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PART 1 - Introduction

The current Canadian Securities Administrators (CSA or we) Business Plan identifies areview of the
regul atory burden on reporting issuers as one of the CSA’s key initiatives for 2016-2019.* Changes
brought on by shiftsin market conditions, investor demographics, technological innovation and
globalization all have area impact on reporting issuers. As capita markets evolve, our approach to
regulation needs to reflect the realities of business for Canadian reporting issuers to remain competitive.
Regulatory requirements and the associated compliance costs should be balanced against the significance
of the regulatory objectives sought to be realized and the value provided by such regulatory requirements
to investors and other stakeholders.

The purpose of this CSA Consultation Paper (the Consultation Paper) isto identify and consider areas of
securities legislation applicable to non-investment fund reporting issuers? that could benefit from a
reduction of undue regulatory burden, without compromising investor protection or the efficiency of the
capital market. Part 2 of this Consultation Paper is focused on considering options to reduce the regulatory
burden associated with both capital raising in the public markets (i.e., prospectus related requirements) and
the ongoing costs of remaining areporting issuer (i.e., continuous disclosure requirements).

Appendix A to this Consultation Paper provides a snapshot of the size and types of reporting issuers who
operate in the public market. We note that the Consultation Paper focuses only on the various securities
legislation requirements applicable to non-investment fund reporting issuers. Separately, the CSA are aso
considering ways to reduce regulatory burden in other areas of securities legislation, such as reducing the
disclosure obligations for investment funds.

Through recent policy initiatives, the CSA have taken steps to support reporting issuers while maintaining
investor protection. For example, we have:

o liberalized the prospectus marketing regime by increasing the range of permissible pre-marketing
and marketing activities in connection with public offerings,

e introduced new exemptions for use by reporting issuers and amended or modified certain existing
prospectus exemptions avail able to reporting issuers, and

e tailored disclosure and other requirements to aleviate certain requirements for venture issuersin
the prospectus and continuous disclosure regimes.

Similarly, the CSA are currently:

e reviewing the current resale regime for prospectus-exempt securities to determine the extent to
which the resale provisions continue to be relevant in today’ s markets and to assess the market
impact of alternative regul atory approaches, and

e creating anew nationa filing system to replace the core CSA national systems.

1 http://www.securities-administrators.ca/upl oadedFiles/General /pdfYCSA_Business Plan_2016-2019.pdf

2 In the main body of the Consultation Paper, reference to “reporting issuer(s)” means a“reporting issuer” as defined in securities legislation,
other than investment funds. In Appendices A and B of this Consultation Paper, reference to “ reporting issuer(s)” means a “reporting issuer”
as defined in securities | egislation.
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Appendix B to this Consultation Paper briefly discusses and highlights the details of these regulatory
initiatives.

While we have undertaken a number of policy initiatives to decrease regulatory burden for reporting
issuers, the CSA recognize that there is more we can do to address other potential sources of regulatory
burden for reporting issuers, while being mindful of the impact on investor protection. This Consultation
Paper isthefirst step in this process. We are seeking feedback from market participants and stakeholders
to identify specific areas of securities legislation where the regulatory burden on reporting issuers may be
out of proportion to the regulatory objectives sought to be achieved. We will consider all comments
received in assessing the scope and timing of any further work to reduce regulatory burden. However,
while this Consultation Paper sets out a range of potential options and requests comments on these and any
other options for consideration that we have not identified, we note that no definitive decisions have been
made as to whether to move forward on any particular regulatory initiative.

Comments must be submitted in writing by July 7, 2017. We encourage commenters to provide comments
on the full range of optionsidentified in this Consultation Paper.

PART 2 —Potential optionsto reduce regulatory burden

We set out below some potential regulatory options which may reduce regulatory burden for reporting
Issuers:

2.1 Extending the application of streamlined rulesto smaller reporting issuers

2.2 Reducing theregulatory burdens associated with the prospectus rules and offering process
() Reducing the audited financia statement requirementsin an initial public offering
(IPO) prospectus
(b) Streamlining other prospectus requirements
(c) Streamlining public offerings for reporting issuers
(d) Other potential areas

2.3 Reducing ongoing disclosur e requirements
(&) Removing or modifying the criteriato file abusiness acquisition report (BAR)
(b) Reducing disclosure requirementsin annual and interim filings
(c) Permitting semi-annual reporting

2.4 Eliminating overlap in regulatory requirements
2.5 Enhancing electronic delivery of documents

While this Consultation Paper discusses some initiatives relating to financial information required under
securities legislation, we note that accounting standards for use by entities that prepare financial
statements in accordance with Canadian generally accepted accounting principles (GAAP) are established
by the Accounting Standards Board (AcSB), an independent body, and not by the CSA. The AcSB
determines the contents of the CPA Canada Handbook — Accounting (the Handbook) and has approved
the standards set out in Part | of the Handbook (i.e. International Financia Reporting Standards or |FRYS)
as accounting standards for publicly accountabl e enterprises.




In this Part, we set out a number of potential options for reducing regulatory burden for reporting issuers,
including specific consultation questions to gauge the nature and scope of the issues to be addressed in
each of these areas. We are also soliciting genera feedback on which of these options should be
prioritized (and, if so, the reasons why), whether such issues can be addressed in the short-term or
medium-term, what the impact on investors may be, and any other areas of securities legislation which
should a'so be considered.

General consultation questions
1. Of the potential optionsidentified in Part 2:
(a8 Which meaningfully reduce the regulatory burden on reporting issuers while preserving
investor protection?
(b) Which should be prioritized and why?

2. Which of theissuesidentified in Part 2 could be addressed in the short-term or medium-term?

3. Arethere any other options that are not identified in Part 2 which may offer opportunities to
meaningfully reduce the regulatory burden on reporting issuers or others while preserving investor
protection? If so, please explain the nature and extent of the issuesin detail and whether these options
should constitute a short-term or medium-term priority for the CSA.

