assess the financial impact of a
proposed or completed acquisition. Increasing the threshold from 40%
to 100% is too large an increment as many venture issuers could
double in size, while providing shareholders and investors with no
information to assess the impact of the acquisition. While the
commenter agrees that the proposed changes would streamline and
reduce costs and time for venture issuers, they feel that investors
would be at a disadvantage absent this financial information, while
insiders would have a clearer picture of the potential impact of
acquisitions, which would not provide a level playing field. This is
particularly important to new investors if the proceeds are to be used
to finance an acquisition (i.e. using the new investor’s funds). BAR
level disclosure provides an easy-to-interpret numerical snap-shot of
the impact of an acquisition, which investors can evaluate before
making an investment decision.

16

No

One commenter suggested that if the essence of the transaction is
disclosed, through satisfying the requirement for full, true and plain
disclosure, then BAR disclosure would not always be required.

We acknowledge the comments.

Question 4: BARs — Do you think that

signif

icant in the 40% to 100% range,

an information circular should always include BAR-level disclosure about a proposed acquisition if it is

and the matter to be voted on is the proposed acquisition?

17

Yes

Five commenters think that an information circular should always
include BAR-level disclosure about a proposed acquisition in this type
of situation.

We thank the commenters for their
input. While we acknowledge the
benefits of including BAR-level
disclosure in an information circular




19

No. | Subject

Summarized Comment

Response

One commenter indicated that shareholders should have access to
BAR level disclosure to evaluate the financial impact of an acquisition
on their company, prior to voting.

in certain circumstances, we think
that harmonization between the
information circular and continuous
disclosure requirements is also
important. Given the limited
number of historical instances
where BAR-level disclosure in an
information circular was required
for a venture issuer making an
acquisition at 40% to 100%
significance, we think that the
benefits of harmonization between
the information circular and
continuous disclosure requirements
outweigh the benefits of a
requirement to include BAR-level
disclosure about a proposed
acquisition in this situation.

18 No

One commenter suggested that if the essence of the transaction is
disclosed, through satisfying the requirement for full, true and plain
disclosure, then BAR disclosure would not always be required.

We acknowledge the comment.

Question 5: BARs — Do you think we should require BAR-level disclosure in a prospectus where financing has been provided (by a vendor or
third party) in respect of a recently completed acquisition significant in the 40% to 100% range, and any proceeds of the offering are allocated

to the repayment of the financing?

19 Yes

Three commenters think we should require BAR-level disclosure in a
prospectus where financing has been provided in this type of situation.

One commenter suggested that the vendor or third party should be
knowledgeable enough to perform their own due diligence prior to
financing an acquisition. The new investors who will be participating
in the prospectus financing will not have had the benefit of the due

We thank the commenters for their
input. While we acknowledge the
benefits of including BAR-level
disclosure in a prospectus in certain
circumstances, we think that
harmonization between the
prospectus and continuous
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diligence process and so should be provided BAR level disclosure in
order to be able to assess the financial impact of the acquisition.

disclosure requirements is also
important. Given the limited
number of historical instances
where BAR-level disclosure in a
prospectus was required for a
venture issuer making an
acquisition at 40% to 100%
significance, we think that the
benefits of harmonization between
the prospectus and continuous
disclosure requirements outweigh
the benefits of a requirement to
include BAR-level disclosure about
a proposed acquisition in this
situation.

20

No

Two commenters do not think BAR-level disclosure should be
required in this type of situation.

One commenter does not think this disclosure is required in the
situation of vendor financing since there are no new investors needing
to make an investment decision.

One commenter suggested that if the essence of the transaction is
disclosed, through satisfying the requirement for full, true and plain
disclosure, then BAR disclosure would not always be required.

We acknowledge the comments.

Question 6: BARs — If we were to require BAR-level disclosure in the situations outlined in questions 3, 4 and 5, the significance threshold for

Prosp

ectus and information circular d

isclosure will not be harmonized with the threshold for continuous di

sclosure. Is this a problem?

21

Yes

Two commenters think this may be a problem.

One commenter believes that the significance thresholds should be the
same. The continuous disclosure rules are complex and having

We acknowledge the comments.
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different significance thresholds will further complicate matters. This
additional complexity is incongruent with the CSA’s objective of
making the filing process easier and less costly for venture issuers.

One commenter is of the view that there will be a logical
inconsistency in the two disclosure regimes - the appropriate response
is to not change the threshold in the continuous disclosure regime from
40% to 100%.

22

No

Two commenters do not think disharmonization is a problem.

One commenter is supportive of the CSA’s proposal to increase the
significance threshold for BARs from 40% to 100% for venture
issuers (thereby reducing the instances where BARs are required).

The commenter, however, does not object to the significance threshold
for prospectus and information circular disclosure remaining at 40% in
the circumstances described in questions 3, 4 and 5 above and
therefore not being harmonized with the threshold for continuous
disclosure.

On a related note and of specific relevance to the commenter are the
financial statement requirements applicable to a private issuer (a
“Privco” that indirectly lists on the TSX Venture Exchange by way of
a reverse takeover, change of business or qualifying transaction (as
such terms are defined in the TSX Venture Exchange’s Corporate
Financial Manual) with an existing exchange-listed issuer (a “Pubco”).
The commenter considers it necessary for the applicable disclosure
document filed in connection with such listing transactions (whether a
prospectus, information circular or filing statement) to contain the
financial statements of the Privco that would be required in an initial
public offering prospectus for the Privco (if it were to file one). Given
that it is possible for such indirect listing transactions to fall below the

We thank the commenters for their
input. We continue to believe the
significance thresholds should be
harmonized between continuous
disclosure and prospectus and
information circular situations. We
believe disharmonized thresholds
could cause confusion in the market
and could result in issuers
restructuring their affairs in order to
avoid providing BAR-level
disclosure.

