December 21, 2007

VIA EMAIL AND COURIER

Alberta Securities Commission
4" Floor, Stock Exchange Tower
300 5" Avenue S.W.

Calgary, AB T2P 3C4

Attn: Ashlyn D’Aoust

Manitoba Securities Commission
500-400 St. Mary Avenue
Winnipeg, MB R3C 4K5

Attn: Doug Brown

New Brunswick Securities Commission
85 Charlotte Street

Suite 300

Saint John, NB E2L 2J2

Attn: Andrew Nicholson

Ontario Securities Commission
20 Queen Street West

P.O. Box 55, Suite 1903
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Attn: Susan Greenglass,
Tracey Stern, and
Antoinette Leung

Autorité des marchés financiers
800, Square Victoria, 22e étage
C.P. 246, Tour de la Bourse
Montréal, QC H4Z 1G3

Attn: Elaine Lanouette,
Normand Bergeron and
Jacinthe Bouffard

British Columbia Securities Commission
12" Floor, Pacific Centre, P.O. Box 10142
701 West Georgia Street

Vancouver, BC V7Y 1L2

Attn: Mark Wang and Doug MacKay

Newfoundland and Labrador Securities
Commission

2" Floor, West Block

Confederation Building

St. John’s, NF A1B 4J6

Attn: Winston Morris

Nova Scotia Securities Commission
Joseph Howe Building,"2Floor
1690 Hollis Street

Halifax, NS B3J 2P8

Attn: Nick Pittas

Saskatchewan Financial Services
Commission

6" Floor

1919 Saskatchewan Drive
Regina, SK S4P 3Vv7

Attn: Barbara Shourounis



Dear Sirs/Mesdames:
Re:  Application for Recognition of New Regco (“New Regco”)
Introduction

This letter sets out the joint application of the Inneent Dealers Association of Canada
(“IDA™) and Market Regulation Services IncRE’) on behalf of New Regco to the Alberta,
British Columbia, Manitoba, Newfoundland and LabradawiNBrunswick, Nova Scotia,
and Ontario Securities Commissions, the Saskatchewamdtal Services Commission and
the Autorité des marchés financiers, which are colldgtivee members of the Canadian
Securities Administrators CSA”) with jurisdiction, to recognize New Regco as a self-
regulatory organization §RO"). This application responds to the criteria establishethéy
CSA for such recognition, as well as our ongoing discassiath the CSA about the
proposed combination of RS and the IDA. New Regco atemds to become a regulation
service provider RSP’) pursuant to criteria published in National Instrumentl23.

A draft consolidated Recognition Order is attached as Afipeh

Background

Subject to relevant CSA recognition, IDA Board and RSr8¢and shareholder) approval, it
is proposed to consolidate the regulatory activities 1A and RS in New Regco, a new
SRO which will acquire/assume the assets, liabildi@s$ responsibilities of the IDA and RS.
The objective of combining the IDA and RS is to imprdwe quality and effectiveness of
self-regulation, thereby enhancing investor protectionafaa efficient markets and reducing
systemic risks.

Full details of the proposed combination and the reasanbeing proposed are contained in
the IDA Information Circular dated November 15, 2007. A cofhe Information Circular
is posted on the IDA’s website (www.ida.ca). The IBAiembers overwhelmingly
approved the proposed combination at a special meetingaeniber 17, 2007

Corporate Governance

New Regco will be incorporated as a non-share capitpbcation under Part Il of the
Corporations Ac{Canada). It will be a membership-based organizaticachk ef the IDA
and TSX Inc. (TSX") will effectively give up their ownership rights in RS he Letters
Patent of New Regco (attached to the IDA Informatimeudar) specify that its objects are
to regulate as a self-regulatory organization in resplgoersons who are or were formerly
(i) Dealer Members of New Regco, (i) members, usesbscribers of or to marketplaces
for which New Regco is a RSP, (iii) the respective éspntatives of any of the foregoing
and (iv) other persons subject to the jurisdiction of NRegco in order to protect investors,
foster investor confidence and enhance the fairnesgyitytand efficiency of Canadian
capital markets. The initial By-law of New Regco tiaehed to the IDA Information
Circular.



