In the Matter of [Statute for SRO/SRB Recognition]
- and -
In the Matter of

New Regco (New Regco)

Recognition Order

The Investment Dealers Association of Canada (t#9 Has been recognized by the Alberta
Securities Commission, British Columbia Securitiesn@ossion, Manitoba Securities
Commission, Nova Scotia Securities Commission, Qmt@eicurities Commission,
Saskatchewan Financial Services Commission, the Supetarieof Securities for the Province
of Newfoundland and Labrador and the Autorité des marfiigsciers, and has applied to the
New Brunswick Securities Commission for recognitiorgéier, the Recognizing Regulators)
as a self-regulatory organization or self-regulatingyjmatsuant to applicable legislation;

Market Regulation Services Inc. (RS) has been recognizétebdutorité des marchés
financiers and the Alberta Securities Commission, 8riColumbia Securities Commission,
Manitoba Securities Commission and Ontario Securit@®i@ission as a self-regulatory
organization or self-regulatory body pursuant to appleabturities legislation;

The IDA and RS have agreed to combine their operatistadNew Regco;

New Regco will, among other things:

a. regulate investment dealers, including alternativengesl/stems (ATSs) [and futures
commission merchants] (Dealer Members);

b. if retained by an ATS pursuant to National Instrun&3L01Trading Rules, regulate
the ATS as a Marketplace Member (defined below) andulbecsibers of the ATS;

C. establish and administer its rules, policies and aih@far instruments (Rules);
d. monitor and enforce compliance with its Rules by Belslembers and ATS subscribers;
e. provide services to exchanges and quotation and trade repggiagis (QTRSS)

(together with ATSs, Marketplace Members) that choosettin it as a regulation



services provider, as that term is defined under Natios&lument 21-10Marketplace
Operation;

f. if retained by an exchange or QTRS, administer, moiihd enforce (as appropriate)
rules pursuant to a regulation services agreement betwaerRBgco and that exchange
or QTRS (RSA); and

g. conduct certain functions delegated to it by Recognizing IRegs, including
registration functions.

New Regco has applied to the [name of Commission) (dsesimm) and the other Recognizing
Regulators for recognition as a self-regulatory [orgdiunébody] pursuant to [legislative
provision for SRO/SRB recognition] of the [insert stajthe Act) [For Ontario and Manitoba
and the [[legislative provision for SRO/SRB recognitiohthe [insert statute] (CFA);

Based on the application filed on behalf of New Regith the Recognizing Regulators and
subject to the representations and undertakings made by Bigeo Rhe Commission is satisfied
that recognizing New Regco will not be prejudicial te fublic interest;

The Commission recognizes New Regco as a self-regylatayanization/body] pursuant to
[legislative provision for SRO/SRB recognition] of tAet [and the CFA] on the terms and
conditions set out in the appendix to this recognitiaeoand the applicable provisions of the
Memorandum of Understanding between the Recognizing Regultddited [date], as amended
from time to time (MOU).



Appendix A
Terms and Conditions
1 Recognition Criteria
New Regco must continue to meet the criteria attach8dledule 1.
2. Notice and/or Approval of Changes

a. New Regco must promptly file in writing with Commissgtaff any material change to
the information set out in the application dated Decar2i, 2007.

b. Prior Commission approval is required for any changeise following:

(1) the corporate governance structure of New Reggsoeflected in New Regco’s
By-law No. 1 (By-law No. 1);

(i) letters patent of New Regco, and any supplememeéigrs patent; and

(i)  the assignment, transfer, delegation or subt@mting of the performance of all
or a substantial part of its regulatory functionsesponsibilities as a self-
regulatory organization.

C. Prior Commission approval is required for matermnges to the following:

0] the fee model;

(i) the functions New Regco performs;

(i)  New Regco’s organizational structure;

(iv)  the activities, responsibilities, and authoritytleé District Councils;

(v) the Regulation Services Agreement between New Ragdany Marketplace
Member; and

(viy  the agreement between New Regco and its informé¢iohnology service
provider.



New Regco must not, without providing the Commisstdaast six months prior written
notice and complying with any terms and conditions them@@sion may impose in the
public interest, complete any transaction that wouldlr@silew Regco:

(i) ceasing to perform its services;

(i) discontinuing, suspending or winding-up all or a significportion of its
operations; or

(i) disposing of all or substantially all of its &ss.