Currently, under securities
legislation, the requirement to
provide prospectus-level disclosure
for a private company in a situation
such as an indirect listing is
generally tied to the requirement to
prepare and file a Form 51-102F5
Information Circular. The
provisions of that form generally
require prospectus-level disclosure
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100% significance threshold or not otherwise constitute a restructuring
transaction (as defined in NI 51-102) for the Pubco (and therefore not
trigger financial statement requirements for the Privco), the
commenter is concerned that if the CSA increases the significance
threshold for prospectus disclosure from 40% to 100% there may be a
material discrepancy between the financial statements requirements
applicable to Privco in a direct listing scenario as compared to an
indirect listing scenario. Specifically, the Privco could potentially be
in compliance with the prospectus-level disclosure requirement in both
circumstances despite not having to provide financial statements in the
latter. Within the context of Privco’s indirectly listing on the TSX
Venture Exchange, this discrepancy would be mitigated by the
Exchange’s prescribed financial statement requirements for reverse
takeovers, change of business and qualifying transactions, however, in
the absence of these exchange requirements, an increase in the
significance threshold for prospectus disclosure from 40% to 100%
may result in situations where a Privco can indirectly become a
reporting issuer without having to provide any financial statements.

of each entity whose securities are
being changed, exchanged, issued
or distributed. In our view, raising
the BAR threshold will not affect
the requirement to provide
prospectus-level disclosure in an
information circular in the indirect
listing scenarios outlined by the
commenter.

The CSA is unable to comment on
the comparable requirements under
the TSX Venture Exchange’s
Corporate Finance Manual.
Moreover, the Amendments do not
change the requirements under the
TSX Venture Exchange’s Corporate
Finance Manual.

Question 7: BARs — If we do not requi

re BAR-level disclosure in the situations outlined above in questions 3, 4, and 5, do you think an
investor will be able to make an informed investment or voting decision?

23 Yes One commenter suggested that if the essence of the transaction is We acknowledge the comments.
disclosed through satisfying the requirements for full, true and plain
disclosure, then an investor should have sufficient information on
which to make an informed investment or voting decision.

24 No Two commenters think an investor will not be able to make an We thank the commenters for their

informed investment or voting decision.

One commenter does not believe that investors will be able to make a
sufficiently informed investment or voting decision if BAR-level
disclosure is not required in the prospectus and information circular
situations referred to above.

input. We continue to be of the
view that 100% is an appropriate
threshold for requiring financial
statements in respect of the acquired
business. In our view, for venture
issuers, the costs of preparing those
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One commenter responded “no”. Absent BAR level disclosure in the
40% to 100% significance range, the commenter believes that
investors will not have sufficient information to be able to make an
informed investment decision. BAR level disclosure provides
information about the impact of an acquisition or proposed acquisition
that stakeholders find very useful when making investment decisions.
Specifically, pro forma financial statements included in a BAR
provide a numerical portrayal of an acquisition or proposed acquisition
that is unlikely to be fully captured in a narrative discussion as
required by the prospectus rules requiring full, true, and plain
disclosure.

financial statements are more
appropriately balanced with the
benefits of having that financial
disclosure when the reporting
threshold is at the 100% level,
regardless of whether it is
continuous disclosure, prospectus
disclosure or information circular
disclosure.

Question 8: Audit committees — Do you think we should provide exceptions from our proposed audit comm
re issuers similar to the exceptions in section 3.2 to 3.9 of NI 52-1107? If so, which exceptions do you th

ventu

ittee composition requirements for
ink are appropriate?

25

Yes

Three commenters think we should provide exceptions from our
proposed audit committee composition requirements.

One commenter indicated that the possible exceptions as per NI 52-
110 section 3.2-3.9 make sense.

Although one commenter did not think it was necessary to provide all
of the same exceptions, they noted that it would appear reasonable for
the exceptions set forth in sections 3.4 (events outside control of
member) and 3.5 (death, disability or resignation of a member) to
apply to venture issuers (whether in their current form or in a modified
form specific to venture issuers).

One commenter believes that all these exceptions should be allowed
for venture issuers.

We thank the commenters for their
input. We have now included
exceptions for events outside the
control of the member (subsection
6.1.1(4) of NI 52-110) and for
death, disability or resignation of a
member (subsection 6.1.1(5) of NI
52-110).
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26

No

Two commenters do not think we should provide exceptions from the

audit composition requirements.

One commenter would recommend that no exceptions be provided.
The commenter agrees that requiring a majority of the audit committee
members be independent will enhance the governance of venture
issuers and serve to improve scrutiny of quarterly reporting (as, unlike
in the US, there is no requirement for auditor involvement during the
quarters). They acknowledge that this requirement may potentially
increase costs for many venture issuers, especially junior resource
issuers, as their current audit committee members are often also
management.

We thank the commenters for their
input. We believe that limited
exceptions from the audit
committee composition
requirements for events outside the
control of the member and for
death, disability or resignation of a
member are appropriate.

