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Executive Summary

The Expert Panel on Securities Regulation is cltavgeh advising federal and

provincial finance ministers on global best prassin securities regulation that advance
the Government of Canada’s plan for capital mar&stset out in “Creating a Canadian
Advantage in Global Capital Markets”. This study the Expert Panel concerns the
development of a framework for establishing goalgectives and performance
measurement in securities regulation.

The approach taken here is to identify elementsadsirable framework and then to
examine the practices of securities regulatorsanada and abroad and to suggest where
these practices might be strengthened so as tmeelthe goals of securities regulation.
By framework is meant the extent to which regulsamticulate goals and objectives,
measure their performance in achieving them, assedninate their results. All

securities regulators operate within such a frammkwma greater or lesser extent.

The articulation of goals and objectives, whetlnestatute or in the regulator’'s own
statement of its mission, is important becauselend@pital markets have changed very
dramatically in recent years, the traditional galsecurities regulation have become
diffuse and perhaps outdated. Thus, the classigsfon investor protection is now
commonly viewed through the lens of market efficipand proportionate regulation
even if the basic securities laws have not changeaddition, there is increasing interest
in how securities regulation interacts with othiengents of economic policy and

regional development. An important question angbsther regulation ought to be more
directly concerned with financial system stability.

Correspondingly, there is a question about howleggrs assess their performance. The
literature suggests that regulatory bodies typyaaléasure their performance with
reference to activity levels. However, the framawmoncern is with “output”, the extent
to which agencies are meeting and advancing tloailsg This focus calls for the
adoption of performance measures that are measuaablwidely disseminated to
policymakers, investors and the public at large.

The U.K. Financial Services Authority appears tdheeleading financial regulator in
terms of its fully-developed framework. As an gr&ted regulator with broad
responsibility for the financial services sectbhas a statutory mandate that specifies
market confidence, public awareness, consumer giroteand the reduction of financial
crime. It has also articulated “Principles of Gdeelgulation” that include economic
efficiency, proportionality of restrictions on inslny, and competition within the sector,
inter alia.

To measure its attainment of these goals and obgsctFSA measures its performance in
three areas: promoting efficient markets, helpiogstimers to get a fair deal, and
improving its internal effectiveness. In its anhtRerformance Account”, FSA reports
various measures of the extent of its performandbese areas. FSA has also developed



64 service standards and provides statistical axtaufuts progress in meeting those
standards.

A similar, but less well-developed approach has\t@opted by the Australian

Securities Commission, largely in response to gawent policy which seeks to improve
the governance, transparency and accountabilitydgfppendent agencies and to attain
better balance between market efficiency and imvgebtection. Accordingly, the
Commission has instituted service standards andifabel key performance indicators,

the latter appearing to focus on activity leveld aipput measures. It is also apparent that
there is some conflict between the regulator aedytivernment on fundamental issues of
goals and performance measurement.

In Canada, the Office of the Superintendent of kame Institutions faces specific
Treasury Board reporting requirements as well e®dern statutory framework that
recognizes the benefits of competition and riskAglamong regulated financial
institutions. OSFI measures its effectiveness bams of regular surveys, but in other
respects it is required to report progress agamsiementation priorities. Thus, it

reports on the extent to which it has acquireddeatified input capacity (i.e. in order to
better assess risk) rather than the output capiés#ly (measures of risk). Performance
measurement within OSFI is conceptually difficidichuse its statute makes clear that its
performance is not to be assessed in light of firsmnstitution failure.

Among the three provincial securities regulatouslgd, the British Columbia Securities
Commission has established the most comprehensireetvork of performance
measurement. Although recently instituted, it dpscclear goals and objectives and
seeks to identify quantifiable measures of theltesi its regulatory interventions.

The statutory framework in Ontario is specific, naty with respect to fundamental
goals (investor protection, market efficiency), hlgo regarding principles including
proportionate regulation. It is the only provinggh cost-benefit analysis requirements
in rule-making. However, its performance measurgnsequite limited.

The Québec regulator is responsible for securitissirance, non-bank deposit-taking
institutions and market intermediaries generaltyhas undertaken enhanced monitoring
in support of the detailed statutory expressiogasls and objectives, but it tends to
measure its level of activity (e.g. number of indpns and investigations) rather than
the extent to which progress toward the attainroétitose goals and objectives has been
achieved. The Investment Industry Regulatory Ogdion, the self-regulatory body
takes the same approach, although its measurelastiry risk is an output measure.

The IOSCO framework is somewhat narrow when contpaith the various goals
pursued by Canadian securities regulators whonhylarge, do not accord its focus on
investor protection the same priority. Howevema&aof the Canadian regulators have
adopted the goal of financial system stability tisadne of IOSCO’s three “core
principles”.
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Introduction

The Expert Panel on Securities Regulation is cltavgeh advising federal and

provincial finance ministers on global best prassithat advance the Government of
Canada’s plan for capital markets as set out iré@ing a Canadian Advantage in Global
Capital Markets”.

Among the areas of the Expert Panel's review amitadire the objectives, outcomes
and performance measures that will best anchoritiesuegulation and the pursuit of a
Canadian advantage in global capital markets. & hesy include

Efficient and competitive capital markets that cimtte to economic growth
and prosperity

Market integrity and the protection of investors

The reduction of systemic risk

To assist the Expert Panel in this part of its naédthis report examines the goals of
securities regulation in Canada and abroad anddbption of performance standards
and measurement systems by securities regulatorsi@n to identify a framework in
which global best practices and opportunities &ate a Canadian advantage can be
identified.

1. Goals and Objectives: Why are they important?

It is apparent that securities market activity geswvn significantly in all of the
developed and emerging economies. This growthsstesm fundamental changes in
technology and in society at large and is refleatetthe disintermediation of savings
through traditional financial institutions suchkemks and insurance companies.

For many years now, individual investors have bemressing capital markets directly
through brokers and dealers and portfolio managetlsding mutual funds and (defined
contribution) pension funds, rather than puttingjitisavings in bank accounts or
insurance policies to be invested by the finanai@rmediaries for their own, rather than
for the individuals’, accounts. Correspondinglysimesses have turned increasingly to
short-term commercial paper and medium and long-tesnd markets in preference to
banks to fund their operations.

These well-established shifts in market activitydneesulted from growing economic
efficiencies brought about through communicatiom¢ eomputer technology that allow
the very rapid dissemination of information andsaction-processing. Indeed,
innovation within securities markets has been deagmatic as witnessed, for example,
by the development of alternative trading systedmas lhave arisen to challenge the
dominance of the traditional stock exchange.

However, the regulatory environments have beenaidavchange. Many of the goals
and objectives that currently drive securities fatjon were established in response to



the Great Crash in 1929 which gave rise to thetiore# the 1930’s of the United States
Securities and Exchange Commission and the Oraooirities Commission. Thus, as
late as the 1990’s, Instinet Corp. was deniedemBe to operate in Ontario because the
Commission felt that the public interest requiretbi“protect” the Toronto Stock
Exchange from competition from new trading techgas.

Accordingly, new financial services, products aachhologies face a regulatory regime
that retains some of the foci and constraints\ret instituted decades ago. Of course,
securities regulators are well-aware of these @g@reénts but they are required to view
them through the lens of statutes and regulat@tphy that emphasize the goals and
objectives of earlier periods. As securities ragjah in the various jurisdictions
modernizes slowly, it is not surprising that soregimes secure the economic advantages
of efficiency and innovation earlier than others.

The study begins with the premise that the stayytoovisions that guide securities
regulation are important even if they express garstatements of purpose or intent.
However, securities laws in several provinces deatswith respect to goals and
objectives. To determine what path the reguladoliowing, it will be necessary to
consult other sources of information, such as ¢igellator’'s own description of its
mission. Indeed, even when the statutory regirdeates goals and objectives, the
discretion granted to securities regulators melaatsthe statutory framework may not be
the sole source of information.

2. Principles for Performance Measurement

The mere adoption of modern goals and objectivegaurities regulation would be
insufficient. Even when accepted as legitimatgoal (such as “enhanced investor
protection” or “capital market efficiency”) may leepressed at a very high level of
generality and, despite high levels of activityedied towards its attainment, it may be
unclear whether the goal is achieved or not.

The OECD observes that, traditionally,

regulatory agencies’ performance and cost-effesct#gs are managed and
evaluated largely by reference to their level divay, rather than the outcomes
they accomplish. Valid measures of compliancesratel outcomes will give
governments the capacity to evaluate regulatorp@gperformance by outcomes
(vis-a-viscost and activity), and to target agency resoumeards where they

are likely to be most effective.

Effective securities regulation requires some fofrperformance measurement that goes
beyond activity levels. Policymakers, the pubhd aegulators themselves would like to
know to what extent the interventions are achievirggaccepted goals and objectives.

! Organization for Economic Co-operation and Develept. Reducing the Risk of Policy Failure:
Challenges for Regulatory Compliance. 2000, atlp. 5



Thus, while performance measurement is desirahiepften difficult to put into
practice. Often the goals do not lend themselveasdasurement; there is, for example,
no single index of market efficiency that mightdmnsulted. Where measures are
available, they may be uninformative, as the OE®@R s with respect to activity levels.

The following questions suggest generic principleg might be used, inter alia, to
evaluate the success of the regulatory process:

Is the regulator adopting the least-costly appr@ach

Does the regulator consider alternate means oéwaicty the objective?

Is the impact of the regulatory intervention meable?

When the regulator evaluates its performance, deesasure inputs (such as

activity levels) or outputs?

e. Is the performance measure by which the regulasi@valuated disclosed
publicly?

f. Does the problem at hand require direct regulatagrvention, or might it be
resolved by the market? (i.e. regulate only whemahstrably needed?)

g. Is there accountability and transparency in deoisiaking? (Is someone held
accountable for achieving the desired outcome? tideee rewards for
achieving and consequences for failure?)

h. Does the public understand what the regulator iisgdim clear terms?

i. Do the regulated firm and personnel understand teategulator is doing in
clear terms?

j. Are rules applied consistently across the country?

k. Are the direct and indirect costs of regulationgloly similar to those in other

jurisdictions?

apop

Accordingly, this study will examine the goals astgectives adopted by securities and
financial regulators in Canada and abroad, andattémpt to ascertain what principles
and measurement efforts are guiding their efforts.

3. Elements of a Framework

A framework begins with an articulation of the goalgoals of securities regulation.
These goals, such as investor protection, aredijpistated at a high level of generality
and reflect the common understanding of why the@@sed regulatory regime is
necessary.

To meet these goals, securities regulators mugbgspecific objectives in the form of
regulations or rule changes. Thus, under the gigadotecting investors, the regulator
might propose to improve the disclosure of finahicitormation by issuers. This
objective gives specific content to the goal assiyto the regulator.

After implementing the rule-change, the regulat®ks, whether formally or informally,
to evaluate its impact on investor protection. sTéwaluation requires the regulator to
identify the relevant measure of performance. éxample, the regulator might evaluate



the effectiveness of the rule-change by the changee number of complaints it receives
from the investing public. This measure may noubigue; indeed it may not be a
particularly good measure, but it has the desirpbdperty that it is attainable at low
cost.

Having collected the appropriate performance dathdrawn conclusions about the
effectiveness of the rule-change, the regulatan thexides whether to publish the
number of complaints of inadequate disclosure megalar basis.

These steps constitute a complete framework obpeegnce measurement. At any given
time, the securities regulatory body has such gesy# place, even if the data collection
is perhaps anecdotal, the performance measure(spmpletely informative, and the
dissemination of results limited.

As the regulator identifies objectives over tintanay become apparent that other,
perhaps previously unstated, goals are also impori&/hile the objective of improved
financial disclosure is undoubted, the rule-chamgg impose significant costs of
compliance on issuers that the regulator also ta&aeusly. Thus, it may be modified in
light of the goal of “proportionate regulation” tithe securities regulator has been
mandated to consider, and new measures of perfaenaitl be required.

Thus, the framework becomes somewhat complex. vReleyoals may not be the ones

in the statute; objectives may be limited by imiplgoals, and performance measurement
may be difficult to design and costly to assessvettheless, all regulatory agencies have
an understanding of the framework under which thysrate; opportunities for

improving the framework can be gleaned from obsgrviow the agencies fulfill their
mission.

4. Qrganization of the Report

The first part of the report reviews and documdémésstatutory goals and objectives and
related performance standards and measurementsdffothe U.K.’s Financial Services
Authority and Australia’s Securities and Investm€oimmission. The FSA has gone the
furthest in defining and implementing formal perfance measurement systems.

The second part of the report reviews and docungats, objectives and performance
measurement by Canada’s Office of the Superintdrafdfinancial Institutions. As part
of the federal government, this agency has extengporting requirements that include
performance measurement.