Under Canadian securities legislation, venture issuers are permitted to comply with continuous disclosure
requirements that are generally less onerous than those imposed on other reporting issuers. For example,
venture issuers have:

longer filing deadlines for annual and interim financial statements

ahigher threshold for significant acquisition reporting

no requirement to file an annua information form (AIF)

ability to file a quarterly highlights document to meet interim management’ s discussion and
analysis (MD& A) requirements

different corporate governance requirements

e reduced certification requirements

We currently distinguish venture issuers from non-venture issuers based on their exchange listings. A
reporting issuer generally qualifies as aventure issuer aslong as it does not have securities listed or
guoted on what we consider senior securities exchanges or most foreign exchanges (a Non-Venture
Exchange).* Some of the reasons for the current delineation between venture and non-venture issuers
were stability and transparency.

We are considering ways to reduce reporting requirements for smaller reporting issuers based on a
different metric. One option would be to adopt a size-based distinction. Under this option, areporting

% For additional details, see Appendix B.

4 For instance, National Instrument 51-102 Continuous Disclosure Obligations (NI 51-102) defines “ventureissuer” as areporting issuer that
does not have any of its securities listed or quoted on any of the Toronto Stock Exchange (T SX), Aequitas NEO Exchange Inc., aU.S.
marketplace, or a marketplace outside of Canada and the U.S. other than the Alternative Investment Market of the London Stock Exchange or
the PLUS markets operated by PLUS Markets Group plc.
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issuer’s size could be measured, for example, by the size of its assets, revenue, market capitalization or a
combination of criteria. A size-based distinction would allow smaller reporting issuers listed on senior
securities exchanges to utilize the reduced regulatory requirements currently restricted to venture issuers.

For example, we note that the rules and regul ations of the U.S. Securities and Exchange Commission
(SEC) provide reduced reporting requirements for “smaller reporting companies’. Smaller reporting
companies provide less historical financial information, have longer filing deadlines and have reduced
executive compensation and MD&A disclosure requirements. Smaller reporting companies are presently
defined as registrant companies (which are analogous to Canadian reporting issuers) with less than US$75
million in common equity public float, or less than US$50 million in revenue in the case of companies
without publicly traded equity. The SEC has recently proposed amendments that, if adopted, would
expand the number of registrants that qualify as smaller reporting companies by increasing the criteria
thresholds to less than US$250 million in common equity public float or US$100 million in revenue for
registrant companies with zero public float.

Additionally, the U.S. Jumpstart Our Business Startups Act of 2012 introduced a new category of
registrant: the emerging growth company (EGC). Most companies with annual revenue under US$1
billion qualify as an EGC and benefit from reduced regulatory and reporting requirements under the U.S.
Securities Exchange Act of 1934.° The EGC status is time-limited. While the quantitative thresholds
adopted by the SEC for the U.S. market would need to be adjusted to reflect the significantly smaller scale
of the Canadian capital market and its reporting issuers, the general approach taken by the SEC might
suggest options worth considering in the Canadian context.

With amedian market capitalization of $112 million for reporting issuers listed on the TSX®, anumber of
TSX-listed reporting issuers could likely benefit from reduced reporting requirements if we were to adopt
asize-based distinction similar to the criteriafor smaller reporting companies under the SEC rules.

Consultation questions
4. Would a size-based distinction between categories of reporting issuers be preferable to the current
distinction based on exchange listing? Why or why not?

5. If wewere to adopt a size-based distinction:

(&) What metric or criteria should be used and why? What threshold would be appropriate and
why?

(b) What measures could be used to prevent reporting issuers from being required to report under
different regimes from year to year?

(c) What measures could be used to ensure that there is sufficient transparency to investors
regarding the disclosure regime to which the reporting issuer is subject?

(d) How could we assist investors in understanding the distinction made and the requirements
applicable to each category of reporting issuer?

6. If the current distinction for venture issuers is maintained, should we extend certain less onerous
venture issuer regulatory requirements to non-venture issuers? Which ones and why?’

5 The modified requirements available to EGCs include reduced disclosure with respect to financial statements, MD&A, and executive
compensation.

® http://www.tsx.com/listings/listing-with-us, as of March 31, 2017.

7 See section 2.2 for adiscussion on expanding the digibility criteriafor the provision of two years of financial statements to issuers that
intend to become non-ventureissuers for PO prospectuses.




(a) Reducing the audited financial statement requirementsin an | PO prospectus

The venture issuer regul ation amendments introduced in 2015 reduced the number of years of financia
information and related analysis required in a venture issuer PO prospectus from three to two years. In
addition, National Instrument 41-101 General Prospectus Requirements contains an exemption based on
size from the requirement to audit the second and third most recently completed financial years.

We understand that an issuer may choose to list on a Non-Venture Exchange at the time of its PO despite
having relatively low revenues. We could consider allowing issuers that intend to list on aNon-Venture
Exchange to present a reduced number of years of audited financial statementsin their 1PO prospectus if
they have pre-1PO revenues under a certain threshold. Alternatively, we could allow all issuersto do so.
These issuers could still be subject to the continuous disclosure requirements of a non-venture issuer post-
IPO. However, it is unclear to us whether this would contribute to more efficient capital raising in the
public market in isolation.

Consultation questions
7. |sit appropriate to extend the eligibility criteria for the provision of two years of financial statements
to issuers that intend to become non-venture issuers? If so:

(a8 How would this amendment assist in efficient capital raising in the public market?

(b) How would having less historical financial information on non-venture issuers impact
investors?