Other comments related to proposed amendments to NI 51-102

NI 51-102
27 Removal of BAR requirement | One commenter indicated that BARs are a waste of time and effort as | We acknowledge the comment.
the information is predominantly included in the other disclosure
documents and adds little to no value, but significant costs. Why do
you need a set of financial statements when by CSA’s definition they
would not be included in a full true and plain disclosure document?
28 Disagreement with BAR Two commenters disagree with increasing the BAR threshold to We thank the commenters for their

threshold of 100%

100%.

One commenter believes that increasing the threshold is inappropriate
and that acquisitions in the 40% to 100% range are by nature
significant. Information about such acquisitions should be publicly
disclosed to shareholders with the amount of detail, including the
financial information, required in a Form 51-102F4 BAR.

One commenter disagrees that 100% or more of the market
capitalization of the venture issuer is the correct threshold indicative

input. However, we continue to be
of the view that 100% is an
appropriate threshold for requiring
financial statements in respect of
the acquired business. We have
seen, during the course of
applications for exemptive relief
from the BAR requirements,
examples of acquisitions where
financial statements were not




25

No.

Subject

Summarized Comment

Response

of a transformational transaction for venture issuers. If any
amendment to BARs is made, the significance level should be lowered
rather than raised.

The commenter agrees with the CSA’s comment that ““The proposed
100% threshold test would mean that venture issuer investors would
face reduced disclosures on transformational business acquisition
transactions, which would then reduce their awareness of a venture
issuer’s business acquisition activities.”” Accordingly, the commenter
does not support reducing disclosures to investors on business
acquisition activities. They believe that the current BAR requirements
should be retained and BARs should be provided when the acquisition
is significant.

The commenter urges the CSA to undertake a consultation with retail
investors before making any such change to the requirement for
BARs. The CSA 2014 Consultation Document states that results from
a 2011 CSA Venture issuer investor survey “...suggest that investors
may not view this reduction in business acquisition disclosure as
significant in their decision to invest in a venture issuer. When asked
to rank the importance of certain forms of disclosure, in making an
investment decision, BARs were considered an important but not
essential source of information.”

The commenter’s understanding is that the 2011 investor survey
referred to was limited to consultation with nine investors consisting
of three portfolio managers, two investment advisors, and one each of
an institutional advisor, underwriter/dealer, research analyst and
investment banker. Whilst these individuals can be considered to be
investors, the commenter believes that a survey conducted with a
representative sample of investors is necessary in order to obtain
information about their needs and expectations. The commenter

available or would have required
significant improvement for
disclosure purposes. In our view,
for venture issuers, the costs of
preparing those financial statements
are more appropriately balanced
with the benefits of having that
financial disclosure when the
reporting threshold is at the 100%
level.
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believes that consultation with a broader sample of retail investors is
necessary before any conclusions can be made about the likely impact
on retail investor’s decision-making. Significant changes to disclosure
requirements should not be introduced prior to such retail investor
consultation.

In the commenter’s view, benefits from the reduction in reporting time
and cost do not outweigh the cost of reducing protections to investors
and reducing confidence in the Canadian venture market. The
commenter agrees with the CSA when it states that “Changes to the
existing reporting and disclosure requirements could be taken by
venture issuer investors as an indicator of reduced market quality
amongst venture issuers. It is possible that this perception could
reduce confidence in the venture market...”” The commenter does not
agree, as the CSA suggests, that this would only result in a temporary
effect until investors become more comfortable with the proposed
reporting regime. In the commenter’s view, such changes could have a
long-term effect on investor confidence in the venture issuer market.

Questions in the Proposed Amendments document relating to BARs
call into question the appropriateness of the significance level that the
CSA has set for requiring BARs and suggests that benchmarking to
other jurisdictions could be of real assistance to policy-makers in
determining when a business acquisition is “significant” or “material”
and therefore needs to be disclosed.

29

Proposal to eliminate pro
forma financial statements

One commenter disagrees with the proposal to eliminate the
requirement that BARs filed by venture issuers must include pro
forma financial statements.

We thank the commenter for their
input. However, we are of the view
that the information provided in pro
forma statements is largely
available elsewhere in a venture
issuer’s disclosure.
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Form 51-102F1

30

Support for quarterly
highlights

Two commenters agree with allowing venture issuers to provide
quarterly highlights.

One commenter indicated that it makes sense to allow junior issuers to
provide quarterly highlights as this provides the key information
shareholders are looking for and would be easier for them to read with
less boilerplate.

One commenter welcomes the CSA decision to maintain interim
financial reports for venture issuers. The commenter is comfortable
with the proposal to require venture issuers without significant
revenue in the most recently completed financial year to provide
“quarterly highlights” form of MD&A in interim periods. The
commenter believes that the “quarterly highlights” form of MD&A
should be subject to the same certification obligations as interim
MD&A required from non-venture issuers.

We acknowledge the comments.

31

Disagreement with quarterly
highlights

Two commenters disagree with allowing venture issuers to provide
quarterly highlights.

One commenter was particularly concerned by the proposal to replace
interim MD&As with “quarterly highlights” for venture issuers
without “significant revenue”. Interim MD&A provides highly
valuable disclosure and should be retained in its current form. If an
issuer elects to become a reporting issuer in Canada, investors have
expectations as to the body of disclosure that will be made available to
them on a continuous basis and, in the commenter’s view, interim
MD&As form part of the body of disclosure that investors expect to
receive.

One commenter supports the proposal to require interim financial

We thank the commenters for their
input. However, we continue to
believe that quarterly highlights
disclosure is appropriate for venture
issuers.