The third part of the report presents informationpoovincial securities regulators’ goals
in, Ontario and Quebec, and British Columbia anenapts to determine how well they
achieve them. What performance measures do thefy U30 they have systems that
accurately measure their progress? How do thigirtefcompare with other
jurisdictions? As markets have evolved, are tlgaqes in their mandates?



The final section of the report contains suggestimn the framework for performance
measurement, including goals, objectives and pedoce indicators that securities
regulation should target.
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Chapter 1
U.K. Financial Services Authority

1. General

The Financial Services Authority (“FSA”) is the maegulator for the UK financial
services industry, covering both prudential anddemt-of-business regulation for
banking, insurance and securities. An independentgovernmentabody, its statutory
powers are given by the Financial Services and Btarkct, 2000 (the “2000 Act”).
The statutory goals of FSA and the detailed speatifin of performance standards and
measurement processes make it a good model far retipalators.

2. Statutory Mandate

The 2000 Act sets out four statutory objectives #ra supported by a set of principles of
good regulation to which the FSA must have regandmdischarging its functions.

(a) Statutory objectives:

(1) Market confidence: maintaining confidence in theficial system

(2) Public Awareness: promoting public understandintheffinancial system

(3) Consumer protection: securing the appropriate @egf@rotection for
consumers; and

(4) The reduction of financial crime: reducing the ext® which it is possible for a
business to be used for a purpose connected wdhdial crime.

(b) Principles of Good Regulation

Further to section 2(3) of the Financial Serviced Markets Act 2000, the FSA has
enunciated certain principles to which it has rdgarfulfilling its statutory mandate.
These principles form the core of the FSA’s apphdadmplementing principles-based
regulation:

Efficiency and economy: the need to use resourcdeeimost efficient and
economic way

The non-executive committee of the Board is reguiceoversee the allocation of
resources and report to the Treasury every yehe TFeasury is able to
commission value-for-money reviews of our operation

Role of management: the responsibilities of tiwalse manage the affairs of
authorized persons

A regulated firm’s senior management is respondginiés activities and for
ensuring that its business complies with regulateguirements. This principle is



designed to guard against unnecessary intrusighebsegulator into firms’
business and requires FSA to hold senior managemegmbnsible for risk
management and controls within firms.

Proportionality: The restrictions that FSA imposesindustry must be
proportionate to the benefits that are expectedesult from those restrictions.

In making judgments in this area, FSA takes intaat the costs to firms and
consumers. One of the main techniques is costfibanmalysis of proposed
regulatory requirements. This approach is showtherdifferent regulatory
requirements that apply to wholesale and retaiketar

Innovation: the desirability of facilitating innation in connection with
regulated activities.

This involves allowing scope for different meansompliance so as not to
unduly restrict market participants from launchireyv financial products and
services

International character: the international charactof financial services and
markets and the desirability of maintaining the petitive position of the UK.

The FSA takes into account the international aspefcinuch financial business
and the competitive position of the UK. This inued co-operating with
overbears regulators, both to agree internatidaaldards and to monitor global
firms and markets effectively.

Competition: the need to minimize the adverse tsffat competition that may
arise from FSA activities and the desirability afifitating competition between
the firms it regulates.

These principles cover avoiding unnecessary reguyldiarriers to entry or
business expansion. Competition and innovatiosidenations play a key role in
the FSA’s cost-benefit analysis work. Under th@@8\ct, the Treasury, the
Office of Fair Trading and the Competition Commissreview the impact of
FSA rules and practices on competition.

3. Performance Standards

Having regard to the statutory framework and thaitkel principles of good regulation,
the FSA describes its general mandate under thra&egic aims:

Promoting efficient, orderly and fair markets;

Helping retail consumers achieve a fair deal; and
Improving its business capability and effectiveness

12



The FSA has established the Performance Accouotigirwhich it provides
stakeholders with detailed information about itdg@nance. The Performance Account
sets out how FSA measures its performance agasnstrategic aims.

In 2007, FSA published the Outcomes PerformanceRdmat clearly aligns the
objectives and regulatory principles in the 200@ With its strategic aims. As shown in
Exhibit 1-1, three outcomes are linked to eacthefthree aims. The Outcomes
Performance Report is a key tool in the FSA'’s dttveecome more outcome-focused
and principles-based.

The FSA intends that each outcome be tracked aduned on a regular basis,
recognizing that some outcomes will be difficulimeasure. The indicated outcomes in
Exhibit 1-1 will be assessed as follows:

1. Consumers receive and use clear, simple and retentormation from the industry
and from FSA

To be assessed using the Consumer Outcome Stugtyré¢iport Autumn 2007)

2. Consumers are capable and confident in exercisasgponsibility when dealing with
the financial services industry

A long-term outcome, assessed by means of the €isdd@apability Survey every
four to five years

3. Financial services firms treat their customers lfasnd so help them to meet their
needs

Addresses whether firms treat their customersyfainid whether consumers end up
with suitable financial products and services. ckeal through the ARROW
supervision framework, complaints data, thematickwpe. special studies),
performance against Treating Customer Fairly (“T\G#thbedding and other inputs
described in the annual TCF performance repodt(fiublished November 2007)

4. Firms are financially sound and well managed
Assessed by ARROW risk assessment and the int&leland Risk Indicator to
understand financial soundness and managementadiesrirms; informed by

regulatory returns

5. Firms and other stakeholders understand their respe responsibilities and
mitigate risks relating to financial crime and ang from market conduct

This is assessed using the Financial Crime Surt/éynes, the Consumer Awareness
Survey, and market cleanliness measures. Mark&ahkhess is reflected in the

13



extent to which ‘informed price movements’ are aleed ahead of significant
regulatory announcements by issuers.

6. Financial markets are efficient, resilient and imtationally attractive
Efficiency is measured through a series of whotesal retail measures and the
efficiency of the UK Listing Authority. Resiliende measured through the
Resilience Benchmarking Project. Internationakativeness is gauged through a
number of surveys assessing London’s relative jpos#ts an international financial
centre and through its share of financial actigisech as initial public offerings.

7. The FSA is professional, fair, efficient and easgd business with
Assessed by the two-yearly Practitioner Panel sumeeternal Service Standards, and
internal customer satisfaction surveys of reguiapyocesses. Fairness tracked by
feedback in the Enforcement Performance Account.

8. The FSA is effective in identifying and managisgsito its statutory objectives
Based on survey of what relationship-managed fitnmk about FSA supervision

9. The costs and benefits of regulation are propogien
The “Cost of Regulation” study with Deloitte anethAdministrative Burdens”
report have provided details on where FSA shoutddats efforts to reduce costs.
FSA is looking at more studies to improve its apilo track cost, benefit and

proportionality

Two areas of the Performance Account that have bekject to well-defined statistical
measurement are Service Standards and EnforceradatrRance.

4. Service Standards

The Performance Account includes reports on FSArfogpmance in meeting service
standards that it has adopted. Most standardgotuatary commitments (e.g. dealing
with inquiries from the public) but others are gtaty deadlines (e.g. filing deadlines)
that apply to all applications.

Standards have been established in the followingcgeareas
Authorization (licensing/registration)
e.g. Al.1 to process 100% of complete applicationsorporate authorization

within 6 or 12 months of receipt; 75% within 3 mlesiof receipt

Regulatory decisions

2 FSA. “Currently applicable standards”, availalie a
http://www.fsa.gov.uk/Pages/About/Aims/Performastaidards/index.shtml
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e.g. R2.1 to consider 100% of notices of a prop@adtedation to a Collective
Investment Scheme and, if appropriate, issue aimgmotice, within 1 month

Complaints about the FSA

e.g. C1.2 Stage 1: to acknowledge 100% of com@aint send a leaflet
explaining how the Complaints Scheme works andigte to ask for a stage two
investigation, within 5 working days

Listing
e.g. L1.1 to process 100% of applications forrigtwithin 6 months of receipt

Notifications
e.g. N1.1 to process 100% of complete notificatimnsAppointed Representative
status within 5 working days of receipt

Communications

e.g. CM1.1 to provide a substantive response to 8Diiters, emails, or faxes
received by the Firm Contact Centre, FSA Relatigndtanager, or relating to
certain types of questions about fees, within 12kwng days of receipt

The list of current standards is provided in ExhibP.

The Performance Account reviews the 64 servicedstas that were in place between
October 1, 2007 and March 31, 200®8uring this time, there were no transactions for
four of the 64 standards.

For the 60 standards where transactions did oEG& met 49 (or 81.7%) and did not
meet 11 (18.3%). FSA notes that of the eleven tstaedards, nine have targets of
100% meaning that a delay in any single case nmsytrm a missed standard. FSA also
notes that its performance was over 96% in sucidstals.

Exhibit 1-3 shows FSA’s performance against prévgiservice standards over the last
four years. Note that because new standards @moglited and some are deleted over
time, the year-to-year results are not completelpgarable. The results in the latest
reporting period, October 2007 to March 2008, slactecrease in performance
compared to the previous period. However, theneewe missed standards below 90%
of the target.

FSA makes clear that, given a choice between ngeatstandard and taking more time
to make the right decision, it will take more time.

3 FSA. “Latest results”, available at
http://www.fsa.gov.uk/Pages/About/Aims/Performastaidards/latest/index.shtml
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5. Enforcement Performance Account

FSA considers the effectiveness of enforcement @galar basis through measurement
and reporting on performance. It produces an drparéormance account of the fairness
and effectiveness of its enforcement activity anblighes statistics thereon in its annual
report.

FSA views enforcement action as one of severalungnts that it can use in achieving
its statutory objectives:

Our approach is to achieve credible deterrencaigirour enforcement work. We focus on those
cases where we think we can make a real differemcensumers and markets, using enforcement
strategically as a tool to change behaviour innlestry. To achieve credible deterrence,
wrongdoers must realise that they face a real amgille risk of being held to account and expect
a significant penalty. This applies across the spet from our work to prevent market abuse, to
our work helping to ensure that customers areerefirly*

FSA brings enforcement actions on violations ohlitg Principles and its rules, the
former having the status of the latter. FSA vigs®nforcement policy as an important
component in its move toward principles-based ratgurh:

Most enforcement actions in the last financial yeare based on Principles only or a combination
of Principles and rules. Of 48 disciplinary casls(44%) were based on Principles and almost all
of the remaining cases were a combination of Rylasiand rules. This demonstrates the
continued alignment of enforcement with the moweaials principles-based regulation. Our
Principles have the status of rules and we wiltticare to take action where they are breached.
Our new Enforcement Guide, which was adopted oA@gust 2007, makes clear that we
acknowledge that firms may comply with the Prinegpin different ways and that we will not take
enforcement action unless it was possible to deteriat the relevant time that the conduct fell
short of our requirements. We will apply the staddaequired by the Principles at the time the
conduct took place and not later, higher standatdsvever, where conduct falls below the
standards we require, we may take action evereittimduct is widespread within the industry.

The FSA’s statistical report on enforcement adasifor the period 2007/08 is contained
in its annual repoft.

In light of FSA’s approach to enforcement, it igapent that the statistics must be placed

in context. Since, as FSA indicates, enforcemeatrelatively small part of its work, a
high number of cases opened need not be a goathindiof its effectiveness.

6. General Observations

* Financial Services Authority. Enforcement annuafgrmance account 2007/08, at para. 8.
http://www.fsa.gov.uk/pubs/annual/ar07_08/Enforcetneeport.pdf

® ibid. at para. 10.

® Financial Services Authority. “Enforcement activt007/08”. Appendix 5, Annual Report 2007/08.
(available at http://www.fsa.gov.uk/pages/Librapyfeorate/Annual/ar07_08.shtml)
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It is apparent that FSA has devoted consideralideteéd translating its statutory
directives into clearly-articulated operationalaitijves, strategic aims and outcomes. In
addition, it has established a measurement systatrehables it to assess the extent to
which it has attained those outcomes.

As to goals and objectives, it is noteworthy tiet traditional goal of “investor
protection” is discussed in terms that are concéar information provided to
customers, confident customer capability, andtfasmtment by firms. This attempt to
“flesh out” what it means by investor protectionyniege a reaction to the tendency to
justify all regulatory interventions on the basisaa ill-defined objective that, once
invoked, cannot be challenged.

It is also noteworthy that the FSA'’s “economic” etfjves give effect, not only to the
statutory objective of efficient markets, but alsacompetitive conditions in financial
services. FSA clearly seeks to maintain Londonésgminent position as an
international financial centre, even though it faoe explicit statutory requirement to do
so. This concern with industry competitivenessxigressed in terms of “proportionate
regulation”, service standards, and keeping U.Krketa “internationally attractive”.