New Regco will comply with the process for filingdaobtaining Commission approval
for by-laws, Rules and any amendments to by-laws or Rglesitlined in [Appendix *]
of the MOU, as amended from time to time.

New Regco must advise the Commission in writing imiatedly upon being notified by
any of the Recognizing Regulators that New Regco is nairmpliance with one or
more of the terms and conditions of recognition of NRsgco in any jurisdiction or with
the reporting requirements set out in the MOU.

Governance

New Regco must:

(1) ensure that at least 50% of its board of directBoa(d), other than the President
of New Regco, are independent directors as defined imByNo. 1;

(i) ensure that one of the directors represents ehagge or ATS that is not
affiliated with a marketplace

(A) that retains New Regco, and

(B) has at least a 40% Market Share as defined in ByNiawL (Market
Share); and

(i) review the corporate governance structure, inglgdhe composition of the
Board,

(A)  within two years after the date of recognition andqubcally
thereatfter, or

(B) atthe request of the Commission,



to ensure that there is a proper balance between, f@ativef representation of,
the public interest and the interests of marketplacedeideand other entities
desiring access to the services provided by New Regco.

b. New Regco must report to Commission staff in writirgréssults of the corporate
governance review referred to in subparagraph (a)(iii) woompletion.

C. The Code of Business Ethics and Conduct and the wpitiery about managing
potential conflicts of interests of members of New Ré&gBoard must be filed with the
Recognizing Regulators within one year after the date ®Racognition Order.

4, Fees

a. New Regco must develop an integrated fee model and stlfamiapproval with the
Commission within two years of the date of the recogmiticder.

b. New Regco must report in writing on a quarterly bagishie first two years of
operations on the status of the development of thentestel.

5. Due Process

Subject to applicable law and the Rules and by-laws of Regco, before rendering a decision
that affects the rights of a person or company inicgldb membership, registration or
enforcement matters, New Regco must provide that perscongrany an opportunity to be
heard.

6. Financial Viability

a. New Regco must operate on a not-for-profit basis.

b. New Regco will immediately report to Commissiorffafats revenues for the next
guarter will not meet its expenses in that quarter. litiadd New Regco must provide
Commission staff with an action plan detailing thest® be taken to remedy its
financial condition.

7. Integration of Functions

a. New Regco must report in writing within six monthghef date of the recognition order

its plan and timelines for the integration of functaelating to policy, surveillance,
compliance, investigations, enforcement and membership.



9.

New Regco must report in writing on a quarterly bagishie first two years of
operations on the status of the integration of itstians.

Performance of Regulatory Functions

New Regco must set Rules governing its members and ethgest to its jurisdiction
and will administer those Rules and Market Rules.

New Regco must administer, monitor and enforce campdi with the Rules and monitor
compliance with securities laws by Dealer Memberduding ATSs, and ATS
subscribers. In addition, New Regco will provide notice to@benmission of any
violations of securities legislation of which it becesraware.

If retained by an exchange or QTRS, New Regco musingter, monitor and enforce
(as appropriate) rules pursuant to an RSA.

New Regco must, subject to applicable legislation, aoliese and disclose personal
information only to the extent reasonably necessacatoy out its regulatory activities
and mandate.

New Regco must ensure that it is accessible foacbhy the public for purposes
relating to the performance of its functions as amsgtilatory organization/body.

New Regco must publish concurrently in English and ¢inezach document issued to the
public at large or generally to any class of members and pnoxgile the document to
Commission staff immediately upon publication.

New Regco must adopt policies and procedures designedute &mst confidential
information about its operations or those of any Dedlember, Marketplace Member or
marketplace participant is maintained in confidence andtmared inappropriately with
other persons, and must use all reasonable efforts to yatplthese policies and
procedures.

Use of Fines and Settlements

All fines collected by New Regco and all payments made wsetdement agreements entered
into with New Regco may be used as follows:

a.

as approved by the Corporate Governance Committee,

(i) for the development of systems or other non-maegiicapital expenditures that
are necessary to address emerging regulatory issuetngefiam changing



10.