One of the reasons we continue to
believe quarterly highlights are
appropriate is because they will
allow venture issuers to focus their
discussion on a narrative
description of the key developments
of the business as opposed to
simply completing form
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reports for venture issuers for each of the 3, 6 and 9 month interim
periods. The commenter recommends that MD&A be required for the
interim financial reports. Reducing the level of disclosure by replacing
MD&A with quarterly highlights will result in a gap in continuous
disclosure information, making it more difficult for investors to
determine whether to invest in or sell shares of a particular venture
issuer and allowing too much time to lapse between regulators’ receipt
of such information for purposes of review and investigation of
possible issues.

The proposal requires that those with “significant revenue” will be
required to provide MD&A. However, those who determine they do
not have “significant” revenue, will not be required to provide MD&A
and will only provide quarterly highlights. As a result, such venture
issuers will provide less information and investors may not obtain
information about related party transactions, stock options and
warrants, operating expenses or account payable information that
would be relevant to their decision to sell or purchase securities. Such
reduced disclosure would not be in the interests of investors or venture
issuers since it will lead to reduced confidence and an increase in the
cost of capital (at a minimum, in this subset of venture issuers). The
commenter is of the view that these negative consequences far
outweigh the purported benefits to investors *“...because less time
would be required to read through the quarterly highlights to locate
salient information about a venture issuer’s operations’ or through a
reduction in the time and cost burden to venture issuers of producing
interim MD&A.

The commenter believes that the existing requirements in section 5.3
of NI 51-102 and Item 1.15 of Form 51-102F1 which require a venture
issuer that has not had significant revenue from operations in either of
its last two financial years to disclose in its MD&A, on a comparative

requirements that may be better
suited to issuers at a further stage of
development. We believe that
quarterly highlights will give
venture issuers the flexibility they
need to focus their disclosure.
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basis, a breakdown of material components of:

(a) exploration and evaluation (E&E) assets

(b) expensed research and development costs;

(c) intangible assets arising from development;

(d) general and administration costs, and

(e) any material costs.
allow an investor to understand where and how the money was spent
and is important information for investors to receive.

32

Potential costs of quarterly
disclosure

One commenter indicated that, as the annual MD&A requirements are
not being changed under the proposal, they would expect many
venture issuers would simply roll forward the annual MD&A
disclosures, rather than investing time to revise and revamp the
MD&A to provide only quarterly highlights. As a result, the
commenter anticipates that ongoing cost savings as a result of this
proposed change will be minimal; in fact, on initial implementation,
the commenter would expect costs to increase as venture issuers
would likely face professional fees from their legal counsel and/or
financial consultants in the review of the first quarterly highlights
report.

We anticipate that venture issuers
that choose to use quarterly
highlights will experience one-time
start-up costs. However, we believe
the time and cost will decrease as
the issuer becomes familiar with
quarterly highlights and will be less
on an ongoing basis as the
disclosure will not be as onerous to
produce.

Proposed Form 51-102F6V

33 General support for Proposed | One commenter indicated that they were supportive of the CSA’s We acknowledge the comments.
Form 51-102F6V proposal to implement a new tailored form of executive compensation
disclosure for venture issuers.
34 General disagreement with Two commenters generally disagree with Proposed Form 51-102F6V. | We thank the commenters for their

Proposed Form 51-102F6V

One commenter maintains that all public companies should be
providing the same level of executive compensation disclosure. The
commenter does not believe that the disclosure required under the
current regime is a significant burden for issuers. Nor does the

input; however, the current regime
is tailored to venture issuers and
their circumstances and was
developed by balancing an
investor’s need for information and
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commenter believe that what is proposed in the Request for Comment
will in fact reduce the burden on venture issuers in any meaningful
way, but at the same time it will keep important information from
shareholders. The information revealed by comprehensive executive
compensation disclosure goes beyond merely the amounts disclosed: it
enables shareholders to gather information about whether a board is
properly carrying out its stewardship role of overseeing management
and ensuring that executive pay is aligned with company performance.
Executive compensation may be the most tangible manifestation that
shareholders have of how effectively this role is being carried out.

One commenter believes the proposed changes to compensation
disclosure will be a step backwards in the progress that has been made
since new executive compensation disclosure rules were adopted in
2008 and 2011 in order to make compensation decisions and their
rationale clearer for the owners of public companies. In the end,
owners of venture issuers, which comprise the majority of Canadian
public companies, will have significantly less meaningful executive
compensation information than non-venture owners and the
commenter believes this is not a positive step for the capital markets
and cannot be justified on a cost/benefit analysis. While the proposal
to replace interim MD&As with quarterly financials for venture
issuers without significant revenue will no doubt reduce the time and
cost burden on venture issuers while continuing to provide necessary
information to investors, the same will not be true of the proposed
executive compensation disclosure. The commenter questions the
statement that investors will benefit because the disclosure would be
more “concise, salient and easier to understand”. While the disclosure
may be more concise it will not be more salient or easier to understand
and in fact will prove the opposite: investors will not have all the
information they need to make a meaningful assessment of executive
compensation decisions.

the need to sustain a vibrant capital
market.

We continue to believe that it is
important to have a distinction
between venture and non-venture
issuers. We believe tailored
executive compensation disclosure
is appropriate for venture issuers
and of the most assistance to their
security holders.

We do not agree that Form 51-
102F6V will result in less
meaningful disclosure; instead, we
believe that the disclosure will be
more appropriate for issuers at this
stage of development.