The significance of its competitiveness objectivayrbe the reason why FSA has
devoted so much effort to cost-benefit analysianalyzing proposed regulatory
interventions.

These broader economic objectives are likely rdlsdehe growth of the financial
services sector in the European Union and to thepetitive efforts among the Member
States to attract companies to their own finarazakres. In this regard, it should also be
noted that as an integrated regulator, FSA isaitato foreign firms operating in
different financial industries. Such firms willda one regulator with similar policy
objectives across the financial services thatgulates.

It may also be noted that neither FSA’s statuteitsorarious interpretations thereof
make reference to international financial markabgity. This omission is surprising in
light of London’s stature as an international fioiahcentre, and may result from the fact
that FSA is a non-governmental body. Thus, theag be an implicit understanding that
financial stability issues are beyond its capaptlit influence, and fall within the
domains of the Bank of England and the Treasury.

From a measurement perspective, FSA accepts shaeiitormance should be based on
outputs that are measurable. While it maintairtsraports statistics on its activities,
these statistics relate less directly to its stafuand self-imposed goals and objectives.

It is also noteworthy that FSA publishes its parfance measures. The “Performance
Account” appears to be a unique development.

Although measurement is a clear concern for FS, iitteresting that it makes use

mainly of surveys. Apparently, FSA does not assessiomic objectives directly. For
example, one might have thought that FSA would ttaéte regular studies of the extent
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to which stock prices reflect publicly availabléarmation. Such information could be
extremely valuable in assessing concerns aboutataparket efficiency, “insider
information” and discounts on initial public offags.

Similarly, FSA does not explicitly report on thecsass of its efforts to enhance the
international competitiveness of the London markébwever, this may reflect a
political sensitivity within the European Union.

It may also be pointed out that the FSA'’s effontpérformance measurement appear to
require a significant budgetary expense and claimmanagement time and resources.

Exhibit 1-1: Operational Performance Report

OPR summary

FSMA objectives and Strategic Aim Outcome
Principles of Good Regulation

Consumer protection Help retail consumers 1. Consumers receive and use clear, simple and relevant
Public awareness achieve a fair deal information from the financial services industry and the FSA.
2. Consumers are capahle and confident in dealing with the
financial services industry.
3. Financial services firms treat their customers fairly and
thereby help them meet their needs.

Market Confidence Promote orderly, 4, Firms are financially sound and well managed.
Financial Crime efficient and fair 5. Firms and other stakeholders understand their respective
markets responsihilities and mitigate risks relating to financial crime

and arising from market conduct.
6. Financial markets are efficient, resilient, fair and easy to do
business with.

Principles of Good Regulation: Improve our business 7. The FSA is professional, efficient, fair and easy to do
Economic and Efficient; capability and business with.

Innovation; effectiveness 8. The FSA is effective at identifying and managing risk.
Proportionality; 9. The costs and benefits of the regulatory regime are
International character; proportionate.

Senior management responsibility;
Competition (two principles)
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Exhibit 1-2: Current Performance Standards

Authorisation

Standard

To process a complete application for corporate
authorisation

To process Money Laundering registrations

@

To process applications for the authorisation of new
schemes under section 242 for Authorised Unit Trusts
(AUT) and Regulation 12 for Open Ended Investment
Companies (OEIC)

@

To process applications under s242 for the authorisation
of Unit Trust Schemes and under Regulation 12 of The
Open Ended Investment Companies Regulations 2001
for authorisation of an OEIC

To consider whether an EEA UCITS scheme that has
given a notice to the FSA of its intention to invite UK
persons to invest will be compliant with UK law and,
where not, to issue a notice to that effect

To consider notifications for recognition from schemes
authorised in

Table 5-2 (con't)

designated countries or territories and, if appropriate,
issue a warning notice
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Target

100% within 6 or 12 months of
receipt

75% within 3 months of receipt

100% within 45 days of receipt of
application or receipt of any further
required information

100% within the earlier of 12
months from receipt or 6 months
from being deemed complete

75% within 6 weeks of receipt

100% within 2 months of receipt

100% within 2 months of receipt



90% within 15 working days of

A8.1 To process a complete registration application from a receipt

Mutual Society

Reqgulatory decisions

Standard Target
100% within 3 months of
receipt unless attached to
To process an application for approved an application for Part IV
person status Permission
85% within 2, 4 or 7
working days
To consider notice of a proposed alteration to
R2.1 a Collective Investment Scheme and, if 100% within 1 month
appropriate, issue a warning notice

Py,
[
[EEN

- . 100% within 6 months of
To process an application from an authorised

R5.1 firm for Variation of Permission becoming complete or 12
months of receipt
o 70% within 2 months of
R5.2 To process a complete_ appllcatlon frpm_ an application becoming
S authorised firm for Variation of Permission
complete
100% within 3 months of
To make a decision following receipt of a receipt
R6.1 R :
valid' notification to approve a change in
control
To give waiver decisions for an application  90% within 20 working
R7.1 A o . )
which includes sufficient information days of receipt
100% within the earlier of
1) 6 months of application
becoming complete (if an
application is received
complete) or 2) 12
RS.1 To determine applications for Cancellation of months of the application
E— Part IV Permission first being received by the
FSA
80% within 3 months of
receipt
@
RO 1 To respond to requests from EEA or Swiss ~ 100% within 3 months of

regulators in respect of insurance business receipt
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transfers outside the UK

To consent to, or refuse, changes to branch
details for a branch established by a UK firm
exercising its EEA rights

To consent to, or refuse, changes to relevant
details for a UK firm which is providing

100% within 1 month of
notification

100% within 1 month of

services in exercise of an EEA right notification
Complaints about the FSA
Standard Target

Fast Track: To complete the investigation
and respond to the complainant and send a
leaflet explaining how the Complaints
Scheme works and the right to ask for a
stage one investigation

Stage 1: To acknowledge a complaint and

send a leaflet explaining how the 100% within 5 working
Complaints Scheme works and the right to days

ask for a stage two investigation

Stage 1: To notify the complainant if the
complaint will not be admitted to the 100% within 4 weeks
Scheme at stage one

Complete a stage one investigation and

write to the complainant with results of the

complaint or write to the complainant to set 100% within 4 weeks
out a reasonable timescale within which the

FSA plans to deal with the complaint

100% within 5 working
days

Listing
Standard Target
o . 100% within 6 months of
To process an application for listing :
receipt
O i
To comment on the initial proof of a document ?:Cﬁi;\gthm 10 days of

submitted for pre-vetting by a new applicant for .
listing 100% within 10 days of

receipt

To comment on the initial proof of a document 95% within 5 days of
submitted for pre-vetting by an issuer already receipt
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listed 100% within 5 days of

receipt
95% within 5 days of
To comment on subsequent proofs of receipt
documents submitted for pre-vetting 100% within 5 days of
receipt

95% within 5 working
days of receipt

100% within 5 working
days of receipt

To reply to a complaint about a listed company

Notifications

Standard Target

100% within 5

To process a complete notification for working days of

Appointed Representative status

receipt
To process a complete post-event 95% within 5
notification to change the FSA's static data working days of
on a regulated firm receipt
To process a complete pre-event notification 95% on or before
to change the FSA's static data on a the date requested
regulated firm by the firm

To notify the firm of the applicable
provisions if they are an EEA firm wanting to
establish a branch in the UK

To notify the firm of the applicable
provisions if they are an EEA firm wanting to
provide services in the UK

To inform the firm if a consent notice will not 100% within 3
be issued for a UK firm wanting to establish mont(;]s of receiot
a branch in the EEA P

To provide a copy of the notice of intention

to the host state regulator if a UK firm 100% within 1
expresses the intention to provide cross- month

border services in an EEA country

100% within 2
months of receipt

100% within 2
months of receipt
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Communications

Standard

To provide a substantive response to
letters, emails or faxes received by the
Firm Contact Centre, FSA Relationship
Manager, or relating to certain types of
guestions about fees

To provide a draft letter of our findings
and recommendations following an
"ARROW" discovery visit to a firm

To provide a substantive response to
correspondence received by the
Consumer Contact Centre

To meet requests received through the
automated consumer leaflet request
telephone lines

The telephone call abandonment rate for

calls made directly to the Consumer
Contact Centre

To answer telephone calls made directly
to the Consumer Contact Centre

The telephone call abandonment rate for

calls made directly to the Firm Contact
Centre

To answer telephone calls made directly
to the Firm Contact Centre

To process simple oral queries relating to

the Code of Market Conduct

To process complex queries relating to
the Code of Market Conduct

To consult on relevant documentation
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Target

90% within 12
working days of
receipt

70% within 10
weeks for a Full
ARROW
assessment/Light
ARROW plus
Capital assessment
or 6 weeks for a
Light ARROW
assessment

90% within 12
working days of
receipt

95% within 5
working days of
receipt

Not more than 5%

80% within 20
seconds

Not more than 5%

80% within 20
seconds

90% within 24 hours

100% within a
timeframe
consistent with the
enquirer's
requirements

To inform the
industry in 100% of
cases where the
consultation period
is less than 3
months



CcM10.1

CM11.4

% &

% &

To provide a substantive reply to MPs'

letters

To reply to 'right to know' requests for
information made under the Freedom of

Information Act 2000

To reply to requests for information made
under the Data Protection Act 1998

To pay correct invoices received from

suppliers

To ensure availability of customer facing IS

systems

@
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80% within 30
working days
100% within 60
working days
100% within 20
working days of
receipt (unless
public interest
extension applies)

100% within 40
working days of
receipt

90% within 30
working days of
receipt of a correct
invoice

98.5% availability of
the systems
(currently measured
Monday to Friday,
7am to 8pm, UK
time)



Exhibit 1-3: Service Performance over Time

Service Standards

Performance against our service standards

T LA i S - A _s L
80% |
60% |
40% |
20% 1
0%
Met Not Met Not Met
(10023 (>90%) (<90°3
@ Ful Financial Year 0405 @ April- Sept 05 @ Oct 05 - Ver 06 O Apr 06 - Sept 06
@ Cct 06 - Mar 07 O Apr O7 - Sept 07 0 Cct 07 - Mer 08
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Chapter 2
Australian Securities and Investment Commission

1. General

The experience with goal, objectives and perforreaneasurement in Australia is of
interest to Canada because of similarities in tumemies of the two countries, the
federal structure, and the concern with econonpeets of securities regulation.

In addition, the Australian situation may be okimst because the national securities
regulator began operating in 1991, replacing theodal Companies and Securities
Commission (NCSC) and the Corporate Affairs offioéthe states and territories.

The Australian Securities and Investment Commisgiag8IC”), established on 1 July
1998, is now an integrated regulator, responsimie€dnsumer protection in
superannuation, insurance, deposit taking andt¢credulting from the recommendations
of the Financial System Inquiry. The Inquiry hadrid that financial system regulation
was piecemeal and varied, and was determined dngaxthe particular industry and
the product being provided. This was seen asiaefit, as giving rise to opportunities
for regulatory arbitrage, and in some cases leaimggulatory overlap and confusion.

However, there has been some tension over basls god objectives of securities
regulation between the ASIC and the government.

2. Statutory Mandate

The responsibilities of ASIC in performing its fuilmns and exercising its powers are set
out in the ASIC Act (2001) which provides that ASIC must “strive” to:

(a) Maintain, facilitate and improve the performancehd financial system and the
entities within that system in the interests of aoencial certainty, reducing
business costs, and the efficiency and developofahe economy; and,

(b) Promote the confident and informed participatiomegstors and consumers in
the financial system, and

(c) Administer the laws that confer functions and paaan it effectively and with a
minimum of procedural requirements, and

(d) Receive, process and store, efficiently and quidkig information given to ASIC
under the laws that confer functions and powers;@nd

" Source:
http://www.comlaw.gov.au/ComLaw/Legislation/ActCoitapion1.nsf/0/2C65E906B4D3CD17CA257478
00145C48/$file/AusSecinvCom2001_WDO02.pdf
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(e) Ensure that information is available as soon astjmable for access by the
public; and

() Take whatever action it can take, and is necessaoyder to enforce and give
effect to the laws of the Commonwealth that cofidections and powers on it.

It is noteworthy that the statutory objects of &®IC give prominence to the economic
objectives relating to financial system performaneéucing regulatory burden, and
economic efficiency and development.

The second statutory object addresses the invesitaction objective, but is limited to
promoting participation by confident and informedestors.

3. Service Standards

The ASIC Service Charter sets out how the ASICeseits clientele, what they can
expect and how they may facilitate ASIC assistan@dl matters save surveillance and
enforcement.

Exhibit 2-1 identifies the various service dimemsdor handling inquiries from the

public, the goal for response time to each, anceiterd of meeting these services goals
in the fiscal year 2006-2007.