(c) Should we consider athreshold, such as pre-1PO revenues, in determining whether two years
of financia statements are required? Why or why not?

(d) If athreshold is appropriate, what threshold should be applied to determine whether two years
of financia statements are required, and why?

8. How important is the ability to perform athree year trend analysis?

(b) Streamlining other prospectus requirements

In addition, there are other prospectus requirements that we can consider removing or modifying to reduce
the issuer’ s preparation costs while still providing potentia investors with clear, understandable and
comprehensive disclosure necessary to make an informed investment decision. These options include:

e increasing BAR thresholds for non-venture issuers (also discussed in a continuous disclosure
context below)

e removing the requirement for interim financial statements to be reviewed by an auditor

e removing the requirement to include pro formafinancial statements for significant acquisitions

e tailoring disclosure requirements for non-1PO prospectuses to only focus on the following
information: an overview of the issuer’s business, key information regarding the issuer’s
management, disclosure of any conflicts of interest, a description of securities distributed and
relevant rights, and the principal risks facing the business



Consultation questions
9. Should auditor review of interim financial statements continue to be required in a prospectus? Why or
why not?

10. Should other prospectus disclosure requirements be removed or modified, and why?

(c) Streamlining public offeringsfor reporting issuers

The prospectus requirement, including the statutory rights investors receive under thisregime, isa
fundamental pillar of our current regulatory regime. Historically, the short form prospectus regime was
designed to facilitate efficient capital raising for reporting issuers while providing investors with all of the
protections of a prospectus, including statutory rights of withdrawal, rescission and damages, and the
protections afforded by the statutory liability regime for the contents of the prospectus (i.e., the liability
imposed by securities legislation on the reporting issuer, the underwriters, the board of directors, etc.).

(i) Short form prospectus offering system

We have heard from some stakeholders that the time and cost to prepare a short form prospectus may be
impediments to capital raising.

We are considering whether to eliminate or modify existing short form prospectus discl osure requirements
where such requirements are duplicative, are not providing potential investors with timely, relevant
information or may be misaligned with current market practices. For example, risk factor disclosure in
short form prospectuses may often seem repetitive or boilerplate and the required disclosure of price
ranges and trading volumes is available on the website of the reporting issuer’ s trading market.

We could aso consider whether to extend the short form prospectus offering system to additional reporting
issuers not currently qualified to use it (i.e., re-examine the short form eligibility requirements).

Consultation questions

11. Isthe current short form prospectus system achieving the appropriate balance (i.e., between
facilitating efficient capital raising for reporting issuers and investor protection)? If not, please
identify potential short form prospectus disclosure reguirements which could be eliminated or
modified in order to reduce regulatory burden on reporting issuers, without impacting investor
protection, including providing specific reasons why such requirements are not necessary.

12. Should we extend the availability of the short form prospectus offering system to more reporting
issuers? If so, please explain for which issuers, and why this would be appropriate.

(i) Potential alternative prospectus model

We are a so considering whether conditions are right to revisit the merits of a prospectus offering model
for reporting issuers that is more closely linked to continuous disclosure.




In 2000, the CSA published for comment a concept proposal called Integrated Disclosure System (1 DS).2
This regime was designed to complement the existing prospectus regime. Under the IDS, reporting issuers
were required to provide investors with more comprehensive and timely continuous disclosure by using
an abbreviated offering document integrating the reporting issuer’s disclosure base.

In 2002, the British Columbia Securities Commission aso published for comment a proposal on, among
other things, a system called Continuous Market Access (CMA).° This regime was designed to replace
the existing prospectus regime. CMA provided reporting issuers with access to markets by disclosing the
offering in apress release. No offering document was required, but reporting issuers were subject to an
enhanced continuous disclosure regime and the obligation to disclose all material information about the
reporting issuer.

The IDS and CMA proposals were intended to de-emphasize the traditional focus on primary market
disclosure and put increased focus on areporting issuer’ s continuous disclosure, in recognition of the fact
that the mgjority of trading was taking place in the secondary rather than primary markets. They were also
meant to provide reporting issuers with faster and more flexible access to public markets.

Ultimately, these proposals did not go forward and, instead, the CSA subsequently updated the short form
prospectus system.

Differences between the securities legidation of the various CSA jurisdictions may have been an obstacle
at thetime the IDS and CMA were proposed. However, since the early 2000s, the CSA have implemented
different rules to further devel op the harmonized approach to securities legislation across the country,
such as national disclosure rules, the passport regime and registration requirements. Also, all CSA
jurisdictions have adopted a statutory secondary market liability regime, which did not exist at the time
the IDS and CMA were proposed.

We are now considering if the conditions are right to amend the current prospectus offering regime for
reporting issuers. The intention is that the disclosure provided to investors be more concise and focused
than under the current short form prospectus regime. For example, in cases other than a significant
acquisition or significant changes to the reporting issuer’ s business, the disclosure in a prospectus could
be limited to relevant items concerning the offering and the offered securities, such as:

adetailed description of the securities offered

intended use of proceeds

the plan of distribution

consolidated capitalization

earnings coverage

material risk factors associated with the offering and the offered securities
conflicts of interest, if any

investors' statutory rights of withdrawal, damages and rescission

8 Canadian Securities Administrators Notice and Request for Comment 44-101, 51-401 — Concept Proposal for an Integrated Disclosure
System, Canadian Securities Administrators, January 28, 2000
® New Proposals for Securities Regulation — A new way to regulate, British Columbia Securities Commission, June 5, 2002



Under an alternative prospectus model, reporting issuers and dealers participating in an offering would
assume liability for any misrepresentation in the reporting issuer’s disclosure base and all written
marketing communications pertaining to the offering or the securities offered.