11.

market conditions and are directly related to protectingstors and the integrity
of the capital markets;

(i) for the education of securities market participaartd members of the public
about or research into investing, financial matterfiemiperation or regulation of
securities markets;

(i) to contribute to a non-profit, tax-exempt organiaat the purposes of which
include protection of investors, or those described in papagia)(ii); or

for reasonable costs associated with the adnatiatrof New Regco’s hearing panels.

Disciplinary Matters
Subject to paragraph (b), New Regco must
(1) promptly notify the Commission, the public and the sewnedia of:

(A) the specifics relating to each disciplinary otlsetent hearing once the
hearing date is set, and

(B) the terms of each settlement and the dispoditicach disciplinary action
once the terms or disposition is determined; and

(i) ensure that disciplinary and settlement hearingsogen to the public and news
media.

Despite paragraph (a), New Regco may, on its own iméair on request, order a
closed-door hearing or prohibit the publication or releasefofmation or documents if
it determines that it is required for the protection offmential matters. New Regco
must establish written criteria for making a determimatibconfidentiality/ AMF order —
“interest of good morals or public order”.

Capacity and Integrity of Systems

a. New Regco must

() ensure that each of New Regco’s critical systenadiding its technology

systems, has



A. appropriate internal controls to ensure integrity sexlrity of
information; and

B. has reasonable and sufficient capacity, and battugnable New Regco
to properly carry on its business.

(i) have controls to manage the risks associatéd itg operations, including an
annual review of its contingency and business continuatrysp

New Regco must promptly report to the Commission:

0] any material failures in the controls describeganagraphs (a)(i) and (ii) above;
and
(i) any outage in New Regco’s critical technologyteyss or backup systems,

and provide a description of the actions taken or to be takesctify the situation.
New Regco will on a reasonably frequent basis, aadyrevent, at least annually:
0] make reasonable current and future capacity estirf@tés critical systems;

(i) conduct capacity stress tests to determine theabiliits critical systems to
perform its regulation functions in an accurate, tinaelid efficient manner;

(i) review and keep current the development and testiedhodology of those
systems; and

(iv)  review the vulnerability of those systems to intd and external threats including
physical hazards and natural disasters.

New Regco must cause to be performed an independaetv,rén accordance with
established audit procedures and standards, of its comrasaduring that it is in
compliance with paragraph (c) above, and conduct a rdweitg Board of the report
containing the recommendations and conclusions of the indegenedew. This term
and condition will not apply if:

(1) the information technology provider retained by Nevg&eis required, either by
law or otherwise, to conduct an annual independent review; and

(i) New Regco’s Board obtains and reviews annually a adplge independent
review report of its information technology provider tesere that it has controls
in place to address the matters outlined in paragrapb(mie.
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Upon completion of the Board review, New Regco mustide the Commission with a
copy of the report prepared under paragraph (d).

New Regco shall periodically benchmark surveillanctesys and services provided by
its information technology provider against comparabléesys and services available
from other third party technology providers and provide tbmRissions with a report
summarizing the process undertaken and the conclusionsdeache

Ongoing Reporting Requirements

New Regco must provide the Commission with all infatiom required in Schedule 2 of
this recognition order.

New Regco must provide Commission staff within 30 dayee@tommencement of each
fiscal year with a copy of its financial budget forttlyaar, together with the underlying
assumptions, that has been approved by its Board.

New Regco must file annual audited financial statemeiiisCommission staff,
accompanied by the report of an independent auditor, withta@€ after the end of each
fiscal year.

New Regco must file with Commission staff quarteirtancial statements for each of the
first three financial quarters within 60 days after the @nehch financial quarter.

New Regco must file its annual report with Commissiaff upon completion.

New Regco must annually self-assess New Regco’srpa&face of its regulatory
responsibilities and report thereon to the Board an@€trmamission staff, together with
any recommendations for improvements. The annual seéfissment must contain
information as specified by Commission staff from timeime and include the
following information:

0] an assessment of how New Regco is meetinggidatory mandate,
including an assessment against the recognition créeddhe terms and
conditions of the recognition order;

(i) an assessment against its strategic plan;

(i) a description of trends seen as a result ofg@@nce reviews conducted and
complaints received and New Regco’s plan to deal withssues;



(iv)  whether New Regco is meeting its benchmarks andtjfwhy not; and
(V) a description and update on significant projects undertiak&lew Regco.