New Regco will have two classes of members, each basag equal voting rights and
voting together. Dealer Members will be investment dealegistered under applicable
Canadian securities legislation that are accepteddonbarship by the Board. All IDA
members will become Dealer Members. Marketplace Memvilirse each marketplace
that is a recognized exchange, quotation and trade repsysthgm (QTRS”) or registered
alternative trading systemATS”) for the purposes of National Instrument 21-101 which
executes agreements for New Regco to be their RSRe@utated Market’). An ATS will
qualify as both a Dealer Member and Marketplace Membeshalt only be entitled to one
vote on any vote by Members. (Dealer Members and MddogtpMembers are collectively
referred to as theMembers’'.)

New Regco Board of Directors

New Regco’s By-law establishes a Board of Directorksodlirectors, comprising the
President and CEO of New Regco, 5 individuals represeDiader Members (each a
“Dealer Director”), 2 individuals representing Marketplace Members (edtWarketplace
Director”) and 7 Independent Directors. The definition in the &y-bf “Independent
Director” is a director who is not (a) an officer (other thha Chair or any Vice-Chair) or
an employee of New Regco; (b) a partner, directoicerif employee or person acting in a
similar capacity of: (i) a Marketplace Member, or @ipealer Member, or (iii) an associate
or affiliate of a Marketplace Member or a Dealer Member(c) an associate of a partner,
director, officer, employee or person acting in a lingapacity of a Dealer Member or a
Marketplace Member.

The Corporate Governance Committee (the compogitievhich is described below) will, in
accordance with the By-law and considering the overatipasition of the Board and its
representation of the Canadian markets, recommendnaiae®s to serve as Directors those
individuals that it considers qualified and desirable, recaggmihe status of New Regco as
an SRO in the various Canadian jurisdictions. It al8b appoint qualified individuals to the
Hearing Committee (from which disciplinary panels gypanted) on a similar basis.

The Corporate Governance Committee will considare#vant factors in nominating
directors to ensure that the composition of the Bo@dcomplies with the requirements of
New Regco’s By-laws, (b) reflects the regional and rotinersity of New Regco’s
stakeholders, (c) otherwise reflects, in the judgemetiteoCorporate Governance
Committee, the appropriate balance of interests argpeetives of New Regco Members
and stakeholders, and (d) addresses, in the judgement©@btperate Governance
Committee, potential conflicts of interest arising frany relationship between a New Regco
Member and the New Regco directors. Without limitinggleerality of the foregoing, the
Corporate Governance Committee will consider, for gaatkntial director:

. the business interests of entities with which the ichatd is associated;

. ownership interests in New Regco Members held by entitith which the candidate
is associated;



. the extent of overlap and/or integration of the board8or management between
New Regco Members and entities with which the candidaassociated (for
example, consideration of the extent to which theeecammon managers and/or
directors as between the candidate’s firm and an AJi®)

. contractual relationships between New Regco Members diig&with which the
candidate is associated.

In addition, and in respect of Board nominees and pegagp@inted to advisory committees
and the New Regco Hearing Committee, the Corporate@axnce Committee will focus on
gualities such as integrity, business judgement and acuaeitel markets expertise and,
other relevant business, professional or board expessseell as ensuring that nominees are
appropriate in recognition of the status of New Regc® sedf-regulatory organization in the
various Canadian jurisdictions.

The only exception to this selection process is thatadrihe two Marketplace Directors on
the Board will be recommended for nomination by TSX. MdKremain entitled to
recommend for nomination a Marketplace Director so lanifj is a Regulated Market and it
and Marketplaces associated or affiliated with it naamtin aggregate, not less than 40%
Market Share (as determined under New Regco’s By-law)in@tine term of its Regulation
Services Agreement TSX RSA”) and provided it meets the foregoing market share
threshold, TSX will also be entitled to representatiarthe Finance and Audit Committee
(described below).

As provided in the By-law, the Corporate Governance Qitae will ensure through its
nomination process that the Board includes at all timhdsast (a) one Director, who need
not be a Marketplace Director, with particular expsreand expertise in respect of public
venture equity markets; and (b) one Director, who alsd met be a Marketplace Director,
who is a partner, director, officer, employee of a-i@X associated or affiliated
Marketplace or an associate or an affiliated entigyabf.

Directors will serve for staggered two year terms (whh terms of the initial Directors to be
staggered in two and three year terms). With the exeept the President and CEO,
Directors are restricted from serving more than fouseoutive terms.

Subject to a transition period, if a non-Independent Dores added to (or removed from)
the Board, an Independent Director will also be addedefooved) so that there are always
an equal number of non-Independent and Independent Dgexidhe New Regco Board.
The Corporate Governance Committee will recommeiadtiae Board may appoint directors
to fill vacancies that arise between annual Membergtimgs.