Consultation questions
13. Are conditions right to propose atype of alternative prospectus model for reporting issuers? If an
alternative prospectus model is utilized for reporting issuers:

(d) What should the key features and disclosure requirements of any proposed aternative
prospectus model be?

(b) What types of investor protections should be included under such a model (for example, rights
of rescission)?

(c) Should an alternative offering model be made available to all reporting issuers? If not, what
should the dligibility criteria be?

(iii) Facilitating at-the-market (ATM) offerings

An ATM offering is a continuous distribution by areporting issuer of equity securitiesinto a public
trading market, such asthe TSX, at prevailing market prices. ATM offerings are made through a
registered securities deder, typically acting on an agency basis. Distribution agreements governing ATM
offerings usually provide reporting issuers with significant flexibility to establish parameters with respect
to the timing, price and amount of securitiesto be sold during a specified period, subject to some
limitations.

Part 9 of National Instrument 44-102 Shelf Distributions (NI 44-102) establishes certain rulesfor ATM
offerings under Canadian shelf prospectuses, including an upper limit on the market value of securities
which may be distributed under an ATM offering,’® and a prohibition against market stabilization
activities in connection with such an offering. NI 44-102 does not establish a comprehensive framework
for ATM offerings asit does not exempt ATM offerings from certain provisions of securities legislation
applicableto all prospectus offerings, such as the prospectus delivery requirement and statutory rights of
rescission and withdrawal . However, these are impracticable in the context of an ATM offering.
Consequently, areporting issuer wishing to conduct an ATM offering must obtain exemptive relief from
these requirements. As a condition of granting the requested relief, exemptive relief granted by CSA
members in connection with ATM offerings has typically limited the number of securities that may be
sold under the ATM offering on any given trading day (as a percentage of the aggregate daily trading
volume) and required monthly reports in respect of sales made through the ATM offering.

ATM offerings are well established in the United States, but much less common in Canada. A number of
Canadian issuers have chosen to conduct ATM offerings exclusively in the United States, rather than in
Canada. Some industry participants have observed that the l[imited number of ATM offerings in Canada
may be partly attributabl e to regulatory burden associated with the requirement to obtain prior exemptive
relief and the conditions typically imposed in connection with such relief. They have also suggested that
some of the current restrictions on ATM offerings could be relaxed or eliminated without compromising
necessary investor protection and the integrity of the capital markets. We are seeking feedback from

10 The market value of equity securities distributed under an ATM offering may not exceed 10% of the aggregate market value of the
reporting issuer’ s outstanding equity securities of the same class as the class of securities distributed, calculated in accordance with section
9.2 of NI 44-102 as of the last trading day of the month before the month in which the first trade under the ATM offering is made.




participants in the Canadian capital markets as to whether there are measures we should adopt to facilitate
ATM offeringsin Canada

Consultation questions

14. What rule amendments or other measures could we adopt to further streamline the process for ATM
offerings by reporting issuers? Are there any current limitations or requirementsimposed on ATM
offerings which we could modify or eliminate without compromising investor protection or the
integrity of the capital markets?

15. Which elements of the exemptive relief granted for ATM offerings should be codified in securities
legidation to further facilitate such offerings?

(d) Other potential areas

We are a so considering other potential areas for reducing regulatory burden associated with capital
raising, including:

o facilitating cross-border offerings
o further liberalizing the pre-marketing and marketing regime

Consultation questions

16. Are there rule amendments and/or processes we could adopt to further streamline the process for cross-
border prospectus offerings, without compromising investor protection, by: (i) Canadian issuers and
(ii) foreign issuers?

17. Asnoted in Appendix B, in 2013 a number of amendments were made to liberalize the pre-
marketing/marketing regime in Canada. Are there rule amendments and/or processes we could adopt
to further liberalize the prospectus pre-marketing and marketing regime in Canada, without
compromising investor protection, for: (i) existing reporting issuers and (ii) issuers planning an | PO,
and if so in what way?

(&) Removing or modifying thecriteriatofilea BAR

Currently, reporting issuers are required to file a BAR within 75 days after completion of an acquisition
that meets the significance tests set out in Part 8 of NI 51-102. This requirement was introduced in 2004
to provide investors in the secondary market, on arelatively timely basis, the type of information
currently required for primary market investors in a prospectus offering. Disclosure required inaBAR
includes historical financia statements of the business acquired and, in the case of a BAR filed for a non-
venture reporting issuer, pro formafinancial statements.

In July 2011, the CSA requested comments on proposed National Instrument 51-103 Ongoing
Gover nance and Disclosure Requirements for Venture Issuers (NI 51-103). In NI 51-103, the CSA
proposed to increase the significance thresholds for acquisitions made by venture issuers from 40% to
100%. Although the CSA did not implement NI 51-103, it amended NI 51-102 in 2015 to increase the
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significance thresholds for acquisitions made by venture issuers as proposed in NI-51-103. The increased
significance threshol ds reduced the instances when venture issuers must file aBAR. No increase of the
significance tests for non-venture issuers was proposed at that time, as these changes were made in the
context of rule amendments targeting venture issuers only.

Reporting issuers frequently apply for and are granted certain relief from the BAR requirements. We have
heard from some stakeholders that the preparation of aBAR entails significant time and cost, and that the
information necessary to comply with the BAR requirements may, in some instances, be difficult to
obtain. Some of these stakeholders have also questioned the value of the disclosure BARSs provide. In the
July 2011 consultation on NI 51-103, a number of commenters had also indicated that they did not think
pro formafinancia statements provide useful information to investors. Other stakeholders have indicated
that they continue to believe that there are situations where a BAR provides relevant information to
investors seeking to make an investment decision.