4. Key Performance Indicators

On February 20, 2007, the Treasurer issued the iGment’'s Statement of Expectations
for the ASIC. The Statement results from a reconaaéon in the Review of Corporate
Governance of Statutory Authorities and Office Hklthat identified ways in which the
governance of Commonwealth “portfolio bodies” ma&yitmproved, transparency and
accountability increased, and clear relationshgisvben different arms of Government
be established.

The Government’s Statement also forms part oféspanse to the Report of the
Taskforce on Reducing Regulatory Burden on Busing&smt Report proposed that the
Government provide specific guidance to ASIC alibatappropriate balance between
pursuing safety and investor protection, and maeketiency. As a result of the
Report’'s recommendations, the Treasurer proposadBIC develop, inter alia,
principles-based regulation, produce key perforreandicators, pay greater attention to
Government policy directions and objectives, anopewate with other economic
regulators.

The development of key performance indicators isworthy. The Report had

recommended that ASIC develop indicators in additmexisting safety measures,
having regard to all of its statutory objectivesluding efficiency and business costs.
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The Report also recommended that any indicatorslghue reported in the ASIC’s
annual report and should be accompanied by guidartbeir interpretation, particularly
where outcomes may be influenced by factors outs&IE’s control.

The Treasurer indicated that as an initial prioA&IC should develop indicators for:

Costs for business of complying with ASIC’s supsovy regimes

Levels of stakeholder satisfaction with ASIC’s seeg, and

Time taken for provision of guidance by ASIC abregulatory obligations in
areas where concerns have been raised.

The Treasurer further stated that indicators otttfeader economic impact of ASIC’s
supervisory conduct should be developed over thgdoterm.

In its response to the Treasurer’'s Statement oeEgpions, ASIC acknowledged the
need for more comprehensive performance indicatmrsring all its statutory objectives,
including efficiency and business costs. It cangibthat it would take some time to
achieve this goal.

6. Performance Measurement

Exhibit 2-2, extracted from the ASIC’s Annual Rejp@006-07, presents the
performance indicators that ASIC uses to meassreiffectiveness” in attaining the four
statutory objectives.

The information in Exhibit 2-2 makes it clear thia¢ ASIC’s associates “effectiveness”
in achieving goals and objectives with its activéyels. Thus, its primary statutory
obligation is to improve the performance of thafigial system and to reduce business
costs. However, ASIC does not attempt to measgr@erformance of the financial
system or the costs of doing business. Insteagedsures the number of applications
processed to reduce costs and the number of newdia services firms licensed.

The primary statutory obligation calls attentiorirtgprove the financial system in the
interests of economic efficiency and developm@rius far, however, ASIC has not
provided indicators of the impact of its activities efficiency and development.

Similarly, the important statutory object of pronmgt the confident and informed
participation of investors and consumers is notstiigect of measurement. ASIC reports
the number of visits to its website, the numbep@dple it has assisted, etc. These
measures are essentially measures of activity emaabest, indirect indicators of
whether investors and consumers are confidentrgodmed.
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7. General Observations

It should be noted that ASIC does not regulatebdngking sector. This may account for
the lack of emphasis on financial system stability.

The Australian experience indicates a degree Gigarbetween the government and the
regulatory authority. Whereas the statute cleasigns economic objectives clear
priority over investor protection, it is not entyelear that the ASIC accepts the
hierarchy of objects in the statute.

On its website, ASIC states: “The Australian Sda@siand Investment Commission Act
(2001) requires us to

Uphold the law uniformly, effectively and quickly

Promote confident and informed participation byastors and consumers in the
financial system

Make information about companies and other bodredable to the public
Improve the performance of the financial system edentities within it.®

This tension between the government’s concern @tinomic goals and the regulator’s
focus on investor protection may be the reasonAhatralia has not moved more
vigorously to establish formal systems of perforocemeasurement.

8 http://www.asic.gov.au/asic/asic.nsf/byheadlinef©ale?openDocument
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Exhibit 2-1: Service Charter Measurement

ASIC Service Charter:

how we performed

On 30 June 2006, as part of our commitment to better
and more transparent regulation, we published the
ASIC Service Charter, which explained what Australian
companies, financial services business and professional
service providers could expect in their dealings with us.

In the charter, we set out our goals for processing the
most common applications and requests we receive,
and committed to reporting on performance against

those goals. Below are the results of our performance

The processes we use to measure these results have
been independently verified. The verification process
uncovered some issues with the way we count some of
our results. We are working to improve those aspects
of our systems for reporting performance against the
charter. We are also working to improve the areas
where we are not meeting our service targets.

We willl continue to report against the service charter
indicators each year,

from 1 July 2006 to 30 June 2007.

Service Service charter target 200607 performance
General We aim to answer your telephone queries 949% of calls answered on the spot
phone queries on the spot. (630,856 of 670,755)
6% (39,899 calls) referred to
specialist staff
General We aim to reply within 2 business days 80% replied to in 2 business days
email queries to email queries sent to: (23,091 of 29,057)
- info.enguiries@asic.gov.au
- infoline@asic.gov.au
- onlineaccess@asic.gov.au
General We aim to acknowledge receipt of general correspondence within 14 days
correspondence | of receiving it, and give a full response within 28 days:
General correspondence to Public Information | 95% fully responded to within 28 days
Program about our public database and (52,796 of 55,734)
registers, including fee waivers.
Correspondence received by our 100% acknowledged within 14 days
Correspondence Control Unit. (656 letters)
71% responded to within 28 days
{470 of 661 letters)
Registering We aim to complete company incorporations 97% (156,522 of 161,673)
a company within 1 business day of receiving a complete | 879 of paper forms completed
application. in 1 day (21,959 of 25,320)
99% of electronic forms completed
in 1 day (134,563 of 136,353)
Updating We aim to enter critical changes to company 929% (960,636 of 1,050,260)
company information in the corporate register within 72% of paper forms (214,296 of
information 2 business days. 200,908) entered in 2 business days
and status 99.5% of electronic forms entered in
2 business days (746,340 of 750,352)
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Exhibit 2-1 (con’t)

Service

Registering
as an auditor

Service charter target

We aim to decide whether to register a person
as an auditor within 28 days of receiving a
complete application.

2006-07 performance

100% registered within 28 days
(112 individual applications and
18 authorised audit companies)

Registering
as a liquidator

We aim to decide whether to register a person
as a liquidator or official liguidator within
28 days of receiving a complete application.

Liquidators: 83% decided within
28 days (15 of 18 applications)

Official ligquidators: 83% decided
within 28 days (24 of 29 applications)

Registering By law, we must register a managed 95% registered in 14 days

a managed investment scheme within 14 days of (583 of 616)

investment receiving an application (unless incomplste

scheme in various ways).

Applying for We aim to decide whether to grant or vary Granting a licence: 65% decided

or varying an an Australian financial services licence within in 28 days (310 of 474 applications)

AFS licence 28 days of receiving a complete application. Varying a licence: 71% decided in
28 days (503 of 709 applications)
This result is for all applications, including
those where we did not initially receive
all the information we needed to make
a decision.

Applying for We aim to give the Minister our 100% to Minister within 12 weeks

an Australian
market licence

recommendation about simple applications
to operate financial markets within 12 weeks
of receiving an application.

(3 applications)

Applying
for relief

If you lodge an application for relief from the
Corporations Act that does not raise new
policy issues, we aim to give you an in
principle decision within 21 days of receiving
all necessary information and fees.

74% of in principle decisions made within
21 days (2278 of 3062 applications)

This result is for all applications,
including those where we did not initially
receive all the information we needed

to make a decision.

Complaints about
misconduct

by a company

or an individual

If you make a complaint about the activities

of a company or individual, we aim to respond
to you within 28 days of receiving all relevant
information.

819% finalised within 28 days
(8,620 of 10,681)
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Exhibit 2-2: Key Performance Indicators

Effectiveness

Key statistics about advancing the aims set out in our legislation*

2006-07 2005-06 2004-05
Upholding the law uniformly, effectively and quickly
* 0% total litigation successful 7% 949% 94%
* 06 criminal litigation successful 88% 72% 87%
» % civil litigation successfult 98% 98% 95%
* Civil orders against people or companies 256 230 121
* Criminals jailed 21 17 27
* Additional disclosures achieved for investors 371 125 161
Promoting confident and informed consumers
* Public complaints about misconduct assessed 10,681 12,075% 10,752
* \isits to our consumer wehsite FIDO 1,050,000 785,000 615,000
* People assisted through our call centre 707,000 770,000 784,000
* Recoveries, costs, compensation, fines and assets frozen (million) $140m $215m $123m
e Company fundraisings where ASIC achieved better
disclosure for investors (billion) $17bn $10bn $6bn
Making company information available quickly and efficiently
» Total requests (free and paid) from ASIC databases (million) 55m 45m 36m
* % company data lodged on time 95% 949 94%
Improving the performance of the financial system
and the entities within it
e Applications granted that reduced costs to business 2,287 2,489 2,939
* Applications granted for innovative transactions or products 72 76 54
* New Australian financial services licences issued 369 428 401

*  Based on ASIC Act, see page 32.

T Civil litigation includes civil injunctions, freezing orders
and civil penalty proceedings.

T Included 1,818 questionnaires ASIC sought from Westpoint investors.
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Chapter 3
Canada Office of the Superintendent of Financial Istitutions

1. General

The Office of the Superintendent of Financial gions (“OSFI”) was established by
Parliament on July 2, 1987 by the OSFI Act. lmsintegrated financial regulator,
responsible for the regulation and supervisionlidederally chartered, licensed or
regulated banks, insurance companies, trust amddopanies, cooperative credit
associations, fraternal benefit societies and penglans. The Office of the Chief
Actuary conducts actuarial services for the Govesminof Canada. While OSFI does not
regulate securities markets, it has statutory nesipdity for the securities business
activities conducted iternally by federal finanaratitutions.

OSFI's performance standards and measurement ayjpyi@®are of interest because,
as an industry-funded, integrated financial regulgliat operates at arm’s length from
the Minister, it bears certain similarities to Cdiaa securities regulators.

However, as an agency of the federal governmenkl @%ubject to reporting
requirements of the federal Treasury Board Secgattafrhese requirements can be
evaluated by the extent to which they focus on nnedde outcomes.

2. Statutory Mandate

The OSFI Act creates the Office and establishega#ds and objectives. Section 3 of the
Act emphasizes that the goal of the OSFI is puliitfidence in the financial system:

3.1 The purpose of this Act is to ensure that financial institutions and pension plans are regulated
by an office of the Government of Canada so as to contribute to public confidence in the Canadian
financial system.

Section 4 of the Act specifies OSFI's objectivéis.regard to financial institutions, s.4(2)
emphasizes the objective of safety and soundness:

(2) The objects of the Office, in respect of financial institutions, are

(a) to supervise financial institutions in order to determine whether they are in sound financial
condition and are complying with their governing statute law and supervisory requirements
under that law;

(b) to promptly advise the management and board of directors of a financial institution in the event
the institution is not in sound financial condition or is not complying with its governing statute
law or supervisory requirements under that law and, in such a case, to take, or require the
management or board to take, the necessary corrective measures or series of measures to
deal with the situation in an expeditious manner;

(c) to promote the adoption by management and boards of directors of financial institutions of
policies and procedures designed to control and manage risk; and

(d) to monitor and evaluate system-wide or sectoral events or issues that may have a negative
impact on the financial condition of financial institutions.

33



Section 4(3) provides objectives regarding depasiteolicyholders and creditors:

(3) In pursuing its objects, the Office shall strive

(@) in respect of financial institutions, to protect the rights and interests of depositors, policyholders
and creditors of financial institutions, having due regard to the need to allow financial
institutions to compete effectively and take reasonable risks;

It is noteworthy that, unlike the direct objectivgisen to OSFI for financial institutions,
OSFl is here required to “strive” to protect depms, policyholders and creditors. The
consideration of the interests of creditors is @asteworthy, as is the overall objective in
depositor protection of requiring consideratiorcompetition and reasonable risk-taking.

It is also noteworthy that section 4(4) of the Aokes not assign sole responsibility to
OSFI:

(4) Notwithstanding that the regulation and supervision of financial institutions by the Office and the
Superintendent can reduce the risk that financial institutions will fail, regulation and supervision
must be carried out having regard to the fact that boards of directors are responsible for the
management of financial institutions, financial institutions carry on business in a competitive
environment that necessitates the management of risk and financial institutions can experience
financial difficulties that can lead to their failure.

Thus, the Act recognizes that boards of directarsehmanagement responsibilities; that
financial institutions operate in a competitive ramment; and that failure is always a
possibility.