We also do not believe that Form
51-102F6V will result in less
overall disclosure for venture
issuers. For example, the reduction
of the number of executive officers
that have to provide disclosure will
not result in significantly less
disclosure as most venture issuers
only have three named executive
officers. In addition, only requiring
two, instead of three, years of
executive compensation disclosure
will not have a significant impact as
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the third year of disclosure will
One commenter’s view is that venture issuers should not provide less | already be publicly available. We
disclosure with respect to executive compensation as compared with are also requiring that venture
senior unlisted issuers or other issuers. issuers provide more disclosure of
options as compared to non-venture
One commenter fails to see how reducing the level of disclosure issuers.
provided to investors improves the usefulness of such information, as
is stated in the Proposed Amendments. They recommend that the With respect to suggestions to test
format and/or manner in which information is disclosed be or consult with retail investors, we
reconsidered and tested on retail investors (for both venture issuers note that the comment process is
and non-venture issuer investors) before taking the more drastic step open to all interested parties,
of lessening the amount of disclosure in order to improve its including retail investors. The
usefulness. comment process is the most
comprehensive way for retail
investors and others to put forward
their views.
35 Disagreement with proposal Five commenters disagree with the proposal to reduce the number of | We thank the commenters for their

for reduction of NEOs from
five to three

executive officers from whom disclosure is required from five to three.

With respect to the proposed changes to the executive compensation
disclosure, one commenter did not understand the rationale for
reducing the number of individuals for whom disclosure is required,
nor the number of years of disclosure from three to two. In the
commenter’s experience, venture issuers tend to have less complicated
corporate structure than more established, senior issuers, and thus
should be able to identify the requisite five named executive officers
for full disclosure.

One commenter indicated that executive compensation disclosure is
important to investors and the commenter believes that it should be
consistent no matter the size of the issuer. Therefore, the commenter

input.

We continue to believe that
reducing the number of named
executive officers for whom
disclosure is required will reduce
the disclosure burden on venture
issuers, while providing an
appropriate level of disclosure for
investors. We note that because of
their size, many venture issuers
only have three named executive
officers. We also note that requiring
disclosure for three named




32

No.

Subject

Summarized Comment

Response

opposes requiring executive compensation disclosure for only the top
three, rather than top five, named executive officers of a venture
issuer.

One commenter does not support reducing the number of "named
executive officers" for which compensation disclosure is required
from five to three. If an executive meets the prescribed threshold (total
compensation of more than $150,000) there is no reason to assume
information about his or her compensation would not be material to
shareholders assessing a venture issuer's compensation program. The
additional burden on venture issuers would be minimal.

One commenter does not believe the number of individuals for whom
disclosure is required should be reduced from a maximum of five to a
maximum of three.

One commenter supported the current requirement to disclose a
maximum of 5 individuals. For many venture issuers, there are only a
few executives, and the majority of these issuers’ expenses tend to be
management and executive salaries. As many venture issuers are cash
constrained, or pre-revenue, the commenter believes that, instead of
limiting disclosure to a maximum of three individuals (the CEO, the
CFO, and the next highest paid executive), investors’ and
stakeholders’ needs might be better served by requiring that a
minimum of three individuals’ (including the CEO and CFO)
compensation be disclosed.

executive officers for venture
issuers is not inconsistent with
international practice. For instance,
we understand that this is
comparable to the disclosure
requirement for emerging growth
companies under the US JOBS Act.

36

Disagreement with proposal
for two years of disclosure
instead of three

Four commenters disagree with the proposal for two years of
executive compensation disclosure instead of three.

One commenter believes that two years of executive compensation
data is insufficient for investors to assess the linkage between pay and

We thank the commenters for their
input, but are of the view that two
years of historical executive and
director compensation disclosure is
sufficient in the venture issuer
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performance, particularly since the performance measurement period
for major components of executive pay often spans beyond this time
frame.

One commenter stated that, typically, executive compensation
programs incorporate elements that are designed to reward
performance over a time frame of greater than two years, especially
when securities based awards are part of the program. A two year
picture does not provide enough information about the alignment of
compensation and company performance to enable shareholders to
meaningfully assess the link.

One commenter believes there is merit to retaining disclosure of
executive compensation for 3 years. Investors rely on management to
ensure appropriate stewardship of the issuer, and a third year of
disclosure may show trends and provide better insight into evaluating
changes in executive compensation against the issuer’s performance.

context. If an investor is interested
in additional disclosure, the third
year of disclosure would be
available in past executive
compensation disclosure filed on
SEDAR.

37

Combining NEO and director
compensation in one table

Two commenters do not agree with combining executive officer and
director compensation in one table.

One commenter believes that combining NEO and director
compensation information into one table reduces the clarity and utility
of that disclosure, while doing nothing to lessen the burden on venture
issuers. It is implausible to suggest that separating the same
information into two tables is more onerous than placing the same
information in one table. It also has the effect of implying that the
roles of management and directors, and the way they should be
compensated for those roles, are similar, which is incorrect. The
commenter believes it is especially important to be clear on the
differences between these roles in the case of venture issuers since
they are more likely to have related parties in executive and director

We thank the commenters for their
input. However, we think that
simplifying the disclosure by
combining the NEO and director
compensation in one table will be a
benefit to venture issuers and their
investors. Specifically, we believe
this will give investors a clearer
snapshot of executive compensation
and will be less confusing.

We have included a new
requirement that if a NEO is also a
director, the issuer must include a
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roles. The proposed amendments also appear to contemplate
aggregating the compensation for two different roles (e.g. CEO and
director) into one figure within the table. The commenter suggests that
it should be very clear whether the CEO, for example, is receiving
options in his or her capacity as CEO or as a director. To do otherwise
would seem to defeat the purpose of the disclosure.

footnote to the table to identify how
much compensation the NEO
received for each role.