The initial New Regco directors, proposed by the joieeBnhg Group of the IDA and RS
Boards, are described in the IDA Information Circuder js the manner in which the Chair
will be selected.

The Corporate Governance Committee will periodicedlyiew the efficacy of New Regco’s
governance practices.



Board Committees

The Board of New Regco will initially appoint from itamber three standing committees:
the Corporate Governance Committee, the Finance anitl Bachmittee and the Human
Resources and Pension Committee.

The mandate of the Corporate Governance Committédevib identify and recommend to
the Board qualified nominees for election to the Bodddiectors, as described above, and
to appoint qualified individuals to the Hearing Committeenffrohich disciplinary panels
are appointed). The Corporate Governance Committiebencomposed of not less than 5
directors and may include the Chair of the New Regco Board. #Alhe members of the
Corporate Governance Committee will be Independent irecinless the Chair of the New
Regco Board is a member and is not an Independent Director

The mandate of the Finance and Audit Committee (to bgosed of not less than 5
Directors, including the Chair of the Board and a mimmuaf 2 Independent Directors) will

be to oversee the accounting and financial reporting presesdNew Regco, including

audits of its financial statements, and to ensure thettivesources are adequate to achieve
the organization’s various regulatory objectives. Asstatbove, during the term of the TSX
RSA and provided that it meets the 40% market share thdgsFeX will be entitled to
representation on the Finance and Audit Committee.

The mandate of the Human Resources and Pension Comftottee2composed of not less
than 5 Directors, including the Chair of the Board) Wélto ensure that New Regco employs
or retains the right people to achieve its corporbjeabives by adopting policies and
practices and offering a compensation plan that is cotiyegtmotivating and rewarding to
the degree that it will attract and inspire a diversekviorce that will enhance the
professionalism and effectiveness of the organization.

District Councils

The existing District Council structure of the IDA wik ladopted by New Regco, in order to
ensure a mechanism for the engagement and representddealer Members in each of the
provinces. District Councils will continue their cunteoles, such as in granting exemptions
from registration and other regulatory approvals and providiogmmendations to the New
Regco Board concerning new Dealer Member applications.rolé@@f the District Councils
will be refined to (i) reflect that they do not curremiyake rules (although they technically
currently have the authority to do so) and (ii) ensure@gtrict Councils continue to play a
role in the recommendation to the Corporate Govem&@ummittee of candidates for
appointment to the New Regco Hearing Committee. Resisming panel members will be
appointed where required (e.g., Quebec) and, elsewhevdsefill be made to achieve this
result.

Advisory Committees

The existing advisory committees of RS and the IDA amgbeeviewed to determine which
should be continued and whether their mandates shouldibede The National Advisory



Committee (the NAC™) will continue to be comprised of the District CourCihairs. The
mandate of the NAC is to act as a forum for coopanatiad consultation among the District
Councils and to provide recommendations to the CEO comgeregulatory policy. The
NAC is not a forum for the discussion of individual igation, membership or discipline
cases. The IDA’'s Compliance and Legal Section anditt@nEial Administrator Section
will continue to be “open” membership committees (withheBealer and Marketplace
Member entitled to have one voting member in each @¥gctivhile all other advisory
committees (the IDA’s Corporate Finance, Derivatidycation and Proficiency, Fixed
Income, Market Regulation and Retail Sales Committed<R&’ Rules Advisory
Committee) will have appointed membership. Appointmenssioh advisory committees
may also include non-Members.

Under the TSX RSA, TSX will be entitled to representabn the Market Regulation
Committee. Other marketplaces will also be entiteetepresentation on that committee.
TSX and other marketplaces will also be eligible f@resentation on other advisory
committees, subject to the applicable eligibility and mation process of New Regco.

Advisory committees will provide advice to staff of Newdeo and report to the New Regco
CEO. Each will be asked to conduct an annual “selfsassent” and the New Regco Board
will conduct a biennial review of the overall advisoryrouittee structure, to ensure that
such committees are relevant and providing meaningful @divia timely and effective
manner.

Member Voting Rights

In respect of matters to be voted upon by Members (inajutdie election of Directors), all
Members will vote together and be entitled to one votevfmmber. Amendments to New
Regco’s Letters Patent or By-laws, creating a newasatd members, amalgamation or plan
of arrangement of New Regco or disposition of all or wrtiglly all of its assets will
require approval by a two-thirds vote of the Members.