3. Strateqgic Outcomes

OSFI identifies two strategic outcomes that arenpri to its mission and central to its
contribution to Canada’s financial system:

To regulate and supervise to contribute to puldiafidence in Canada’s
financial system and safeguard from loss. OSHg&irds depositors,
policyholders and private pension plan membersnhyagcing the safety and
soundness of federally regulated financial ingbiug and private pension
plans.

To contribute to public confidence in Canada’s puldtirement income
system. This is achieved through the activitiethefOffice of the Chief
Actuary, which provides accurate, timely advicetloa state of various public
pension plans and on the financial implicationstions being considered by
policy makers

4. Performance Reporting

As with federal government departments and agem@asrally, OSFI is required to
submit a Departmental Performance Report (“DPRiuatly.
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As noted therein, OSFI does not measure its pegoom on the basis of financial-
institution closures and pension plan terminatioesause, as indicated in the OSFI Act,
such failures do not necessarily indicate OSFli$gomance. When a failure occurs,
OSFI assesses how it performed relative to ity éatkrvention mandate in identifying
the situation and intervening appropriately.

In the most recent DPR, OSFI measures its perfocenancording to eight Program
Priorities and two Program Support Activities:

Program Priorities

(1) Accurate risk assessment of financial institutiand timely, effective
intervention and feedback

(2) A balanced, relevant regulatory framework of guaand rules that meets or
exceeds international minimums

(3) A prudentially effective, balanced and responsperavals process

(4) Accurate risk assessments of pension plans, tiaredyeffective intervention and
feedback, a balanced relevant regulatory framewan#d,a prudentially effective
and responsive approvals process

(5) Contribute to awareness and improvement of supswvend regulatory practices
for selected foreign regulators through the openstiof an International
Assistance Program

(6) Contribute to financially sound federal governmeansion and other programs
through the provision of expert actuarial valuateom advice

(7) Participate in and monitor international work omceptual changes to accounting
standards

(8) Ensure that OSFl is in a position to review andrap@ applications that are
submitted for approval under the Basel Il capitahfework

Program Support Priorities

(9) High-quality internal governance and related repgrtesources and
(10)Resources and infrastructure necessary to suppoetgsory and regulatory
activities

Exhibit 3-1, from the DPR for the period ending klaB1, 2007, provides OSFI’s report
on its performance against the first priority. el@@SFI measures its performance by an
independent survey of knowledgeable observersrepatts 92% satisfaction with its
supervisory process (for the most recent survedpb-05) and 78% satisfaction for
early intervention for life insurance companiesZ006-07 survey).
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5. Service Standards

In July 2005, OSFI published service standardshfose approval-related services to
federally regulated financial institutions for whia fee is charged. These service
standards comply with the Government’s “Policy @m&e Standards for External
Fees” OSFI has developed seven service standards fiticaon to 51 service fees in

effect at the time, although it has since stopgeging the full set of fees.

Service Standard 4 covers twenty Ministerial apptev As shown for twelve thereof in
Exhibit 3-2, OSFI's standard is that 80% of reqsegtl be processed in less than 90
calendar days of receipt.

OFSI reported it success in meeting these sertécelards for the seven categories of
services in its 2005-06 annual report. As showixhibit 3-3, the performance standard
for Ministerial approvals was 80% of requests haddh 90 days, and OSFI handled
over 95% of requests within that peritfd:

6. General Observations

As a prudential regulator, OSFI is concerned mawith solvency issues. Its role in
regulating market conduct of federal financial iitgions is limited, and for this reason,
its goals and objectives with respect to investorstimer protection are limited. In this
regard, it does not serve as a model for securidgslation.

However, OSFI is significantly concerned with praimg competition within the
financial sector and with the burden of compliandeis also noteworthy that OSFI
applies internationally-developed financial regulas in Canada, most notably the
various Basel Accords. It has limited ability twnérol the significant compliance costs
that these regulations impose, as they are hdié fastified by the requirements for
international financial stability. Thus, OSFI ré@pes and supervises federal financial
institutions with regard to this goal.

In financial regulation, the absence of failuresften taken as the key indicator of
soundness and, indeed, of regulatory success. WoWw@SFI's mandate does not
preclude failures and the occurrence of failuressaything about OSFI's performance.

% http://www.tbs-sct.gc.ca/Pubs pol/opepubs/TB H/CRRsp

19 OSFI. striking a Balance: OSFI Annual Report 2Q086 (http://www.osfi-
bsif.gc.ca/app/DocRepository/1/eng/reports/osfBa e.pdf)

Since the service standards were introduced, O&f-tdviewed its fees for service and no longer
charges fees for approvals requested by existitiiesn Its 2006-07 annual report did not repart o
achievement of service standards.
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Section 4 of the OSFI Act refers to the need tormte a competitive environment in
which financial institutions take risks in the naincourse of business; accordingly,
OSFI's mandate does not include such stringentiaéign that no failures can occur.

OSFI's statutory framework is of particular intdarés its explicit consideration of
competition. A similar view of competition is fodnif not always articulated, among
provincial securities regulators, who take the vibat the regulatory regime is there to
protect investors in the event of dealer failuather than to ensure that dealers do not
fail.

In terms of performance measurement, OFSI| seekg&sure outputs where possible.
Its use of independent surveys of knowledgeablestrg observers to assess its
“accurate risk assessment of financial institutiand timely, effective intervention and
feedback” provides relevant information on this dimsion of its performance.

However, it is clear that when OSFI, in compliamath the requirements set down by
Treasury Board, measures its performance agamgtidgrities, its formal performance
measurement systems generally measynetsrather than outputs. Thus, if OSFI makes
it a priority to improve its ability to assess H&lking by banks, then OSFI's performance
report documents the improvements it has put ingota monitor and assess risk.

The Treasury Board performance-reporting requirdragrphasizes accountability for
expenditures, and like other government departnmemdsagencies, OSFI must prepare
detailed accounts of its plans and priorities teguire funding. While such
accountability is important in itself, it does ndéntify the appropriate output measure,
which for OSFI would be the level of risk in thenbéng system.

In this regard, OSFI does not publish its risk asseents for individual institutions.
While there may be good reason for this, it mapbssible to develop aggregate risk
measures that would enable it, and the publiceterchine whether the financial system
is becoming more or less risky over time.

In light of OSFI's objective relating to competiipentry and exit may be good
indicators of success. A regulatory regime in \wheatry and exit are infrequent may be
one in which regulatory barriers to entry are taghhwith resulting implications for the
efficiency of the sector and the economy as a whirleaddition, OSFI might examine
market shares by product line and the extent afigésiin rankings of firms by market
share as indicators of competition. A sector \aitielatively small number of firms
might still be highly competitive in this regard.

37



Exhibit 3—1: Performance Measurement for Risk Assesnent
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Exhibit 3-1 (con't)
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Exhibit 3-2: Service Standards
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Exhibit 3-3: Meeting Service Standards
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Chapter 4
Ontario Securities Commission

1. General

The Ontario Securities Commission (“OSC”) is thgulatory body responsible for
administering and enforcing securities legislafio®ntario. It is an administrative
tribunal with quasi-judicial powers.

The Commission’s approach to goals, objectivespartbrmance measurement is of
interest for several reasons, including its roleeggilator of the largest capital market in
the country. Although it has typically viewed réagion through the lens of investor
protection, it has increasingly recognized the ingoace of capital market efficiency and
issues relating to the costs of regulation.

2. Statutory Mandate

The Securities Act creates the Commission anduatsithe Commission in several parts
of the statute. The OSC must interpret its manfitate these various provisions.

a. Purpose

Section 1.1 of the Securities Act provides the flmses” of the Act:

The purposes of this Act are,
(a) to provide protection to investors from unfamproper or fraudulent practices; and

(b) to foster fair and efficient capital markatsd confidence in capital markets. 1994, c. 33,
S. 2.

While this purpose clause is not specifically hiehécal, it is noteworthy that the first
purpose is investor protection and that marketiefficy and confidence are listed
second. It might be inferred that the Securities @cords the former purpose greater
importance or significance than the latter.

The reference to fairness in the second princgteblique. It could be taken to indicate
“fair” competition and the acceptability of marlaitcomes only when they are deemed
“fair”. Alternately, it could mean fairness in tBense that all participants face the same
rules and that the outcomes of such competitiomar¢he policy concern.

Market efficiency and confidence are clearly ecomoconsiderations. The Securities

Act is thus concerned with the economic consequeotmefficiency and the lack of
confidence on the part of issuers and investors.
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b. Principles

Section 2.1 of the Act provides “fundamental pnohes” for the Commission in pursuit
of the statutory purposes:

In pursuing the purposes of this Act, the Commissiball have regard to the following
fundamental principles:

1. Balancing the importance to be given tchezfche purposes of this Act may be required in
specific cases.

2. The primary means for achieving the purpasehis Act are,

i. requirements fandly, accurate and efficient disclosure of
information,

ii. restrictions ontidulent and unfair market practices and procedures,
and

iii. requirements for thmintenance of high standards of fithess and
business conduct to ensure honest and responsifdieict by market participants.

3. Effective and responsive securities regutatequires timely, open and efficient
administration and enforcement of this Act by th@@nission.

4. The Commission should, subject to an appatgsystem of supervision, use the
enforcement capability and regulatory expertiseeobgnized self-regulatory organizations.

5. The integration of capital markets is supga and promoted by the sound and responsible
harmonization and co-ordination of securities ragah regimes.

6. Business and regulatory costs and oth&rigisns on the business and investment activities
of market participants should be proportionatéhtogignificance of the regulatory objectives
sought to be realized. 1994, c. 33, s. 2.

The first of these principles to which the Comnussis required to have regard is
“balance” with respect to the two statutory purgosé&his principle seems to suggest that
there is, or could be, a conflict between protertinvestors and fostering market
efficiency and confidence.

The third principle indicates that the Commissibowdd have regard to effective and
responsive regulation, achieved by open and effi@dministration and enforcement.

The “integration of capital markets” is a fundanamirinciple for which the Commission
is to have regard. This principle suggests thpitabmarkets are more efficient when
regulation is coordinated and harmonized. Thisgypie supports the statutory direction
to foster fair and efficient markets and marketfoence.

The last principle calls attention to “business eggllatory costs”. Thus, the
Commission is instructed that such costs shoulghmportionate” to the regulatory
objectives.

c. Economic efficiency in rule-making authority
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Section 143 of the Securities Act gives the Comimisthe authority to make rules; such
rules have the status of regulations. With resfmeet/ery rule that the Commission
proposes to make under this provision, s.143.2ireg|the Commission to publish a
notice and s.143.2 (2) requires that the noticeéatopnamong other things,

A discussion of all alternatives to the proposdd that were considered by
the Commission and the reasons for not proposieagdoption of the
alternatives considered.

A reference to any significant unpublished stuéypart or other written
materials on which the Commission relies in propgshe rule.

A description of the anticipated costs and benefithie proposed rul&.
The requirement for cost-benefit analysis in ruleking authority emphasizes the goal of
economic efficiency, i.e. that proposed rules stidnd shown to have benefits that

exceed the costs they impose. Notably, the Cononiss not required to demonstrate
this, but it is required to consider the costs bhedefits.

3. Performance Measurement

The Commission tracks and reports a variety ofséies, such as the number of
registrants, salespeople, hearings, regulatedemhtity-laws reviewed or approved, etc.
As discussed above, such statistics are measueesiaty; they do not necessarily
measure the progress of the agency toward achi¢vengtatutory goals and objectives.

One activity indicator, complaints from the publimes suggest a measure of service that
the Commission seeks to attain. Exhibit 5-1 shbovs complaints were received and
disposed of in the past few yeHrsHowever, the Commission has not formulated a
service standard in this regard, nor has it inditdts success in achieving a prescribed
level of response to complaints.

One area where the Commission has establishediaesstandard is with respect to its
review of offering documents and applications foemptive relief. When the OSC is
the principal regulator in regard to an issuerefisities, the Commission’s Corporate
Finance Branch is charged with reviewing offerimguiments and applications for
exemptive relief from that issuer.

The Corporate Finance Branch has set standardssponding to these filin§fs For
offering documents, it aims to complete the reweithin 30 working days of receipt.

2.5, 143.2(5) provides exceptions to the noticeireqent.
13 0sc. “Complaint Data”, available hattp://www.osc.gov.on.ca/About/ComplaintData/cd grdsp
14 0SC. Report of the Corporate Finance Branchf Skaice 51-706. November 1, 2007, at p.41.
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For fiscal 2007, the Branch met this standard 92%hetime, unchanged from the
previous yeatr.

For exemptive relief applications, the Branch’'sngad is 40 working days. During the
2007 fiscal year, the standard was met for 85%ppfieations completed, versus 80% in
the previous year.