We are now considering whether we should conduct a broader review of the BAR requirements. We
could consider changes such as:

removing the requirement to file aBAR entirely in certain circumstances

removing one or more of the significance tests

increasing the threshold applied to the three significance tests for non-venture issuers
providing alternative tests based on specific industry criteria

Consultation questions

18. Does the BAR disclosure, in particular the financial statements of the business acquired and the pro
formafinancia statements, provide relevant and timely information for an investor to make an
investment decision? In what situations does the BAR not provide relevant and timely information?

19. Arethere certain BAR requirements that are more onerous or problematic than others?
20. If the BAR provides relevant and timely information to investors:

() Areeach of the current significance tests required to ensure that significant acquisitions are
captured by the BAR requirements?

(b) Towhat level could the significance thresholds be increased for non-venture issuers while still
providing an investor with sufficient information with which to make an investment decision?

(c) What alternative tests would be most relevant for a particular industry and why?

(d) Do you think that the disclosure requirements for a significant acquisition under Item 14.2 of
51-102F5 (information circular) should be modified to align with those required in aBAR,
instead of prospectus-level disclosure? Why or why not?

(b) Reducing disclosure requirementsin annual and interim filings

We have heard from stakeholders that the volume of information included in annual and interim filings
may obscure the focus on the key information needed by areporting issuer’s investors and analysts. We
are considering whether there are ways in which we could refocus annual and interim filings on such key
information. Possible options include:
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e removing the discussion of prior period results from the MD&A

e removing the summary of quarterly results for the eight most recently completed quartersin the
MD&A

e alowingall reporting issuers to meet interim MD& A requirements by preparing a “quarterly
highlights” document (currently, this option is limited to venture issuers only)

Consultation questions

21. Arethere disclosure requirements for annual and interim filing documents that are overly burdensome
for reporting issuers to prepare? Would the removal of these requirements deprive investors of any
relevant information required to make an investment decision? Why or why not?

22. Arethere disclosure requirements for which we could provide more guidance or clarity? For example,
we could clarify that discussion of only significant trends and risksis required, or that the filing of
immaterial amendments to material contractsis not required under NI 51-102.

(c) Permitting semi-annual reporting

A key element proposed in NI 51-103 was the change from a quarterly financial reporting requirement to
a semi-annual reporting requirement.™ Although the CSA ultimately adopted some of the proposals
within NI 51-103 as amendments to the existing regulatory regime for venture issuers, the CSA did not
change the quarterly reporting requirement because of concerns expressed by certain commenters. These
commenters thought the time period between financia reports would be too long and that the proposals
might adversely affect the market perception of venture issuers, their governance, liquidity and
comparability to more senior reporting issuers. Some of these commenters did not think that the
requirement for interim financial reports was unduly burdensome or costly.

Although the CSA did not implement NI 51-103, it amended NI 51-102 in 2015 to allow venture issuers
to replace interim MD& A with quarterly highlights.

There has been considerable discussion over the past several years with respect to perceived short-term
focus among publicly-traded entities due to the current emphasis on quarterly financial results, and
whether this trend is inconsistent with the creation of value by businesses over the long term. Some
academic commentators and business leaders have suggested that quarterly reporting encourages
reporting issuers to focus too heavily on short-term financial results, to the detriment of the reporting
issuer’s business over the longer-term. Others have questioned this analysis, and suggested that the
elimination of quarterly reporting would deprive investors of timely financial disclosure, while doing little
to push publicly-traded entities into better long-term decision making. We note that a semi-annual
reporting model has been along-established practice in the United Kingdom and Australia*® Given this
ongoing debate, we are soliciting feedback from participants in the Canadian capital markets asto
whether the timeisright to revisit thisissue.

We could provide the option to report on either a quarterly or semi-annual basisto all reporting issuers, or
limit this option to smaller reporting issuers. Reporting issuers would still be required to comply with

1 A semi-annual reporting requirement was also a key feature of CSA Mulltilateral Consultation Paper 51-403 Tailoring Venture Issuer
Regulation on May 31, 2010 by the securities regulators in Alberta, British Columbia, Manitoba, New Brunswick, Nova Scotia and
Saskatchewan.

12 |n the United Kingdom, mandatory quarterly reporting was introduced in 2007. However, this requirement was abandoned in 2014 in
favour of a semi-annual reporting requirement. UK reporting companies are still permitted to report on a quarterly basis.
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material change reporting requirements and exchange listing requirements to disclose all material
information.

Consultation questions
23. What are the benefits of quarterly reporting for reporting issuers? What are the potential problems,
concerns or burdens associated with quarterly reporting?

24. Should semi-annual reporting be an option provided to reporting issuers and if so under what
circumstances? Should this option be limited to smaller reporting issuers?

25. Would semi-annual reporting provide sufficiently frequent disclosure to investors and anal ysts who
may prefer to receive more timely information?

26. Similar to venture issuers, should non-venture issuers have the option to replace interim MD&A with
quarterly highlights?

There are areas of similarity between the disclosure requirements of IFRS and Form 51-102F1
Management’s Discussion & Analysis, such as:

financial instruments

critical accounting estimates
change in accounting policies
contractual obligations

Additionally, thereis potentia overlap in the disclosure requirementsin the NI 51-102 forms. For
instance, both the MD& A and the AIF require aform of discussion of the risks associated with the
reporting issuer.

We are considering the removal of some or all of this overlap, or consolidating the requirements of the
MD&A, AlF and financial statements into one document.

Consultation questions
27. Would modifying any of the above areas in the MD& A form requirements result in aloss of
significant information to an investor? Why or why not?