Conflicts of Interest

The governance structure, the rule-making and policy dewedaopprocess, the Hearing
Committee process, and the disciplinary panel struetilrall reflect New Regco’s efforts

to balance its public interest mandate and the viewts afiembers and persons subject to its
jurisdiction (‘Regulated Persons) as an SRO.

New Regco will have policies and procedures managing potentiflicts of interest of its
officers, employees and members of its disciplinamets as reflected in a Code of
Business Ethics and Conduct (ti@ode”). New Regco will undertake a review of each
division where regulatory decisions are made by staffvaii identify specific risk areas
associated with potential conflict of interest. Thel€will contain policies dealing with
potential conflicts of interest in those areas whenpleyees are required to make decisions
on behalf of New Regco as part of their regulatory resipdiies. In addition, internal
policies and procedures of each division where employessise decision-making
authority will contain more specific guidelines on hamacomply with the Code. Generally,



these deal with disclosure of any potential conflicth\egulated Persons and the
allocation of responsibilities among staff that mirmes potential conflicts arising. The
Code will be approved by the New Regco Board and acknovwdeuolgefficers and
employees initially and annually. The policies and pdaces of New Regco will require
that the Code be reviewed at least annually to ensatd ttontinues to appropriately meet
its objectives.

New Regco will also have a written policy managing piaénonflicts of interest of
members of its Board, which will be acknowledged by dinecinitially and on an annual
basis. This policy will be reviewed periodically to ermsthat it continues to appropriately
meet its objectives.

The foregoing structures and processes reflect the capenvach of each of the IDA and
RS in ensuring that conflicts of interest do not implairtrespective regulatory mandates as
SROs. The combination of RS and the IDA will resalthie creation of an independent SRO
and eliminate conflicts (perceived or real) that ansenfthe current RS ownership structure.
However, it is recognized that there may be new poténbaflicts of interest” that could
arise as a result of the combination of a member ragnI8RO with a marketplace
regulator. Balancing the interests of Dealer MembedshMarketplace Members is reflected
in the governance structure to be adopted, including tmpasition of the Board that will
have representatives of all constituencies. Thispadlide a forum where competing
interests can be identified and dealt with openly anddoraance with best corporate
practices as described above. An example of the pdterigons between the two broad
regulated groups will be the allocation of resources astbc@\s described elsewhere in this
application, the overriding principle of cost recovangl the adoption of a fair fee schedule
should address these concerns. From the perspectieg ¢d day regulatory operations of
New Regco, an integrated and streamlined New Regco sliaffavrk together and be aware
of any tensions and be in a position to resolve thenhy.far he adoption of the current
separate Member and Marketplace regulatory requiremeétiis tDA and RS, respectively,
acknowledges that there may be separate interestseaffi@ each regulatory area. The
separate requirements will permit competing intereste tappropriately managed. Going
forward, New Regco will be able to identify potential “dont§” based on its experience and
provide for them by governance changes or rule amendments.

Fees

Upon the creation of New Regco, the existing fee strastaf RS (with respect to
Marketplace Members) and the IDA (with respect to Dadiembers) will initially be
maintained and administered by New Regco, with Membersigdges under the relevant
fee structures. ATSs will pay fees under both the fBéstructure for Dealer Members and
the RS fee structure for marketplaces, as is presétlyase. Both fee models are intended
to be neutral and based on cost recovery. New Regcmivdte two significant and related
projects to determine the appropriate basis for its:

(a) Cost allocation — principally a methodology fooeaditing costs between Dealer and
Market regulation; and



(b) Fee model — the methodology for apportioning feesdmtviDealer Members for
Dealer regulation and between Marketplace Members fokétlaegulation.

New Regco is committed to initiating the cost alloagatiwoject immediately post-merger
with a view to adopting an appropriate cost allocatiotho@ology. In addition, it will
initiate a project to develop a fee model for New Ragdbe first fiscal year of the merger.
Development of a new fee model will be a complexege and will likely require expert
professional advice. Implementation of any such fedetwill involve consultation with
shareholders and will be subject to CSA review.

As described above, a priority project for New Regcd balto develop under a fair and
transparent process an appropriate fee model for thgrameel entity based on actual
experience gained in performing member and market regulatietidas in a combined
structure. In this regard, the following principles wél &pplied:

. New Regco will have a fair, transparent and appropriateepsofor setting fees to be
paid by its Members as approved by its Board of Directors.