It appears that these two areas are the only @meghich service standards have been
established.

4. General Observations

Similarly, the Act gives some precision to the ckipe of investor protection, i.e. unfair,
improper, fraudulent practices. Yet, despite thgasent primacy of investor protection
in the Ontario Securities Act, there is no indicatof how the OSC views its
performance in this area. The available statisticas on activity levels rather than
outputs.

In 2000, the Commission established the Investarcktion Fund. This innovative step
to promote investor education complements the Casion’s efforts to protect investors
through enforcement actions, and indicates thaCiramission pursuing the goal of
well-informed investors. This initiative is similto those established in other provinces
and is potentially measurable through properly-gresil surveys.

In recent years, the Commission has become mouséocon competition and efficiency
issues with, for example, the elimination of erigyriers through dealer ownership
restrictions, the de-mutualization of the Torontoc® Exchange, and the establishment
of a framework for alternative trading systems.e Gommission is a leader in the
adoption of requirements for cost-benefit analysigile-making.

These regulatory innovations evidence a clear angigg concern with capital market
efficiency, competition, and the proportionalityaufsts of regulation. There is, however,
no framework in place for the regular assessmetitasfe goals and objectives as yet.

The introduction of service standards in the CaapoFinance Branch is likely to be
followed by similar developments in other partdhed Commission. This may lead to
further discussion of the goals and objectiveseciisities regulation in Ontario.
Doubtless, the contribution of securities markgutation to financial system stability is
a concern of provincial regulators, and concerinwhits objective will likely increase.
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Exhibit 4-1: OSC Complaint Reporting
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Chapter 5
Québec Autorité des Marchés Financiers

1. General

The Autorité des marchés financiers (“AMF") is thady mandated by the government
of Québec to regulate the province's financial rarland provide assistance to
consumers of financial products and servites.

Established under An Act respecting the Autorité tharchés financiers on February 1,
2004, the AMF is unigue among Canadian regulatodids by virtue of its integrated
regulation of the Québec financial sector, notablghe areas of insurance, securities,
deposit institutions (other than banks) and the&idigtion of financial products and
services. In addition to the powers and respolitsgisi conferred on it by its
incorporating legislation, the AMF oversees theoecgment of laws in each of the areas
it regulates.

2. Statutory Mandate

Securities regulation in Québec is guided by tveduses, the Securities Act and An Act
Respecting the Autorité Des Marchés Financiers,R,Shapter A-33.2.

S.4 of the Autorité’s governing act specifies thiat@®ory Mission:

4. The mission of the Authority is to

1) provide assistance to consumers of financial products and services,
in particular by setting up consumer-oriented educational programs on
financial products and services, processing complaints filed by
consumers and giving consumers access to dispute-resolution services;

2) ensure that the financial institutions and other regulated entities of
the financial sector comply with the solvency standards applicable to
them as well as with the obligations imposed on them by law with a
view to protecting the interests of consumers of financial products and
services, and take any measure provided by law for those purposes;

3) supervise the activities connected with the distribution of financial
products and services, administer the rules governing eligibility for and
the carrying on of those activities, and take any measure provided by
law for those purposes;

4) supervise stock market and clearing house activities and monitor the
securities market, in particular, by administering the controls provided
by law as regards access to the public capital market, ensuring that the
issuers and other practitioners involved in the financial sector comply
with the obligations imposed on them by law and taking any measure
provided by law for those purposes;

15 http://www.lautorite.qc.ca/autorite/a-propos.embt
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5) see to the implementation of protection and compensation programs
for consumers of financial products and services and administer the
compensation funds set up by law.

2002, c. 45, s. 4; 2004, c. 37, s. 90.

In 5.8 the Act instructs the AMF in regard to wsi€tions and powers:

8. The Authority shall perform its functions and exercise its powers in a
way as to:

1) foster the confidence of the public and of the business community as
regards financial institutions and practitioners in the financial sector as
regards solvency and the competence of agents, advisers, brokers,
representatives and other practitioners in the financial sector;

2) promote the availability of high-quality, competitively priced financial
products and services for individuals and enterprises in all regions of
Québec;

3) see to the establishment of an effective and efficient regulatory
framework that promotes the development of the financial sector and
facilitates innovative management and commercial practices;

4) grant the public and the business community access to reliable,
accurate and complete information on the financial institutions and
practitioners in the financial sector and on the financial products and
services offered;

5) protect consumers against unethical, abusive or fraudulent practices
and give individuals and enterprises access to various dispute
resolution mechanisms.

2002, c. 45, s. 8; 2004, c. 37, s. 90.

In respect of securities markets, the Securitigsréfers to both market efficiency and
investor protection, but appears to give promingodée former:

Administration of the Act.
276. The Autorité des marchés financiers established under section 1
of the Act respecting the Autorité des marchés financiers ( chapter A-

33.2) is responsible for the administration of this Act and shall
discharge the functions and exercise the powers specified thereunder.

Mission.
In addition, the Authority's mission is
1) to promote efficiency in the securities market;

2) to protect investors against unfair, improper or fraudulent practices;
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3) to regulate the information that must be disclosed to security holders
and to the public in respect of persons engaging in the distribution of
securities and in respect of the securities issued by these persons;

4) to define a framework for the activities of the professionals of the

securities market and organizations responsible for the operation of a
stock market.

3. Performance Measurement

AMF regularly collects and publishes a varietyistats that describe its activities. For
example, under its mandate to assist consumers, Badrindertaken to improve the
delivery of services to consumers. In this regdrehllects and publishes statistics in a
variety of areas including the number of requestsriformation and complaints
received. The majority of calls from consumersued on insurance and securities
matters and the confirmation of licenses of serpiceiders'®

Under its regulatory mandate, AMF has undertakdraeced monitoring in order to
protect the public. In this regard, it publish&stistics on the number of inspections and
investigations and reports the number of files @oeicompleted and pending. In
addition, it reports on the number of legal prodegsl commencedf.

These measures of activity are those generallyrtaiden by regulatory agencies.
Although undertaken in support of the statutorylg@ad objectives, they are not
designed to measurable indicators of the extewhioh progress toward the attainment
of those goals and objectives has been achieved.

However, AMF does have a broader conception opdrermance outcomes that it
seeks to obtain. For example, the Fund for Invdstlucation and the Promotion of
Good Governance financially supports various ihites related to investor protection,
investor education, promotion of good governanakianproving knowledge of the
financial sectof® Such outcomes are potentially measurable by pyepesigned
survey instruments.

4. General Observations

Québec has perhaps the most detailed specificatistatutory goals and objectives for
securities regulation among the provinces. Thésgdaarly indicate that the AMF is to
regulate in such manner as to promote the developaifehe financial sector in the
province.

6 AMF. 2006-2007 Annual Report, Tables 5-6, at p.32
" AMF. 2006-2007 Annual Report. Tables 2-4, at p226
18 AMF. Regulation and oversight of Québec’s finahsictor, 2006 at p. 6.
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It is noteworthy that securities market efficiensyhe first-listed goal of the Securities
Act. Similarly, the manner in which the Autoriteto perform its functions has a
decidedly economic focus; investor protection aglaausive and fraudulent practices is
the last of the five statutory concerns indicatédthis regard, the regulatory approach in
Québec is decidedly different from that in Ontario.

Although Québec has articulated a detailed sebafsgand objectives for securities
regulation, the Autorité has not developed perforoesstandards or measurement
systems that would allow it to assess its progresshieving the statutory mandates in
measurable terms.
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Chapter 6
British Columbia Securities Commission

1. General

The British Columbia Securities Commission is th@ependent provincial government
agency responsible for administering the provinSeturities Act.

The Commission has recently developed a formaksysif performance measurement
and is in various stages of implementation.

2. Statutory Mandate

The provincial Securities Act makes no mention adlg or objectives of the
Commission. However, the Commission indicatesiti@rotects and promotes the
public interest by fostering

a securities market that is fair and warrants puidinfidence

a dynamic and competitive securities industry giravides investment
opportunities and access to capital”

3. Performance Measurement

The Commission implements its mission in four spearead”

0] Promote a culture of compliance
(i) Act decisively against misconduct
(i)  Educate investors

(iv)  Advance cost-effective regulation

It proposes long-term measures in order that pesgi@vard these objectives can be
assessed by stakeholders. Measurements are ételoted based on the following
criteria:

« Connection to goals. Measurements will assess @ssgn achieving goals and,
through them, the mission.

« Longevity. Measurements will be chosen that the @@sion will be able to track
over several years, and whose trends will provalaable information for improving
the Commission’s performance.

« Cost-effectiveness. Measures that can be executbohthe measurement budget.

« Measurability. Measurements will be chosen for Whaccurate data can be
collected and used to form baselines in a timely.wa

19 British Columbia Securities Commission. ServitanP2008-2011 at p. iii
20 British Columbia Securities Commission. 2008/2@e9vice Plan Performance Measures, at p.1
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Three examples illustrate the developing perforrmaneasurement system.
Promote a Culture of Compliance

The Commission proposes to measure complianceimthing industr§*. Each year it
engages a mining specialist to review a random Baofpnining issuers to determine
whether they meet the minimum standards for teetuiisclosure in news releases,
annual information forms, websites and managemientigision and analysis.

Thus, in 2006-07, 71% of randomly selected minssyiers met the met the minimum
standards for technical disclosure in news reledd®ss Commission’s target is 70% for
2008-09, rising to 75% in 2010-11.

2 See fn. 21 supra, at p.17 availablétap://www.bcsc.be.ca/uploadedFiles/ServicePlan 82001 1.pdf
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Act Decisively Against Misconduct

This area of measurement concerns the criticallysirrant enforcement efforts of the
Commission. In developing its performance measargmystem, the commission

recognizes that activity levels, budgets, numberasks, etc. often fail to identify the
effectiveness of these efforts.

Advance Cost-Effective Regulatfan

The Commission proposes to create a scorecarejecps initiated locally and by the
Canadian Securities Administrators.

%2 See fn. 21 supra, at p.20 (available at http://whesc.bc.ca/uploadedFiles/ServicePlan_2008-201)1.pdf
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At this time, it is not clear what projects the Gurssion intends to evaluate or how the
score will be established. The Plan refers tormfttion technology projects, but may
perhaps include rule-making generally. There m&aw Iole for cost-benefit analysis in
scoring potential regulatory interventions as teecpntage of benefits over costs.

4. General Observations

It is noteworthy that the British Columbia Sec@#iCommission has described its
mission in terms of protecting and promoting thablic interest” by fostering a fair
market that warrants public confidence and a coitipetsecurities industry. The

“public interest” formulation of the goal of sedigs policy is common and is open to the
criticism that it gives inordinate discretion tetregulators. In some respects, the
development of performance measurement in secupbécy in various jurisdictions is a
reaction to the breadth of interpretation that thrsnulation allows.

Perhaps because of this breadth, the Commissiofotad it necessary to be more
precise about what actions it is to take. Here Gbmmission sees its mandate as
ensuring compliance, acting against misconductca&thg investors, and promoting
proportionate regulation. The first two actioma@y recognize the enforcement role of
the Commission in respect of statute requirements.

Notably, however, “educating investors” and “advagaost-effective regulation” are
not statutory requirements but are goals that th@ission has identified within its
discretion. Other such goals and objectives, sisobapital market efficiency, financial
system stability, and economic development in tloeipce are, presumably, also
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considered as relevant by the Commission and riglmcluded in its performance
measurement system.

It is also noteworthy that the Commission is atténgpto identify and measure outputs
and to institute targets in its performance measarg system, whether in respect to
statutory or discretionary goals. Whereas othemmagssions and financial regulators
often evaluate their performance against inputrppigs and activity levels, the British
Columbia Commission seeks quantitative measuréseoéxtent to which its
performance targets are being met.

One area that the performance measurement systenohget addressed is the
“competitive securities industry” that the Commassincludes in its mission statement.
Since this area is part of that statement, it migghéxpected that the Commission would
want to identify quantitative measures of the extdrcompetition in the industry and
measure changes thereto over time.

Although the development of the Commission’s penfance measurement system is at
an early stage, its approach will likely be the elddr further development by other
provincial regulators. It will be of particularterest to see how the Commission
measures cost-effectiveness generally and thetieteess of enforcement in particular.
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Chapter 7
Investment Industry Regulatory Organization of Canala

1. General

The Investment Industry Regulatory Organizatio@ahada (“IIROC”) is the national
self-regulatory organization that oversees all gtneent dealers and trading activity on
debt and equity marketplaces in Canada. It west@ddan 2008 through the
consolidation of the Investment Dealers Associatib@anada and Market Regulation
Services Inc.