New Regco must file the self-assessment with ther@ission within 90 days of its
fiscal year-end.

New Regco must give the Commission staff noticevan as practicable of new
directors.

New Regco must provide to the Commission, in additidhe information specifically

required in this Recognition Order and the MOU, any infaionathe Commission may
reasonably require from time to time.
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Schedule 1

Criteria for Recognition
IDA/RS Merged Entity

1. Governance
a. The governance structure and arrangements must ensure:
(i) effective oversight of the entity;
(i) fair, meaningful and diverse representation angbverning body (Board) and any
committees of the Board, including a reasonable prapodf independent directors;
(i)  a proper balance among the interests of thei@diht persons or companies subject to
regulation by New Regco; and
(iv)  each director or officer is a fit and proper pers
2. Public Interest

New Regco must regulate to serve the public interesoiegting investors and market integrity. It
must articulate and ensure it meets a clear public stterandate for its regulatory functions.

3. Conflicts of interest
New Regco must effectively identify and manage confli€isterest.
4. Fees

a. All fees imposed by New Regco must be equitably alldc&®es must not have the effect of
creating unreasonable barriers to access.

b. The process for setting fees must be fair andpexast.

C. New Regco must operate on a cost-recovery basis.

5. Access

a. New Regco must have reasonable written critertgpivanit all persons or companies that

satisfy the criteria to access New Regco’s regulatenyices.
b. The access criteria and the process for obtainirgsachould be fair and transparent.
6. Financial Viability

New Regco must have sufficient financial resourceshieproper performance of its functions and to
meet its responsibilities.
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7. Capacity to Perform Regulatory Functions

a. New Regco must maintain its capacity to effectieelg efficiently perform its regulation
functions, which include governing the conduct of personsmpanies subject to its
regulation and monitoring and enforcing applicable requirements

b. New Regco must maintain in each jurisdiction whehas an office
(i) sufficient financial, technological, human aotther resources; and
(i) appropriate organizational structures and adequebaddogical systems

to efficiently, effectively and in a timely manner merh its regulatory functions and
responsibilities.

8. Capacity and Integrity of Systems

New Regco must maintain controls to ensure capacisgimy requirements and security of its
technology systems.

9. Rules
a. New Regco must establish and maintain Rules that:

(i) are necessary or appropriate to govern and regaileaspects of its functions and
responsibilities as a self-regulatory entity;

(i) are designed to:

(A)  ensure compliance with securities laws,

(B) prevent fraudulent and manipulative acts and pragtice

(C) promote just and equitable principles of trade anditity to act fairly,
honestly and in good faith,

(D) foster cooperation and coordination with entidagaged in regulating,
clearing, settling, processing information with respecata facilitating
transactions in, securities,

(E) foster fair, equitable and ethical business stasdamd practices,

(F promote the protection of investors, and

(G) provide for appropriate discipline of those whosedcmt it regulates;

(i) do not impose any burden or constraint on competibipinnovation that is not
necessary or appropriate in furtherance of New Regegislatory objectives;

(iv)  do not impose costs or restrictions on the actiginf market participants that are
disproportionate to the goals of the regulatory objestsought to be realized; and
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10.

(v) are not contrary to the public interest.

Disciplinary Matters

The process for discipline must be fair and transparent.

11.

Information Sharing and Regulatory Cooperation

To assist other regulatory authorities in regulatory mgttéew Regco must share information and
cooperate with:

(a)
(b)
(c)
(d)
(€)
V)

the Commission and any other securities regulatghoaty, whether domestic or foreign;
exchanges;

self-regulatory organizations;

clearing agencies;

financial intelligence or law enforcement agenoieauthorities;

investor protection or compensation funds, whetheneakiic or foreign

This assistance includes the collection and sharing afnmafiion and other forms of assistance for
the purpose of market surveillance, investigations, eafoent litigation, investor protection and
compensation and for any other regulatory purpose and is stdogaplicable laws related to
information sharing and protection of personal infornmatio

12.

Other Criteria — Québec

Constituting documents, by-laws and operating rules ®f Regco should allow that the power to
make decisions relating to the supervision of its acttvitieQuébec will be exercised mainly by
persons residing in Québec.

13



Schedule 2

Reporting Requirements

[This schedule will contain reporting requirements.]
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