. The fees paid by Dealer and Marketplace Members shathfbesed on a cost-
recovery basis, to the extent practicable and on aelfffests basis, such that the cost
of performing New Regco’s regulation function may beueced from Members on
an equitable basis.

. New Regco will ensure that the cost of providing otherkdplace services is paid
for by the Marketplace which has contracted with Newd®eefor the provisions of
such services.

RS has published two proposals related to its fee modeébatmarketplaces for market
regulation:

. RS Notice 2006-007 Rroposed Allocation of Costs — First Gro(lgovember 17,
2006): this notice described the allocation model approvedebRS Board for a
series of direct charges to marketplaces to recoveateal and capital costs
caused by the introduction of new marketplaces; and

. RS Notice 2007-001 Rroposed UMIR Regulation Fee Moddanuary 12, 2007):
this notice described a new “activity-based” model appriwetthe RS Board to
recover RS’s costs of providing UMIR regulation servimemarketplaces for which
RS is the regulation services provider.

The public notice and comment period for each of thesgogeds has ended, and RS is
pursuing approval of these proposals with its recognizigglaéors. RS and New Regco
intend to implement any proposals for which it receneggilatory approval.

Access

As with the fee model, the existing criteria for ascesmembership and the provision of
regulation services will be preserved in New Regco, Bsheiprocess for obtaining such



access. New Regco’s By-law provides that any decisidmnespect to a membership
application is subject to review at the request of gpieant (or New Regco staff). Any
changes to the criteria or process for obtaining aosdkbe developed and implemented in
a fair and transparent manner and subject to New Regad Bpproval as well as CSA
approval.

Dealers that are currently members of the IDA andkiglglaces for which RS is the
regulation services provider will be Members of New Regyad no additional acceptance or
approval requirements, other than compliance with dngsttional processes described
below, will be required to be met by such Dealers andkétplaces.

Acceptance of Dealer Members for Membership

IDA members will be required to confirm their membershiaaler Members in New
Regco and attornment to its jurisdiction by an expeditechbership application process,
including a written form of attornment and acknowledgenasrib the terms of their
membership. Approved persons in respect of Dealer Memikizecome subject to the
jurisdiction of New Regco without further action on theart. Section 3.5 of the By-law (a
copy of which is attached as Schedule 3 to the IDA Infaomaircular) outlines the
process for approval of new Dealer Members, which istambially the same as that set out
in the IDA’s proposals to amend its application procesgsch were submitted for CSA
approval in March 2007 and as have since been amended.

In view of the fact that the nature of the regulandDealer Members and the jurisdiction of
New Regco over such Members will not change substhntiam that of the IDA, a
simplified and expedited application process to New Regjappropriate.

Acceptance of Marketplace Members for Membership

The basis for membership of Marketplaces in New Regauritbed below, reflects that of
RS in that it arises by entering into a regulatiowises agreement RSA”). It is expected
that existing RSAs will be assigned to, or restatedemtéme of, New Regco without
renegotiation and will be a simple and expedited merhiepocess corresponding to that
applicable to Dealer Members.

It will likely be necessary for an ATS to enter imew agreements with its Access Persons if
those agreements specify that RS is the beneficfahesubscriber’'s covenants and there
are no provisions in the agreement automatically extgritie benefit of the agreement to
New Regco. RS will work with the ATSs to identifyugtions in which new subscriber
agreements are required and to develop a process thainspds and streamlined as

possible to obtain such new agreements.

Eligibility Status

A Marketplace is eligible to subscribe to be regulatetliéyw Regco as its RSP so long as it
is a recognized exchange, a QTRS or an ATS, as eactnisdia National Instrument 21-
101.
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Contractual Conditions

To receive regulation services from New Regco, anladéigviarketplace must enter into an
RSA with New Regco, which agreement shall include tHeviahg terms:

1. Marketplaces will retain New Regco to administer and reefthe market integrity
rules adopted from time to time by New Regco. Markegdawill require their
members, users and subscribers, as the case maydmétplace participants’) to
comply with New Regco’s market integrity rules as adition of participation.

2. The rules, by-laws and contracts governing the accasseagr by the Marketplace to
its marketplace participants shall provide that the malketparticipant, together
with its present and former directors, officers angbleyees and various other related
or affiliated entities, is subject to the jurisdictiohNew Regco with respect to the
administration and enforcement of New Regco’s markegnity rules.