It is relevant to consider IIROC’s goals, objectiand performance measurement

systems because so much of the regulatory andssipsr activity in the Canadian
regulatory scheme has devolved to self-regulatoggmizations.

2. Statutory Authority

IIROC operates under a Recognition Order from thagdian Securities Administrators
(Canada’s provincial and territorial securitiesulagors). IIROC is subject to oversight
and regular operational reviews by the CSA.

Under this mandate, IIROC sets regulatory and iimvest industry standards, protects

investors and strengthens market integrity whiléntaaning efficient and competitive
capital markets.

3. Mandated Functions

IIROC has three main functions: compliance, enforeet and regulatory policy
development.

a. Compliance/Surveillance of Member Firms and Marlestes
- Screens all investment advisors employed by lIR@@ulated firms to
ensure they are of good character and have suatigssimpleted all the
required educational courses and programs.

Conducts financial compliance reviews to ensuréfthms have enough
capital for the specific nature and volume of thrisiness. IIROC-
regulated firms also participate in the Canadiarestor Protection Fund
which protects individual investors in the unlikelyent that a firm should
go bankrupt.

Conducts business conduct compliance reviews tokdat firms have
procedures in place to properly supervise the agalf client accounts
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and that advice and transactions appropriatelgeethe client’s
directions.

Monitors the trading activity on Canadian equityrkeds for compliance
with market integrity rules, on both a real timelgost-trade basis

b. Enforcement
Investigates complaints against a dealer firm, @pgut person, access
person, participant or applicant.
Conducts disciplinary actions where there is evigethat misconduct has
taken place

IIROC and its predecessor organizations have eshaldl a set of “benchmarks” for
assessing the internal performance of its divisiohs discussed below, these
benchmarks measure and set targets for the effitiantioning of the divisions, i.e. they
are directly concerned with the measurement aresas®nt of activity levefs.

As discussed below, however, IIROC has made corahtieprogress in one particularly
critical area, the identification and measuremémaustry risk. It also publishes a
report on marketplace statistics but has not, te,desed these data to measure
performancé?

4. Qperational Goals-Financial Compliance

The role of Financial Compliance (FC) is to montioe financial status of its Member
firms and enforce compliance with IIROC rules. Thain elements of the department’s
work are:

a. Review of financial regulatory filings — FC staff review monthly financial
reports and year-end audited joint regulatory fai@nguestionnaires and
reports to identify changes in trends, financiatiss, and profitability. When
necessary, IIROC can take preventive measureetepre the capital
position of a firm and protect client money andwsg®s. Any Member firm
that does not meet minimum capital requirementsfexred to as capital-
deficient. The firm must immediately rectify itsptal position or face
possible suspension or termination of membership.

b. Annual and biennial "surprise” field examinations — FC staff conducts
"surprise” examinations of each Member’s booksraadrds to ensure the
reliability of their unaudited regulatory filings.

% The following discussion is presented for readete may be unfamiliar with what IIROC does. For a
discussion of the performance measurement issheseaider may wish to skip to section 9.
2 |IROC. Market Share by Marketplace (for the fourders ending June 30, 2008.
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c. Review of audit working papers— Each Member firm is subject to a year-
end audit by an approved panel auditor to valittaéenformation filed by the
firm with IROC. To ensure the quality of the ay®C staff review the panel
auditor’s working paper files within three montHdtee filing date of the
firm’s joint regulatory financial questionnaire areport.

The following benchmarks for FC are monitored aadewed at least annually.

Attain an average examiner project utilization @ft&0%, meaning 70% of
available staff time is to be spent directly on M@mfirm reviews

Examine every Member annually (except for firmsrappd for biennial review)
within a calendar year

Complete and issue 60% of field examination repeitsin 8 weeks to a
maximum of 6 months for all examination reports

Perform an audit working paper review within 3 nfenof the filing date for high
risk firms

Complete all other audit working paper reviews with months of the filing date
Complete and issue preliminary reports for new Menapplicants within 2
weeks

Information on the results of monitoring and revief\performance is not available.

5. Operational Goals-Business Conduct

The role of Business Conduct staff is to ensureMeamber firms implement policies
and procedures to ensure their compliance withaiHinancial regulatory requirements,
including those of IIROC, provincial securitiesaeand federal legislation such as the
Proceeds of Crime (Money Laundering) and Terrdfisancing Act 2001.

BC staff conducts regular reviews and on-site erations of Member firms, focusing
on issues of suitability, anti-money laundering digence, supervision, corporate
finance and research, employee activities andnateontrols.

Providing best practice guidance and rule integti@s is also part of BC’s work, as
well as providing feedback on policy developmenth® Regulatory Policy Department.

Businesses Conduct benchmarks are monitored arewey at least annually.

Attain a project utilization rate of 70%, meanin@4 of available staff time is to
be spent directly on Member firm reviews
Complete all mandated reviews (including schedbl@ahch reviews) as
established at beginning of year
Complete and issue final examination reports:

o within 15 weeks of completion of fieldwork for 6086 reports

o within 26 weeks for all reports
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complete and issue preliminary reports for new Mendpplicants within 2
weeks

Information on the results of monitoring and revief\performance is not available.

6. Operational Goals-Trade Desk Compliance

IIROC regularly reviews trading firms' trade-deskqgedures. The reviews are intended
to assess whether trade desk procedures complythveitiniversal Market Integrity
Rules (UMIR) and appropriate provincial securitieguirements.

Our Trade Desk Compliance staff also assists imlédwelopment, introduction and
education of users on new rules and policies, asdhe Supervision of Trading Policy.
This policy requires all applicable market partasips to proactively monitor their
compliance by completing internal reviews and assireg deficiencies. An IIROC Trade
Desk Compliance Officer will examine the resultsledse reviews when a field review is
conducted at the trading firm's office.

No operational goals or benchmarks are available.

7. Operational Goals-Market Surveillance

[IROC's market surveillance functions include:

Real-time monitoring of trading activity on the @alnan equity markets,
including the TSX, TSX V, CNQ, Bloomberg and Marlgscurities Inc.
Ensuring compliance with timely disclosure of infa@tion by publicly traded
companies

Carrying out trading analysis

Ensuring trade desk compliance with the Universatidt Integrity Rules
(UMIR)

No operational goals or benchmarks are available.

8. Risk Assessment

Business Conduct, Financial Compliance and Enfoecgmse risk assessment models to
assign risk scores to firms and track the perfomeam terms of compliance, of each

firm, group of firms involved in similar lines ofuginess (peer group), and the industry as
a whole. ComSet, the Complaints and Settlementstiaae of the Enforcement
Department, is used to track trends at each level.

The risk scores are available only to the Memben&iand regulators. However, [IROC

produces an Industry Risk Score that identifiesdsein the risk assessments. As seen in
Exhibit 7-1, the assessed risk level was declimnpe period 2001-2006.
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9. General Observations

As indicated above, most of IROC’s measuremenvi@giconcerns benchmarking, i.e.
the establishment of desired levels of activity #r@monitoring of the attainment of
those levels. This “benchmarking” has a diffeqgumtpose than performance
measurement in relation to goals and objectiveseofrrities policy, which is more
focused on the establishment and assessment afdsrpalicy outcomes.

Thus, while IIROC sets regulatory and investmedtstry standards, protects investors
and strengthens market integrity while maintaireffitcient and competitive capital
markets, it does not, for the most part, meassrpdatformance against these objectives.
An exception to this is IIROC’s concern with indystisk, a key “output” that it has
attempted to measure.

In addition, IIROC’s financial compliance and buess conduct departments have
formulated detailed service standards. Such stdadimd their place under the principle
or objective of effective business management kggalatory organization.

Unlike the Ontario Securities Commission, it doesface an explicit statutory
obligation to consider the costs and benefitsofiutes. The efficiency objective may be
especially important in regard to IIROC'’s regulataf marketplaces. It is now widely
accepted from a competitive perspective that atére trading systems should be
allowed to operate in Canadian capital marketsjestito regulation.

In this area, IIROC has developed detailed “mankietgrity rules” under which these
marketplaces operate. However, there are no peafioce standards or measures that
measure the market efficiency and investor prataabbjectives that these rules seek.
As the market integrity rules deal with fundameigales of transparency and market
fragmentation and because it is difficult to idgnthe optimal market structure in
advance, there is considerable value in develofmotput”’ performance measures and
assessing them over time. Its marketplace stistay be used to draw conclusions
regarding the impact of its rules on competitiarpr@sent, there is no dissemination of
such evaluations.

IIROC also publishes information on “highly liqusgcurities” which could be the basis
for analysis and measurement of market liquidity] the impact of its rules theredn

% Investment Industry Regulatory Organization. “MigLiquid Stocks”, available at
http://www.iiroc.ca/English/ComplianceSurveillankkrketSurveillance/Pages/HighlyLiguid Stocks.aspx
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Exhibit 7-1: Industry Risk Score
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Chapter 8
Elements of a Framework for a Common Securities Py

1. Introduction

In developing a common approach to performance aneasent for the regulation of
Canadian securities markets, it is important togaze that these markets are a critical
component of the economy and that the effectiveedficient regulation of the market is
fundamental to Canada’s financial and economic ldgweent and integration into the
global market.

It is instructive therefore to look first at thejettives and principles of securities
regulation developed by the International Orgamradf Securities Commissions
(“lIOSCQO”), both for suggestions in regard to a dadie performance measurement
system, and to understand the differences betwerapproach and the various
approaches that characterize current Canadianisesuegulation.

In terms of a framework for a common securitiesqylmuch can be gained from
distilling lessons from the previous chapters. YWHave these organizations done well,
and perhaps what might be done better? The chembefudes with a discussion of
goals, objectives and performance indicators.

2. 10SCO Principle®

IOSCO’s ‘Objectives and Principles of Securities Reguldtisran internationally-
agreed upon statement for strengthening secunitgekets by strengthening the
regulatory framework. The statement sets out thoee objectives on which securities
regulation is based:

Promoting investor protection
Ensuring that markets are fair, efficient and tpament
Reducing systemic risk

TheObjectives and Principles of Securities Regulapoovides thirty principles that are
designed to give effect to these objectives.

While each of the three core objectives is equaillyortant, theObjectives and
Principlesemphasizes that IOSCO members should be guiddttehes by their

concern for investor protection. Investors arbd@rotected from misleading,
manipulative and fraudulent practices; the mostartgnt means for achieving this end is
full disclosure.

% |nternational Organization of Securities Commiasid‘Objectives and Principles of Securities
Regulation”, Madrid, Spain: IOSCO. (availablehttp://www.iosco.org/pubdocs/pdf/IOSCOPD154 ydf
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IOSCOQ'’s core objectives provide that regulationudti@lso promote fair and efficient
markets with the highest level of transparencyingef to include pre-trade and post-trade
transparency.

Finally, the core objectives call for regulatorgéduce systemic risk. While regulators
cannot prevent securities firms from failing, setes regulation should enable the
containment of risks and mitigate the impact of angh failures.

This overview of IOSCQO’s core objectives servesa atarting point for discussing the
goals and objectives of a common Canadian apprimgglrformance measurement. As
a performance measurement system for securitiegatemn, IOSCO’s approach is silent
on key issues.

3. Canadian Perspective on Goals and Objectives

It is important to keep in mind that the IOSCO cpriaciples are the product of

informed discussion by securities regulators inldagling jurisdictions. Securities
regulation is a highly specialized field and, adoogly, the IOSCO principles are
properly accorded a high degree of respect. Indeeohdicated in the previous chapters,
there is growing recognition in Canada and abrbatftnancial regulators should give
increased attention to systemic and market effayegoals.

While IOSCO’s core objectives are highly relevantiie development of a common
securities policy for Canada, there is some reg&sdmnk that it may be too narrow.

(a) Economic Goals and Objectives

There can be little doubt that governments atakls in Canada regard capital markets
as vital elements of public policy. As the praxsahapters have shown, securities
regulation in Canada has changed in some measone |tk historic principal focus on
investor protection to a regime that balances tlsoseerns with more broadly economic
objectives. The IOSCO core principles do not askll@oader issues of competition in
the securities industry, the significance of thetaeitself in regional and national
economic development and as a source of employreafinical innovation and venture
capital, or the barriers to international competitand access to foreign securities
markets.

In these respects, a common Canadian system florpemnce measurement finds the
IOSCO principles somewhat limited.

(b) Investor Protection
Similarly, the evolving Canadian approach to ingegirotection also diverges from

IOSCO'’s formulation. First, it is not clear thagulators in Canada or abroad regard
investor protection as their overriding goal. Asypous chapters indicate, some
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jurisdictions have attempted to specify the objectf investor protection with greater
precision.

For example, the FSA’s statutory mandate includeseduction of “financial crime”.