28. Are there other areas where the MD&A form requirements overlap with existing IFRS requirements?

29. Should we consolidate the MD& A, AlF (if applicable) and financial statements into one document?
Why or why not?

30. Are there other areas of overlap in continuous disclosure rules? Please indicate how we could remove
overlap while ensuring that disclosure is complete, relevant, clear, and understandable for investors.
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National Policy 11-201 Electronic Delivery of Documents (NP 11-201) provides guidance to securities
industry participants that want to use electronic delivery to fulfill delivery requirementsin securities
legislation. NP 11-201 applies to documents required to be delivered under securities legislation, including
prospectuses, financial statements, and proxy-related materials that are delivered by securities industry
participants or those acting on their behaf, such as transfer agents.

One areawhere we have facilitated the use of electronic delivery isin the introduction of “notice-and-
access’. In 2013, amendments were made to National Instrument 54-101 Communication with Beneficial
Owners of Securities of a Reporting Issuer (NI 54-101) to give reporting issuers the option to use the
“notice-and-access” method to post proxy-related materials on awebsite instead of having to mail
materialsto registered holders (under NI 51-102) and to beneficial owners (under NI 54-101). Under NI
51-102, notice-and-access may aso be used to post annua financia statements and MD&A in lieu of
sending such documents to all security holders.

Under the “notice-and-access” method, reporting issuers must deliver a printed notice and voting
documents to beneficial owners who have not given their prior consent to delivery. Also, beneficial owners
may request a paper copy of certain documents, such as information circulars, annual financia statements
and MD&A, at no charge. Factors outside of securities legislation, such as the delivery requirements under
business corporations legislation, electronic commerce legidation, investor preferences and market
practice, may also impact areporting issuer’s obligation to print and deliver certain documentsto
beneficial owners or areporting issuer’s choice to use notice-and-access.

Despite these developments to facilitate el ectronic delivery of documents, we have heard from some
market participants that reporting issuers continue to incur significant costs associated with printing and
delivering various documents required under securities legislation.

Given the widespread use of Internet, social media and technology in communications generally, we are
considering whether new methods of electronic delivery should be permitted to further reduce the use of
paper to fulfill delivery requirements, thus reducing costs for reporting issuers, and promoting a more
environmentally responsible approach to document delivery. At the same time, we acknowledge that not
al investors are online or may prefer to receive their documents in paper format for other valid reasons.

Consultation questions
31. Are there any aspects of the guidance provided in NP 11-201 which are unclear or misaligned with
market practice?

32. The following consultation questions pertain to the “notice-and-access’ model under securities
legislation and consideration of potential changes to this model:

(a) Since the adoption of the “notice-and-access” amendments, what aspects of delivering paper
copies represent asignificant burden for issuers, if any? Are there a significant number of
investors that continue to prefer paper delivery of proxy materials, financial statements and
MD&A?
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(b) Do you think it is appropriate for areporting issuer to satisfy the delivery requirements under
securities legislation by making proxy materias, financial statements and MD&A publicly
available electronically without prior notice or consent and only deliver paper copies of these
documents if an investor specifically requests paper delivery? If so, for which of the
documents required to be delivered to beneficial owners should this option be made available?

(c) Would changes to the “notice-and-access’ model as described in question (b) above pose a
significant risk of undermining the protection of investors under securities legislation, even
though an investor may request to receive paper copies?

(d) Arethere other rule amendments that could be made in NI 54-101 or NI 51-102 to improve the
current “notice-and-access’ options available for reporting issuers?

33. Are there other ways electronic delivery of documents could be further enhanced through securities
legislation?

PART 3 —Providing feedback

We invite interested parties to make written submissions on the consultation questions identified
throughout this Consultation Paper. Y ou must submit your comments in writing by July 7, 2017. If you are
sending your comments by email, you should also send an electronic file containing the submissions in
Microsoft Word.

Address your submission to all of the CSA asfollows:

British Columbia Securities Commission

Alberta Securities Commission

Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumer Services Commission (New Brunswick)
Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island
Nova Scotia Securities Commission

Securities Commission of Newfoundland and Labrador
Superintendent of Securities, Northwest Territories
Superintendent of Securities, Yukon

Superintendent of Securities, Nunavut

Deliver your comments only to the addresses below. Y our comments will be distributed to the other
participating CSA regulators.

The Secretary

Ontario Securities Commission
20 Queen Street West

22nd Hoor

Toronto, Ontario M5H 3S8

Fax: 416-593-2318

Email: comments@osc.gov.on.ca
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Me Anne-Marie Beaudoin

Corporate Secretary

Autorité des marchés financiers

800, rue du Square-Victoria, 22e étage

C.P. 246, tour delaBourse

Montréal (Québec) H4Z 1G3

Fax: 514-864-6381

E-mail: consultation-en-cours@l autorite.gc.ca

Certain CSA regulators require publication of the written comments received during the comment period.
We will publish al responses received on the websites of the Autorité des marchés financiers
(www.lautorite.qc.ca), the Ontario Securities Commission (www.osc.gov.on.ca), and the Alberta Securities
Commission (www.al bertasecurities.com). Therefore, you should not include personal information directly
in comments to be published. It isimportant that you state on whose behalf you are making the
submission.
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PART 4 —Questions

Please refer your questions to any of the following CSA steff:

Jo-Anne M atear

Manager, Corporate Finance
Ontario Securities Commission
416-593-2323

jmatear @osc.gov.on.ca

Stephanie Tjon

Senior Lega Counsel, Corporate Finance
Ontario Securities Commission
416-593-3655

stjon@osc.gov.on.ca

Tamara Driscoll
Accountant, Corporate Finance
Ontario Securities Commission

MikeMoretto
Manager, Corporate Disclosure
British Columbia Securities Commission

416-596-4292 604-899-6767
tdriscoll @osc.gov.on.ca mmoretto@bcsc.bc.ca
Elliott Mak Cheryl McGillivray

Senior Legal Counsdl, Corporate Finance
British Columbia Securities Commission
604-899-6501

emak@bcsc.bc.ca

Manager, Corporate Finance
Alberta Securities Commission
403-297-3307
cheryl.mcqillivray@asc.ca