3. The Marketplace must have systems in place that magtRégco requirements in
respect of surveillance and reporting, including New Reggoir@ments relating to
data feeds and the ability to give effect to any direassned by New Regco with
respect to the administration of New Regco’s markedgrity rules, including
provision for trading halts, delays and suspensions.

4. Standard or usual contractual terms including: circumstdoceancellation of the
RSA, transitional procedures, covenants, dispute resojutadgite, amendments, etc.

5. A term requiring receipt of approval of the RSA from takevant securities
regulatory authorities.

6. Provisions required by the applicable provisions of PaftNational Instrument 23-
101 or other requirements established by the applicable sesuegulatory
authorities.

Financial Viability

New Regco will be a non-share capital, membership-basedor-profit corporation. As

with RS and the IDA (as well as many of the provin8acturities Commissions), its
financial model is based on the collection of feesifldembers in order to recover the costs
incurred in its regulatory activities.

At the outset, New Regco will acquire all of the ésg¢and assume all of the liabilities) of
the IDA and RS, including the balances in the IDA Dasionary Fund and the RS Restricted
Fund (which will be transferred to the New Regco Ret&td Fund and used solely for
prescribed purposes as described in the IDA Informatioul@mc The costs relating to the
combination of RS and the IDA and start-up of New Regedamg borne, proportionately
(on a 40%/60% basis), by the RS/IDA Restricted/Discnetip Funds.
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Capacity to Perform Reqgulation Functions

Recognition Orders

The independence, mandate and obligations of New Regcbenpitescribed as terms and
conditions of its Recognition Order(s) and Delegatiaifirigs, based largely upon
outstanding Recognition Orders granted to RS and the IBAwith RS and the IDA, the
relevant securities regulators’ oversight is expeataddlude: approval of rules, periodic
reporting and triennial oversight examinations, which willkda the relevant securities
regulators to ensure that New Regco acts in a mannestansvith the public interest in
carrying out its mandate as an SRO and RSP.

Regqulation Services

New Regco will seek to protect investors, foster investofigence and enhance the fairness
and efficiency of Canadian capital markets throughptio®ision of effective self-regulation

of Members, their representatives and other persons sitbjgaisdiction. As a neutral,
cost-effective and responsive SRO, New Regco will rextrofninate between Members.

New Regco will assume all of the regulatory responsésland perform all of the regulatory
services currently being performed by RS and the IDA.

Under the applicable National Instruments, orders granted timel®lational Instruments by
certain securities commissions, and its RSAs, RS hddNaw Regco will have, jurisdiction
over the trading conduct of subscribers of an ATS tlehat Dealer Members (“Access
Persons”). In April 2007, the provincial securities consmiss in British Columbia,
Alberta, Manitoba, Ontario and Quebec and RS publishedbfoment a proposal to amend
the ATS Rules and UMIR to extend RS’s jurisdictiomcude the trading conduct of
individuals and firms who are provided with dealer-sponsonmetttdaccess to an exchange
or ATS (other than pursuant to order execution accountsputithemselves being members
of the exchange or subscribers to the ATS. To thenettat these proposals are
implemented, New Regco will assume this jurisdictiopa$ of its market regulation
function

Transitional Jurisdiction

New Regco will assume jurisdiction over the conduddedler Members and over the
trading conduct of all members, users and subscribers ddelydaice Members for
investigations or enforcement actions in progress afrtfeNlew Regco commences its
regulatory activities. Dealer Members and Access Pemshbe expected to attorn to the
jurisdiction of New Regco for all purposes, including tteations while under IDA and/or
RS jurisdiction before the combination. The IDA andwbcontinue for a period of time
(expected to be five years, as discussed below), ingpdarmit them to carry out
disciplinary actions against persons subject to theirdiation prior to the combination.

The need to continue the IDA and RS for a period of aifter the establishment of New
Regco arises from the fact that the jurisdiction efM\Regco to carry out enforcement
actions (either new actions or continuing ones) agénster IDA members and approved
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persons or against those formerly subject to the jatisdi of RS cannot be assured except
by the agreement or attornment of such members or persbasconcern does not likely
arise for practical purposes to the extent that exisbdgmembers join New Regco (and
approved persons continue in the employment of such membetiser members subject to
New Regco’s jurisdiction) and Access Persons attothequrisdiction of New Regco.