38

Support for removal of grant
date fair value

One commenter supports the proposal to eliminate the requirement to
disclose the grant date fair value of stock options and other share-
based awards to executives as this information is available in the
financial statements. The financial statement disclosure of detailed
information about stock options and other equity-based awards issued,
held and exercised, will provide sufficient information for investors to
assess how, and to what extent, the issuer’s executives are being
compensated. For many venture issuers, the grant date fair value of
awards tends to distort the true compensation paid to executives and
board members, as many of these options and other share-based
awards expire unexercised.

We acknowledge the comments.

39

Disagreement with removal of
grant date fair value

Three commenters disagree with the proposal to remove disclosure of
grant date fair value.

One commenter suggests reinstating the requirement to disclose the
grant date fair value of stock options, as the commenter believes that
these details provide useful information for investors of venture
issuers. The grant date fair value reflects the board’s intentions with
respect to compensation, and provides investors with a deeper
understanding of the link between pay and performance.

While one commenter supports the proposal to allow stock options or
other securities-based compensation to be disclosed at fair market
value at the time options are exercised, they do not support the

We thank the commenters for their
input. In the venture issuer context,
options are granted with a view to
future growth of the company rather
than a specific value attributed at
the grant date. It is our
understanding that the recipient
accepts this form of compensation
because they believe that the value
of the company will increase with
time and effort, not based on the
grant date value of the options.
Investors may also be interested in
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elimination of the current requirement to disclose the grant date fair
value of stock options. What the board intends to pay an executive at
the time the award is made is valuable information for shareholders
and, in conjunction with the disclosure of fair market value at the time
of exercise, allows shareholders to compare how the actual return to
an executive compares with the board's intentions. Further, since
options may comprise a large portion, if not all, of variable pay at
venture issuers, a requirement that grant date fair values be disclosed
will ensure that directors of these issuers consider the measure of
wealth transfer from shareholders to executives when granting options
and be in a position to justify to shareholders that the value is
warranted. In any case, options should not be granted without an
understanding of the value of those options. The commenter questions
the monetary savings that the CSA states would be realized by venture
issuers with the elimination of the need to have a valuation undertaken
for options awarded since this must be done annually for accounting
purposes in any event.

One commenter does not agree that the requirement for venture issuers
to calculate and disclose the grant date fair value of stock options and
other share-based awards in the compensation table should be
eliminated.

The current requirement of grant date fair value provides important
information to investors as it discloses the amount the board intends to
pay an executive at the time the award is made. Having this
information along with disclosure of the amount realized by the
executive at the time it is earned (or “exercised”) would allow
investors to compare the two amounts. It also allows directors to
consider the amount of money transferred to its executives at the time
such options are granted, thereby assisting directors in justifying such
transfers of wealth to shareholders. The Canadian Council of Good

the pay actually received by NEOs
since it provides information as to
the overall alignment between
executive compensation and the
shareholders’ experience.

We also note that issuers who use
Canadian GAAP applicable to
publicly accountable enterprises are
required to disclose in the notes to
the financial statements the fair
value of the options as at the
measurement date in accordance
with IFRS 2.
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Governance has taken the same position.

The commenter questions why venture issuers would not want to
know the fair value of the stock options they provide to an executive at
the time it is granted. This should be viewed as necessary information
in order to justify to shareholders that the compensation granted to that
individual is appropriate. Accordingly, eliminating this required
disclosure may result in directors not having information that they
need in order to fulfil their duties in a robust manner. Such a change
should not be implemented solely to allow for the possibility of
monetary savings from the elimination of the need to have a valuation
undertaken for options awarded in order to comply with regulatory
requirements.

40 Compensation securities One commenter understands that one of the goals of the CSA in We thank the commenter for their
adopting the use of a Summary Compensation Table in 2008 was to input. However, we believe having
provide shareholders with one aggregate number that would tell them | a separate table of compensation
what directors intended to pay each named executive officer in a securities, which includes more
particular year. By removing information about compensation detailed disclosure of those
securities from the Summary Compensation Table, and placing itina | securities than the Form 51-102F6
separate Compensation Securities Table which does not require is more reflective of a venture
valuations, this goal is frustrated. The information is just as relevant to | issuer’s compensation. We also
investors in venture issuers as it is for investors in other public believe this will be more user-
companies. friendly for venture issuers to

prepare and for their investors to
understand.

41 Section 2.1(1) One commenter thought the disclosure of perquisites as a separate line | We have included a staggered

item seems frivolous and detailed disclosure should only have to be
made if it exceeds a certain threshold such as $5,000.

threshold for perquisite disclosure:
$15,000 if the NEO or director’s
salary is $150,000 or less, 10% of
salary if the NEO or director’s
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salary is greater than $150,000 but
less than $500,000 or $50,000 if the
NEO or director’s salary is
$500,000 or greater.) See
subsection 2.1(4) of Form 51-
102F6V.

42

Section 2.3(3)(a)

One commenter notes that under section 2.3 (3)(a) of proposed Form
51-102F6V, the Compensation Securities Table must be accompanied
by a note that discloses “the total amount of compensation securities,
and underlying securities, held by each named executive officer or
director” but that it is not clear whether “amount” refers to number or
value of securities held. The commenter believes both should be
disclosed.