Anne-MarieLandry

Senior Securities Analyst, Corporate Finance
Alberta Securities Commission
403-297-7907

annemarie.landry@asc.ca

Tim Robson

Senior Lega Counsel, Corporate Finance
Alberta Securities Commission
403-355-6297

timothy.robson@asc.ca

Tony Herdzik

Deputy Director, Corporate Finance
Financial and Consumer Affairs Authority of
Saskatchewan

306-787-5849

tony.herdzik@gov.sk.ca

Patrick Weeks

Corporate Finance Analyst
Manitoba Securities Commission
204-945-3326
patrick.weeks@qgov.mb.ca

Valérie Dufour

Analyst, Corporate Finance
Autorité des marchés financiers
514-395-0337, ext. 4389

va erie.dufour@lautorite.qc.ca

Marc-Olivier St-Jacques
Anayst, Corporate Finance
Autorité des marchés financiers
514-395-0337, ext. 4424
marco.st-jacques@l autorite.qc.ca

Ella-Jane L oomis

Senior Legal Counsel, Securities

Financial and Consumer Services Commission (New
Brunswick)

506-658-2602

ella-jane.loomis@fcnb.ca

Kevin Redden

Director, Corporate Finance

Nova Scotia Securities Commission
902-424-5343
kevin.redden@novascotia.ca
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The following charts provide an overview (as of December 31, 2016) of:

o themarket capitalization of reporting issuers by industry (both in terms of dollar values and by

percentage of total market capitalization), and

e the composition of venture and non-venture issuers (by number of reporting issuers).

Market capitalization and number of reporting issuers, broken down by industry as at December 31,

2016

Industry * Market cap
($ billions)
$809

Financial services

Diversified industries $556
Oil & Gas $325
Mining $280
Utilities & Pipelines $228
Communications & Media $179
Real estate $96
Technology $85
Clean Technology & Renewable $36
Energy

L ife Sciences $25
Forest Products & Paper $23
TOTAL $2,642

Status of reporting issuers, asat December 31, 2016

1%

21% 370

12% 247

11% 1,319
8% 25
7% 37
4% 97
3% 252
1% 108
1% 160
1% 18

2,765

ssuers
% of total

5%

13%

9%

48%

1%

1%

4%

9%

4%

6%
1%

= Venture (1,909 issuers)
= Non-venture (856 issuers)

Number of reporting

Market cap | Number of
(% of total) | reportingissuery i
3 132

18 source: TMX Market Intelligence Group Report for December 2016 and Canadian Securities Exchange (CSE) data provided by the CSE.
Data excludes exchange-traded funds, closed-end funds, capital pool companies and special purpose acquisition corporations.
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Modernization of the exempt market™ regulatory regime has been amajor priority for the CSA. In keeping
with this, CSA members have undertaken a series of significant exempt market initiatives related to both
introducing new prospectus exemptions and modifying or harmonizing existing ones.™ The purpose of
these policy initiatives was to facilitate greater accessto capital through the exempt market for issuers,
particularly for start-ups and small and medium-sized enterprises, while maintaining appropriate investor
protection.

A number of the prospectus exemptions were specifically designed for use by reporting issuers, including:

e theexisting security holder exemption (ESH Exemption),
o therights offering prospectus exemption (Rights Offering Exemption), and
e theinvestment dealer exemption (Investment Dealer Exemption).

Other prospectus exemptions are available to both reporting issuers and non-reporting issuers seeking to
raise capital:

e the crowdfunding exemption (Crowdfunding Exemption),
¢ the offering memorandum exemption (OM Exemption), and
o thefriends, family and business associates exemption (FFBA Exemption).

ESH Exemption

The ESH Exemption allows reporting issuers listed on specified exchanges to raise funds from existing
security holders holding equity securities subject to certain conditions. The ESH Exemption is a cost-
effective tool to raise capital because there are no requirements to provide investors with information at the
time of distribution except that the reporting issuer is required to issue a news rel ease about the proposed
sale of the securities and file any offering materials (other than the subscription agreement) with securities
regulators on the same day it provides materials to investors.

Rights Offering Exemption

The CSA have streamlined the rights offering prospectus exemption for non-investment fund reporting
issuersin order to reduce the time and cost associated with the use of this exemption. These amendments
included:

e removing the current regulatory review process prior to the use of the exemption,
e increasing investor protection through the addition of civil liability for secondary market
disclosure,

4 References to the exempt market refer to securities sold in reliance on a prospectus exemption.
15 See CSA Staff Notice 45-314 — Updated List of Current CSA Exempt Market Initiatives, published on January 28, 2016.

19



e introducing auser-friendly form of rights offering circular,

¢ introducing anew notice that reporting issuers must file on SEDAR and send to security holders
informing them about how to access the rights offering circular electronically, and

e increasing the dilution limit from 25% to 100%.

Investment Dealer Exemption®®

The Investment Dealer Exemption allows reporting issuers listed on a Canadian exchange to raise money
by distributing securities to investors who have obtained suitability advice on the investment from an
investment dealer. The reporting issuer must have filed all required periodic and timely disclosure
documents and issue a news release with key information regarding the distribution, including the use of
proceeds and disclosure of any material facts which have not generally been disclosed.

Crowdfunding Exemption®’

The Crowdfunding Exemption®® enables start-ups and small and medium enterprisesin their early-stages
of development to raise capital online from alarge number of investors through a single registered funding
portal. A limit on the total amount that can be raised isimposed on issuers and investors will be subject to
investment limits as a means of limiting their exposure to a highly risky investment. Multilateral
Instrument 45-108 - Crowdfunding (M1 45-108) is available to all issuers that are incorporated or
organized in Canada, with their head office in Canada, a mgjority of their directors resident in Canada, and
their principal operating subsidiary (if any) incorporated or organized in Canada or the USA. A
crowdfunding offering document must be provided to investors and an issuer may also provide purchasers
with aterm sheet, video or other materials summarizing the information in the crowdfunding offering
document.