In order to avoid jurisdictional challenges in relatiorviolations occurring prior to the
creation of New Regco, the IDA and RS will continuedgeriod of time. Five years is
viewed as a reasonable period for any continuing proceetbrige completed or new
proceedings to be initiated. However, the experiencédms that occasionally proceedings
take longer — particularly those that are important aritle public interest to pursue.
Accordingly, the ability to impose a discretionaryengion has been included if either of the
IDA or RS Boards consider it necessary or desirable.

Subject to any major disciplinary proceedings arising) ¢ftaer the IDA or RS choose to
pursue or continue, their respective funding requiremeats)ected to be insignificant.
To the extent that more significant funding is requidstuich proceedings, New Regco will
provide the necessary funds. As between the IDA andRbamong the Dealer and
Marketplace Members of New Regco, such funding requiremesufl be taken into
account in the fee models that will be developed anddésuhject of the cost recovery
principles described above.

Capacity and Inteqgrity of Systems

New Regco will perform its Dealer Member regulationdtion using the systems currently
used by the IDA, including those systems currently providededDA by various external
service providers. The existing service agreements betivedBDA and its service
providers will be assigned to New Regco.

New Regco will perform its market regulation functionngsihe systems currently used by
RS, including those systems currently provided to RS by TiSew Regco and TSX intend
to enter into a Technology Services AgreemenRSA”) under which TSX will provide
technology services to New Regco corresponding to tlemgdatory technology services
provided to RS. The TSA has been enhanced and now coatided confidentiality and
firewall provisions designed to ensure that personnel indalvéhe marketplace operations
of TSX do not have access to confidential or propnetaormation relating to New Regco
or the other marketplaces for which New Regco is the.RSon-regulatory technology
systems currently provided to RS by TSX (such as desktop cenmguport and e-mail) will
not be provided to New Regco by TSX, but will be provided bpgles supplier for all of
New Regco personnel.

Capacity Planning and Management

New Regco will ensure that systems capacity planning isrtakd on a regular basis and
system upgrades and storage and managed carefully. Widttés the market surveillance
functions, New Regco will regularly forecast its expelctlata volumes and if necessary
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implement system changes. New Regco will also contimaigvork that RS has begun to
provide automated monitoring of multiple marketplaces.

Development and Testing Methodologies

New Regco will use development and testing cyclesdibatot interfere with its operating
systems. New Regco will regularly review and update ¥gldpment and testing
methodologies, either internally or through its seryiceviders.

System Vulnerability

The level of exposure to threats and system vulnerahlitidlew Regco will vary based on
whether the system is critical or not. Sensitivgutatory data will be kept secure and
confidential, within the organization and in relatiors&vice providers. New Regco will
ensure that all of its services providers will implemsanfidentiality and firewall provisions
to ensure that service personnel involved do not have accessfidential or proprietary
information relating to New Regco or marketplace acésiti

Contingency Planning, Disaster Recovery & Business Continuity Plans

New Regco will have written contingency, business coitirand disaster recovery plans,
which will include specific criteria for all critical sfem applications. All market
surveillance systems will have full redundancy witlo twe sites running in parallel and
personnel backup in other New Regco offices. The IDA the process of establishing a
disaster recovery site in Vancouver managed by Quiettmechthe IDA’s current
datacentre and network services provider. It is expectedrtis site will be operational pre-
merger.

RS had developed a comprehensive business continuitagégated for an influenza
pandemic scenario. The IDA is currently working to deped similar Influenza Pandemic
Plan. This plan will be finalized before the end of ttalendar year. New Regco will also
adopt the format of the Pandemic Plan currently in u&Saamalgamating the content from
the IDA’s and RS’s plans, as appropriate.

Purpose of Rules

New Regco will, subject to the terms and conditionthefRecognition Order(s) and the
jurisdiction and oversight of the relevant securitegulators, establish rules, regulations or
policies: (i) to promote the protection of investors;toi)prevent fraudulent and manipulative
acts and practices; (iii) to promote just and equitablemies of trade and the duty to act
fairly, honestly and in good faith; (iv) to foster coopg@&naand coordination with persons or
companies engaged in regulating, clearing, settling and §@ingeinformation about, and
facilitating transactions in, securities (v) to fodedr, equitable and ethical business
practices; (vi) to ensure compliance with securitieslajon and SRO rules; and (vii) to
provide for appropriate discipline of those whose conduegtilates.