The Australian regulator is given the statutoryydaftpromoting the confident and
informed participation of investors and consumarthe financial system. The Ontario
Securities Commission is required, first and foretnto protect investors, but the statute
makes clear that this protection extends to unifaijproper or fraudulent practices. The
AMF in Québec is instructed that consumer protecisathe fifth priority’. The British
Columbia Securities Commission’s mission statemefierrs to “fair” markets, but does
not mention investor protection.

Second, while all regulators accept that disclogiss important tool for protecting
investors, the growing emphasis on proportionageletion in Canada makes it clear that
disclosure requirements must themselves be costtefé. Third, and perhaps because
of the apparent limits of a disclosure-based polZgnadian regulators are turning to
other ways, such as investor education, of pratgativestors.

The problem with the IOSCO approach is that thecephof investor protection is not as
well-defined as it perhaps was in earlier periotiemwmarkets were generally less
regulated and less efficient, disintermediatiotigh capital markets less well
established, common pools such as pension fundsatghl funds less relied upon by
individual investors, and investors less educatédiven priority over other goals,
investor protection may be pursued at the expehgwee goals.

In general, measures to enhance investor protesktiounld, like all other rules and
regulations, be subject to a cost-benefit analySisch an approach respects the broadly
economic goals of domestic securities regulatidmaaces proportionate regulation and
enhances the competitiveness of the Canadian egonom

(c) Systemic Risk

There is a view that systemic risk issues are withe purview of the central bank and
the federal bank regulator, and that securitiealeggrs participate on an informal basis.
There are, however, two areas in which a commourgigs policy should be directly
involved in assessing systemic risk: the regulaessment of market liquidity, and
clearing and settlements. These areas are ofioipartance to securities regulators
even if they do not appear in explicit statememteqgulatory goals and objectives.

Although a common securities policy will not be cemed with preventing dealer
failure, the financial soundness of the securitiesistry will be a prime concern. As
increasingly seen in the leading jurisdictionspemon securities policy should actively
promote the stability of domestic securities masket

27 Although, as noted above, the Quebec Securitiésnakes investor protection the second prioritieraf
efficiency of the securities markets.
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Market Liquidity

The stability of securities markets can be assessig the traditional quantitative
indicators of market liquidity. Market liquiditgidefined as the volume of securities that
can be sold in a short period of time without hgwansignificant effect on their price.

The relevant output measures include:

Depth: ability to absorb large trade volumes, messby market turnover
(gross average daily value of securities tradeatixa to outstanding shares of
the security)

Tightness: ability to match supply and demand atdost, measured by bid-
ask spreads; narrower spreads reflecting largebetsrof buyers and sellers
providing liquidity

Resiliency: the speed with which price fluctuatiosesulting from trading are
dissipated; alternately, the speed with which irabeés in order flow are
adjusted, measured by the bid-ask spread and wotlenes after large trades

Clearing and Settlement Systems

There is a particular role for a common securielcy in measuring the soundness and
effectiveness of securities settlement system&dO has enunciated 19
recommendations intended to reduce risks, increffisgency, provide adequate
safeguards for investors and enhance internatforaicial stability?®

The principal risk in settlement activities is dtetkk, the possibility that a counterparty
to a trade may fail to settle its obligations wigere or at any time thereafter. Liquidity
risk, the possibility that a counterparty may netdble to meet its obligations when due
but may settle at a later stage, is also relev@xhier risks involve the legal, custodial,
and operational aspects of settlement.

Following IOSCQO’s recommendations, the nationautatpr should reduce pre-
settlement risks by introducing and enforcing rdtesdrade confirmation, settlement
cycles, central counterparties and securities tenpdirhe principal output measures will
be the volume of trades that do (and do not) seftlein the required time, typically
three days after execution.

It is noteworthy that IOSCO recommendation 6 disesgshe central securities depository
that immobilizes securities and effects transfgrbdiok entry rather than settlement by
the physical exchange of paper. In Canada, thadian Depository for Securities
provides this capacity.

% Committee on Payment and Settlement Systems actthital Committee of the I0SCO.
“Recommendations for Securities Settlement Syste@ehsultative Report, CPSS Publications No. 42,
Bank for International Settlements, Basel, Switnedl (available at http://www.bis.org/publ/cpss42).pd
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(d) Transparency

The I0SCO requirement that regulation promote thghest level of transparency” is
very unclear because no trading system meets biattove. Trading systems differ in
the level of pre-trade and post-trade transparéecguse different traders adopt
strategies that may require anonymity.

Accordingly, the IOSCO requirement for transparepmsumably means the highest
level of transparency consistent with other obyegisuch as competition among trading
systems and attracting order flow. Thus, a comsemurities policy can follow the
IOSCO transparency objectives and, with some meatitn of emphasis, continue to
pursue the economic goals while reducing systeiskcand providing an appropriate
degree of investor.

An important efficiency concern is the extent toethdifferent marketplaces should be
allowed to operate with different degrees of tratisaal transparency. This issue has
proven to be highly divisive in the European cohiesxsome major market centres (e.g.
the London Stock Exchange) are organized as “de@ekets” with low transparency
and little regulatory intervention, while certailoi@inental marketplaces have been
required by regulators to operate as “central anatharkets” with consolidated order
flow and high price transparency.

The same issues recur in environments where theatérading exchange has
demutualized in order to better compete with aliue trading systems that offer lower
trading costs and better execution to traders sgekionymity, albeit at the cost of
higher market fragmentation and reduced transpgr@ng. “dark pools”)

To date, there is little agreement as to which ‘keamicrostructure” is the more
efficient, but it is clear that certain classesnstors strongly prefer less transparent
structures and if prevented from doing accessief suarkets may reduce their trading
or divert to such markets in other jurisdictiosccordingly, the regulator should
measure the performance of different marketplandsdaaw conclusions about the
desirability of achieving greater transparencyight of all relevant policy objectives.

The principal “output” measure of rules establighanparticular market’'s microstructure
is the bid-ask spread, the difference between patevhich participants are willing to
buy and sell securities; the more efficient makidtexhibit a narrower spread.

(e) Internationally competitive securities industry

Competition among dealers and brokers is desitadtause it normally leads to
increased institutional efficiency, lower costs étients, and improvements in the quality
and range of financial services provided. Whethasompetition authority will be
concerned about the anti-competitive effects ofgaer and abuse of dominant position
in the securities industry, the securities regulatid be concerned that anti-competitive
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market structures may be the result of regulatoegsures, such as licensing and capital
requirements, that raise barriers to entry.

Accordingly, a common securities policy regulatolt measure:

(i) Dealer (foreign as well as domestic) market shaydse of Canadian
business
(i) Changes in market shares over time
(i)  Number of new entrants
(iv) Innovation in products and services

(H Market Efficiency

IOSCO’S emphasis on capital market efficiency ifl~aecepted, although perhaps not
well-defined. Well-developed securities marketgioén alternate source of
intermediation, thus enhancing efficiency in thefcial sector through competition with
other financial institutions. Well-functioning sedies markets provide a mechanism for
the efficient valuation of assets and diversifioatof risks; create liquidity in financial
claims; and efficiently allocate risks. Marketdpheeduce the cost of capital, thereby
raising economy-wide savings and investment. Tdiey foster market discipline by
providing incentives to corporations and finanamstitutions to use sound management
and governance practices.

Thus, while regulatory objectives may emphasizé effeciency capital markets provide
funds for investment, the informational efficienmfymarkets contributes significantly to
living standards and economic growth in ways tleatvgll beyond the provision of
financing.

A securities market is informationally efficient @ price movements are unpredictable.
Because informationally efficient markets incorgermaew information quickly into
securities prices, observed price movements areedigtable because the arrival of new
information is unpredictable. Accordingly, a reapolr will be concerned about
departures from random price movements, as sucrideps may indicate the
ineffectiveness or under-enforcement of regulations

Tests of regulatory “output” would measure how negskreact to information. For
example, there is some indication that underprichigitial public stock offerings in
Canada is less than in other jurisdictions witls ldsveloped markets. Thus, efficiency
tests could include:

(i) Tests of randomness of day-to-day trading
(i) Measures of security-price reactions to announc&regmew
information (e.g. stock splits; share issues, takebids)
(i) The extent of discounts on initial public offerings
(iv) Profitability of insider trading
(v) Trading activity before major corporate announceisien
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(9) Regulatory Efficiency
Proportionate Costs of Regulation

Regulators are increasingly concerned with thescoktompliance that their rules and
regulations create. The Ontario statute makesgotiopate regulatory costs a principle
to which the Commission shall have regard. Thé®riColumbia Securities
Commission indicates that advancing cost-effeatagrlation is one of its four areas of
action. A common securities policy should havéalar requirement.

At present, Ontario is the only Canadian jurisdictwith a requirement to consider the
costs and benefits of proposed rules. Cost-beaedilysis raises issues of measurement
and organizational acceptance. However, it iscaepted part of regulatory impact
analysis in many areas, such as health, safetyransportation and has been found to be
applicable. Accordingly, a common securities ppbbould seek to measure the costs
and benefits of regulatory proposals and to refherresults of analyses to the public,
without being specifically bound by the conclusiafishose analyses.

Service Standards

Securities regulators are increasingly concernéd thieir internal efficiency through the
development of service standards and measuremstiensy. This may be especially true
where the regulator recovers its costs throughdeescharges to market participants
rather than through government funding.

As discussed in Chapter 1, the U.K. Financial SewiAuthority has established
standards in 64 service areas and publishes pafaenstatistics annually; Canadian
efforts are thus far at an early stage. A comnemusties policy will seek to provide
equally efficient service to issuers (e.g. cleapngspectuses), industry participants (e.g.
registration times) and the public at large (eagnplaint handling) across the country.

(h) Market Integrity

A key element in a scheme of investor protectiothésdevelopment of regulations to
fight financial crimes, in particular, money-laumiasig and terrorist financing. Noting
that the U.K. Financial Services Authority is matediby statute to reduce financial
crime, a common securities policy will pay parteuattention to this objective.

It may be questioned whether the securities regulatbetter able to deal with these
criminal activities than are police forces. Obwstyy cooperation is required in
enforcement matters; the regulatory role would $oon suitability, “know-your-client”
and recordkeeping requirements.

As with most aspects of investor protection, penfance standards and measurement are
not easily defined. The national regulator’'s sesde reducing financial crime depends
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on several factors, including the resources avialtbthe enforcement agency. As these
resources can be put to alternative uses, theategwlill necessarily allocate funds
among activities with equally high priorities.

Note, however, the FSA’s attempt to specify theeotiye in measurable terms in its
Performance Account:

Firms and other stakeholders understand their cispeesponsibilities and
mitigate risks relating to financial crime and argsfrom market conduct,
measured by using the Financial Crime Survey aidirthe Consumer Awareness
Survey, and market cleanliness measures. Mar&ahlthess is reflected in the
extent to which ‘informed price movements’ are aleed ahead of significant
regulatory announcements by issuers.

The development of corresponding measurable omteaisures will be a prime concern
in a common securities policy. Given its natios@pe, such a policy will contribute to
the reduction of financial crime in conjunction wnther national criminal enforcement
bodies.

4. Framework Issues in Securities Requlation

In light of the framework issues presented in titeoduction to this paper, it is easily
concluded that the IOSCO approach of delineatimgcgaies of regulation is lacking in
key respects. It says nothing about key performamdicators, the issues that attend
performance measurement or the issues involvedbhgdisclosure of regulatory
performance.

When the individual Canadian regulatory organizatiare studied, it becomes clear that
while efforts are being made to specify goals dn@diives, the performance
measurement issues remain to be undertaken. $besdion in the previous chapters
highlights that:

In several provinces, performance measurementtia pdority, with
the result that regulators do not obtain good faekllmn the impact of
rule-changes

Where performance measurement is attempted, sesurggulators
primarily measure inputs and activity levels

While the high-level statement of statutory goaksyrgive the
impression that measurement is not necessarylaahla, the
reluctance to measure performance may have male wath conflicts
among goals

It is desirable that performance measurements delydisseminated

The efforts by the British Columbia Securities Coission, while at an early stage, are
encouraging and may well serve as the model farla¢grs in other provinces.
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There are clear benefits to Canada of a commoof ggtals and objectives for securities
regulation. It is apparent that capital marketgehaational and international dimensions,
and that Canada is best served by a capital mtr&eis efficient, stable, domestically
and internationally competitive, and supportivenafional and regional economic
development while ensuring that investors havertfiemation necessary to evaluate
investment risks and potential returns accuratetyare protected against fraud and
financial crime. A framework of agreed goals aibgeotives, together with effective
performance measurement is an important ingredieathieving these benefits.
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