OM Exemption

The OM Exemption was designed to facilitate capital-raising by allowing issuersto solicit investments
from awider range of investors than under other prospectus exemptions, provided that investors receive a
disclosure document at the point of sale (an offering memorandum), as well as arisk acknowledgement
form in respect of their initial investment. The offering memorandum has to be accompanied by audited
financia statements; however the offering memorandum requires less disclosure relative to what is
required to be included in a prospectus.

FFBA Exemption

The FFBA Exemption permits issuers to distribute securities to the issuer’ s directors, executive officers,
control persons and founders as well as certain family members, close personal friends and close business
associates of such persons, subject to a number of conditions. It was designed to allow early-stage issuers
greater accessto capital from their network of family, close personal friends and close business associates.
There are no requirements to provide investors with information at the time of distribution and the
exemption can be used without intermediary involvement.

16 Alberta, British Columbia, Manitoba, New Brunswick and Saskatchewan have adopted the Investment Dealer Exemption.

17 MI 45-108 was introduced in Ontario, Quebec, Manitoba, Nova Scotia and New Brunswick in January 2016, and was adopted in Albertain
October 2016 and by Saskatchewan in February 2017.

18 British Columbia, Saskatchewan, Manitoba, Quebec, New Brunswick and Nova Scotia have introduced astart-up crowdfunding exemption
to facilitate capital raising for start-up and early stage businesses. The start-up crowdfunding exemption is not available to reporting issuers.
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In 2015, the CSA implemented targeted amendments to the continuous disclosure and prospectus
requirements to streamline and tailor disclosure by venture issuers. These amendments were designed to
focus disclosure of venture issuers on information that reflects the needs and expectations of venture
issuer investors and eliminate disclosure obligations that may be less valuable to those investors, allowing
management of venture issuers to focus on the growth of their business. Specifically, the amendments

S
o
c
S
a8

eallow venture issuers to meet the interim MD&A requirement by
filing a "quarterly highlights" document

Quarterly highlights

eallow venture issuers to use a new tailored form of executive
Executive compensation compensation disclosure, Form 51-102F6V Statement of Executive
Compensation - Venture Issuers

eincrease the significance threshold of an acquisition from 40% to
Business acquisition reporting 100% in determining whether an acquisition is significant for
purposes of filing a BAR

ereduce the number of years of company history and audited financial
IPO prospectus statements required in a venture issuer IPO prospectus from three to
two years

erequire venture issuers to have an audit committee of at least three
members, the majority of whom cannot be executive officers,
employees or control persons of the venture issuer or of an affiliate
of the venture issuer

In 2013, the CSA adopted amendments to the prospectus rules and related policies which increased the
range of permissible “pre-marketing” and “marketing” activities in connection with prospectus offerings
by issuers other than investment funds. By helping to facilitate the prospectus offering process for issuers
and investment deal ers, these amendments sought to foster capital raising activities.

Corporate governance

The purposes of the rule amendments and policy changes were to:

e ease certain regulatory burdens and restrictions that issuers and investment dealers faced in trying
to successfully complete a prospectus offering, while at the same time providing protection to
investors, and

o clarify certain mattersin order to provide clear rulesand a*“level playing field” for market
participants involved in a prospectus offering.

Among other things and subject to certain conditions, the amendments:

e expressly allow non-reporting issuers, through an investment dealer, to determineinterest in a
potentia initia public offering by communicating with accredited investors,

o expressly alow investment dealers to use marketing materials and conduct road shows after the
announcement of abought deal, during the “waiting period”, and following the receipt of afinal
prospectus (subject to appropriate limitations designed to address investor protection concerns),
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e specify when bought deals and bought deal syndicates can be enlarged (for reporting issuers relying
on the “bought deal” exemption in Part 7 of National Instrument 44-101 Short Form Prospectus
Distributions), and

e provide greater clarity regarding certain practices used in connection with bought deals.

Securities that are distributed using prospectus exemptions are generally subject to resale restrictionsin
accordance with the resale provisions in National Instrument 45 102 — Resale of Securities (NI 45-102). NI
45-102 requires that an issuer be a reporting issuer for 4 months before securities can be freely traded (the
Seasoning Period). Without this requirement, securities issued under a prospectus exemption could be
resold in the public market with little or no public disclosure about the issuer. The resale provisions aso
include arequirement to hold securities for a specified period of time (the Restricted Period). Among
other rationales, the Restricted Period is meant to allow sufficient time for the thorough dissemination and
absorption in the marketplace of information about the issuer and the securities distributed under a
prospectus exemption, and protect those purchasing in the secondary market. With a Restricted Period,
securities cannot be sold other than pursuant to a further prospectus exemption until 4 months have el apsed
since the distribution date. The Restricted Period may be indefinite if the issuer is not areporting issuer.

The CSA are undertaking areview of the current resale regime for prospectus-exempt securities to
determine the extent to which the resale provisions continue to be relevant in today’ s markets and to assess
the market impact of alternative regulatory approaches.

Through various service providers, CSA members operate a number of information technology systems
which are widely used across all CSA jurisdictions. These include:

the System for Electronic Document Analysis and Retrieval,
the System for Electronic Disclosure by Insiders,

the Nationa Registration Database,

the Nationa Registration Search,

the Nationa Cease Trade Order Database, and

the Disciplined List.

CSA members have initiated a program to replace these national systems with a single, intuitive and secure
filing system for market participants and regulators.
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