We thank the commenter for their
input. We have revised paragraph
2.3(3)(a) to clarify that a venture
issuer must disclose the number of
securities held. We do not believe it
is appropriate to require the value of
the securities held. We believe that
in the venture issuer context,
compensation securities are granted
with a view to future growth of the
company rather than a specific
value attributed at the grant date.

43

Section 2.3(4)

One commenter thought the table should remove date of exercise and
price on the date and just allow an aggregate number for the year
including gross value realized. If an investor wants to research dates,
etc. they can go to the SEDI filings.

We thank the commenter for their
input. However, we think including
all of this information in the table
will be more useful for investors
without resulting in any extra
burden for the issuer (i.e., the issuer
would have needed all of this
information in order to provide
aggregate totals).
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44 Proposal to reduce duplication | One commenter supports efforts to reduce duplication of information | We thank the commenter for their
of information and believes that a brief summary of governance requirements and input. However, this is outside the
other attachments to the information circular could be provided (rather | scope of the project.
than the full documents) with links to the full documents on the listed
issuer’s website. Implementing such a change could reduce the size of
many information circulars by 50 per cent or more.
Other comments related to proposed amendments to NI 41-101
45 Support for reducing the One commenter supports the proposal to reduce, from three to two, the | We acknowledge the comment.
number of years of audited number of years of audited historical financial statements and related
financial statements in an IPO | disclosures in the “Description of the business and history”. For many
prospectus venture issuers, the third year is not as relevant in an initial public
offering (IPO). Investors are more likely to rely on strong
management than on the historical performance of the issuer, when
making investment decisions in many IPO situations. The commenter
notes that two years of historical financial information is also
consistent with requirements for IPO filings with the Securities and
Exchange Commission.
Other comments related to proposed amendments to NI 52-110
46 Support for proposal that audit | Five commenters support the audit committee independence proposal. | We acknowledge the comments.
committees must have a
majority of directors who are One commenter noted that the TSX Venture Exchange already has a
not executive officers, similar requirement, and thus requiring all venture issuers to have a
employees or control persons majority of independent audit committee members would help place
all similarly situated issuers on a level playing field. Independence is
key to the proper functioning of the audit committee and its oversight
functions relating to the external auditor.
47 Support for additional Three commenters thought we should propose additional requirements | We thank the commenters for the
requirements on composition for audit committees. input. We continue to believe that
of audit committee venture issuers should be exempted
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One commenter encourages the CSA to require stronger governance
standards for venture issuers on the composition of their audit
committees. The commenter believes that the governance standards
for audit committees should be consistent no matter the size of the
issuer. Therefore, the commenter would encourage the CSA to
consider amendments that would require venture issuers to have an
audit committee consisting of at least three members, all of whom are
independent.

One commenter supports the CSA's move to introduce a mandatory
independence standard to the composition of audit committees of
venture issuers. The commenter suggests, however, that the CSA
should go further and introduce a more stringent independence
requirement, as well as an expectation of financial literacy, for
members of venture issuer audit committees.

The commenter summarized the proposed amendments as requiring
that, for venture issuers:
* audit committees be composed of at least three members, and
* a majority of the members of the audit committee must not be
executive officers, employees or control persons of the venture
issuer or of an affiliate of the venture issuer.

The first requirement is the same as for non-venture issuers. The
second, however, falls short of the non-venture requirements in two
ways: (i) only a majority of the members must reflect the specified
standard of independence whereas for non-venture issuers all of the
audit committee members must be independent and (ii) the standard of
independence required is not as stringent. The commenter believes
that both of these shortcomings should be remedied.

The commenter’s view is that the audit committees of all public

from additional audit committee
composition requirements to reflect
the practical realities those issuers
face, which includes difficulties in
finding and compensating
independent directors.
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companies should be wholly independent, given the unique
importance of the audit committee role in protecting the investors'
interests. The proposed independence requirements for venture issuers
would permit legal and other advisors, consultants and family
members of executive officers or employees to sit on the audit
committee and the commenter does not believe this is any more
appropriate for smaller public companies than it is for larger more
established ones. At the very least, the commenter suggests that if their
views are not accepted and thus the less stringent standard of
independence is retained, then all of the members of the audit
committee must meet that standard and not just a majority. Further, the
chair of the audit committee should be independent.

One commenter supports enhanced requirements for impartiality by
venture audit committees. The commenter that the CSA consider
requiring that the majority of audit committee members also be
“independent” as that is defined by NI 52-110 or another suitable
definition. Such reforms would increase governance standards for
venture issuers.

48

Financial literacy

Three commenters support a financial literacy requirement for audit
committees.

One commenter recommends that NI 52-110 require that at least one
member of a venture issuer’s audit committee be financially literate
(having the same meaning as set forth in section 1.6 of NI 52-110).
This would be a prudent means of helping ensure that a venture
issuer’s audit committee has the necessary knowledge and expertise to
read and understand a set of financial statements.

One commenter suggested that, given that the applicable definition of
‘financially literate' is not demanding, this minimum level of expertise

We thank the commenters for the
input. We continue to believe that
venture issuers should be exempted
from additional audit committee
composition requirements to reflect
the practical realities those issuers
face, which includes difficulties in
finding and compensating
financially literate directors. We
note that venture issuers are still
required to include disclosure of
financial literacy of their audit
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and understanding should be required of the audit committee members | committee members.
of venture issuers.