New Regco’s rules will not unfairly discriminate amahgse subject to its regulation nor
impose any unnecessary burden or constraint on competditionovation.
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Initially, it is the intention of New Regco to adaptd administer the regulatory requirements
currently contained in the by-laws, rules, policies aaglilations of the IDA and the
Universal Market Integrity Rules (UMIR) (collectivelthe “New Regco Rules”). Any
proposal for amendment to the New Regco Rules would beitsedro the CSA for

approval in accordance with the procedures established updetoaol between New

Regco, as an SRO and RSP, and the applicable secwegidatory authorities.

Financial Statements

New Regco will provide to each jurisdiction recognizingstan SRO audited annual
financial statements within ninety days of its fiscadtyend, as is the current practice of the
IDA (and of the MFDA and CIPF). New Regco will alsepent to Members audited annual
financial statements and the report of the auditoredmer

Discipline Process

New Regco’s rules for the discipline of persons or cangsasubject to its regulation are
based on those of the IDA and RS. The process foptisng Members and others will be
fair, transparent and will provide for due process. Aswawable decision by New Regco,
including any disciplinary or enforcement decision, wilkbeiewable by the securities
regulatory authority having appropriate jurisdiction.

Quebec Requirements

New Regco will comply fully with Section 69 of the aespecting the Autorité des marchés
financiers.

There will be no change in the way New Regco conductshmenagulation activity. New
Regco will continue to conduct and supervise member cang#i analysis and enforcement
activities by staff in Quebec. Initial IDA ComSet arsasywill continue to be conducted in
Toronto because one person has to assess all the sobsesd decide where the matter
should best be referred. All matters relating toviatlials and firms in Quebec are and will
continue to be referred to Montreal for case assedsmen

RS Market Surveillance and Trade Review and Analysiswaremtly conducted by staff in
Toronto. These activities should, for reasons of stgfertise, systems access and real-time
response requirements, remain in Toronto. We would gefmestablish a Market
Surveillance team in Montreal if and when New Regcarset)p regulate a market in
Quebec. However, decisions relative to those a@svitat involve people or firms in
Quebec will be taken by the Vice-President, Quebec.

Trade desk examinations will initially be carried on by bilingitaff in Toronto. There will
be coordination and communications between Toronto andrb&ffice staff in order to
facilitate decisions concerning trade desk compliance repeitg made by the Vice-
President, Quebec. In addition, once the merger is led@dy) New Regco will begin to
develop the trade desk examination expertise with theiistsfontreal.
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Quebec focused market regulation enforcement files (imagins and prosecutions) will
initially be carried on by staff in Toronto. All commigation in the course of an
investigation with individuals will be conducted in the langgiaf their choice. There will

be coordination and communication between Toronto and Karaffice staff in order to
facilitate decisions concerning enforcement matters beede by the Vice-President,
Quebec. All decisions concerning investigation and prosecotiorarket enforcement cases
will be made by the Vice-President, Quebec and thoss gabde presented by Quebec
enforcement counsel (internal or external). In addjtonce the merger is completed, New
Regco will begin to develop market enforcement expertide tve staff in Montreal.

We plan to create a new position in the Montreateffollowing the merger so that there is
an individual with market expertise located in the Queadfdce to help coordinate and to
manage the transfer of trade desk and market enforcerpatise and to help train
Montreal staff.

The members of the hearing panels of New Regco in regpattters involving Quebec
residents will be from Quebec. Currently, RS alreadlg ©n hearing panel members who
reside in Quebec, some of whom also work with the IDA.

Finally, in matters of registration, the delegatidmothority to be sought from the AMF will
confirm that section 69 of the Quebec securities lagslas being respected.

Information Sharing and Reqgulatory Cooperation

New Regco will provide all necessary notices and infoionao each jurisdiction
recognizing New Regco as an SRO except as may be othandiisated in an applicable
recognition order or directions provided by such jurisdingio

As specified in the draft Recognition Order(s), New Regitidoe willing and able to
cooperate, subject to applicable law, in sharing informatitim the relevant securities
regulators and their staff and with other regulatory auiberand SROs responsible for the
supervision or regulation of securities firms, marketsferahcial institutions.

Sincerely,

"Susan Wolburgh Jenah" "Maureen Jensen”

Attachments:
Appendix A — Draft Recognition Order