49 Size of audit committee One commenter suggested the number of audit committee members We thank the commenter for their
does not have to be set at three; it could be two, both of whom are input. We do not believe that
independent. Small boards can function well and as long as there are at | requiring an audit committee of
least two independent and a majority of independent directors, that three members is burdensome. We
should be sufficient. note that some exchanges already

include a requirement that each
audit committee have three
members.

50 Exception from application of | One commenter states that section 1.2(e) of NI 52-110 provides an We thank the commenter for their

audit committee requirements
for certain entities

exception from the application of NI 52-110 for an issuer that is a
“subsidiary entity” if the entity “does not have equity securities (other
than non-convertible, non-participating preferred securities) trading on
a marketplace”, provided that the parent of the entity is subject to NI
52-110, as set forth in section 1.2(3)(ii). In order for the exception to
apply, an entity must be a “subsidiary entity” which requires the entity
to be “controlled” by a person or company, which is the parent
referred to in section 1.2(e)(ii). “Control” is defined to mean “the
direct or indirect power to direct or cause the direction of the
management and policies of a person or company, whether through
ownership of voting securities or otherwise”. The commenter assumes
that this exception is meant to reflect the fact that, as a controlled
entity, the financial results of the subsidiary entity would typically ne
consolidated into the parent company’s results, and the audit
committee of the parent would provide oversight of the subsidiary
with an appropriate level of independence and financial literacy.

The current exception does not apply to some companies that are
jointly owned by more than one entity. Although all of the parent

input. This appears to be a fact
pattern unique to this particular
issuer, which is outside the scope of
the amendments. The issuer may
want to consider applying for
exemptive relief.
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entities may be subject to and in compliance with NI 52-110, none of
the parent entities on its own “controls” the company with the
meaning of the applicable definition (i.e. individually is in a position
to direct or cause the direction of the management and policies of the
company).

Ultimately, each parent entity of the company uses equity accounting
with respect to the company in reporting its own financial position and
results and as such, the audit committee of each parent entity provides
oversight of the company as part of the parent company’s processes.
Given further that none of the company’s equity securities trade on a
marketplace, the commenter does not see a policy reason why the
company should not receive the same exception to the application of
NI 52-110 as an entity that is controlled and consolidated by only a
single entity.

The commenter submits that:

(@) NI52-110, section 1.2(e) should be expanded to exempt an
entity that does not have equity securities trading on a
marketplace, where a majority of its voting securities are held
by more than one entity that consolidates or uses equity
accounting with respect to the amounts of the issuer entity on
their own financial statements and that are subject to and in
compliance with NI 52-110; or

(b) In the alternative, they would suggest that the CSA consider
providing an exception to the proposed venture issuer audit
committee composition requirements of Part 6 of NI 52-110,
for a venture issuer where a majority of its voting securities are
held by entities that consolidate or use equity accounting with
respect to the accounts of the issuer entity on their own
financial statements and are in compliance with NI 52-110.
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Alternatively, the commenter requests guidance on the circumstances
when the CSA would be willing to grant an exemption order to a
venture issuer from the proposed Part 6 of NI 52-110.

Comments related to NI 58-101

51

Exception from application of
corporate governance
requirements to certain
entities

One commenter submitted that where a majority of a venture issuer’s
voting securities are held by one or more entities that are subject to NI
58-101 and its financial results are consolidated or incorporated by
equity accounting into such parent entities, there is sufficient oversight
of the subsidiary entity’s governance practices provided by the
parents.

Accordingly, the commenter submits that a more principles-based
disclosure would be appropriate, outlining the general manner in
which the venture issuer approaches corporate governance, rather than
requiring specific disclosure on all of the items currently set forth in
Form 58-101F2. While many of such items may well be covered by a
venture issuer under more general principles-based disclosure, the
commenter suggests that more flexibility in the disclosure
requirements than is currently provided under Form 58-101F2 would
be appropriate.

We thank the commenter for their
input, but this is outside the scope
of this project. The issuer may want
to consider applying for exemptive
relief.

Comments not related to a particular instrument

52

Duties to act honestly and in
good faith and to exercise care,
skill and diligence

One commenter recommends that TSX and TSXV listing
requirements and a national instrument require that all listed issuers,
including venture issuers, be incorporated in a jurisdiction with
corporate legislation that meets minimum corporate governance
standards, including directors’ duties to act honestly and in good faith
and to exercise care, skill and diligence. Issuers should be required to
be incorporated in a jurisdiction with an acceptable standard of
corporate governance (i.e. in a major developed jurisdiction).

We thank the commenter for their
input, but this is outside the scope
of this project.
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The commenter’s understanding is that the TSXV does not require that
listed issuers be incorporated in Canada or pursuant to the corporate
laws of a Canadian province or territory, and simply requires that the
applicant complete a reconciliation of its constating documents and the
corporate law or equivalent legal regime of its home jurisdiction with
that of the Canada Business Corporations Act where the applicant is
not incorporated or created under the laws of Canada or any Canadian
province. It also imposes on directors and officers the requirements to
act honestly and in good faith with a view to the best interests of the
issuer and to exercise the care, diligence and skill that a reasonably
prudent person would exercise in comparable circumstances.

However, the latter requirements are contractual relationships between
the TSXV and the issuer and would be difficult for a shareholder to
enforce against an issuer incorporated in the British Virgin Islands or
in China (for example).

53

Address listings conflict of
interest

One commenter recommends that the CSA address the conflict of
interest between the listing regulatory responsibilities and listing
commercial operations of TSX and TSXV and bring them in line with
international standards.

We thank the commenter for their
input, but this is outside the scope
of this project.




