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TO: The Canadian Capital M arkets Community

On March 4, 2003 Finance Minister Manley gppointed the Committee
| chair to make recommendations to resolve the long- standing debate on the
dructure of securitiesregulation in Canada. The Committee has been set up to
take afresh look a the issues free from the congraints that may be felt by
government officials or regulators. Our task isto propose a securities regulatory
gructure that will be in the best interests of Canada

My colleagues and | bdlieve that it isimportant to Canada s economic
future that we come to the best possible answer to this question. Without vibrant
capitd markets we cannot have a strong national economy. It follows that we
need to have the best possible structure for securities regulation, in the interests of
investors, issuers and intermediaries dike. The prosperity of our country depends
upon it.

| am attaching a short consultation paper that solicits your input on the
guestionsthat are before us. | strongly encourage you to respond. We are
interested in knowing your experiences, good or bad, with the present system. In
addition, your views asto what will best serve the nationa economic interest will
be important both to us and to the policy makerswho are responsible to take
decisons.

The paper outlines a series of questions — the basic question of course
issmply “What would be the best securities regulatory system for Canada?’

We are d 0 interested in any views you may have on the underlying
issues:



=  Thekey strengths and weaknesses of the current securities
regulatory structure.

= Whether thereis effective enforcement for serious market mafeasancein
Canada and how the structure of regulation affects enforcement.

= How the securitiesregulatory structure affects the internationa
competitiveness of Canada s capital markets and, in the long run, the
success of the Canadian economy.

= Efficency issues associated with the current structure, including cost and
time consequences.

» Regiond or loca requirements that must be met by an optima regulatory
gtructure.

= The cgpacity of the current system to innovate and to adapt its policies
effectively in afagt-changing market environment.

= Thelessonsto be learned from the experiences of other countries.

We do not intend these topics to be limiting. If you have viewsin
respect of other matters relevant to the structure of capita markets regulation, we
welcome them.

| urge you to participate in this discusson of nationa importance. As
the attached paper indicates, we would like to have your submission by June 30,
2003.

Yourstruly,

Michadl Phelps
Char

Enclosure
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QUESTIONS TO THE CANADIAN CAPITAL MARKETS COMMUNITY

On March 4, 2003, the Minigter of Finance of Canada appointed this Committee to
mke recommendations to resolve the long-standing debate on the structure of
securitiesregulationin Canada. Our essentid task isto provide policy mekersand
market participants with an independent assessment of what securities regulatory
gructure will best serve Canedd sinterets. Spedificaly, our mandate asks usto
review and assess srengths and wesknesses of the current system and to recommend
an gopropriate regulatory gructure, with agovernance modd and accountability
framework.

Our work plan will indude both reseerch and consultation components, o asto ensure
arigorous empiricdly supported andyss of theissues. We are prepared to consder
any practical modd for sructurd reform.

The Committeg s recommendetions will reflect our consderation of how well
paticular sructurd modds achieve anumber of key objectives of securitiesregulation
identified in our terms of reference, induding (8) sound investor protection and
rigoroudy enforced high gandards of regulation, (b) efficent capitd merketsfor
Canadian businesses of dl Szes regulated S0 asto avoid placing undue bur denson
market participants, () dynamic and innovetive cgpitd markets throughout Caneda,
and (d) international confidence in Canadd s securities regulaiory system so asto
encourage participation in Canadian markets by foreign issuers and investors and to
assure optimd credibility for Canadian regulatorsin representing Canedian interests
abroad.

Theterms of reference of the Committee can be found in Annex A.

BACKGROUND

A centrd chdlenge for Canadian governmentsis to establish and maintain apolicy
framework that isfocused on the long-term determinants of growth. One such
determinant isthe presence of efficient and dynamic capitd markets that make low
cog, innovaive finendng reedily available to those who seek it. How wdl those
markets areregulated will have a sgnificant impact on their parformance.



Canadd s capitd markets support agrowing and diverse economy. Congder some of
the atributes of Canadd s capitd markets  there are over 4000 publidly listed
companies in Canadg; the market capitdization of publidy listed socks was

$1.06 trillion & the end of 2002; the TSX isthe world' sseventh largest equity
exchange and the Montred Exchange and Winnipeg Commodity Exchange both offer
specidized products, Caneada has wdl-deve oped government and corporate debot
markets as wel as markets in over-the- counter derivaives, for busnesses, capitd
markets are an essentid and agrowing source of finanaing, providing over 30 per cent
of short term financing and 80 per cent of long-term finending; dmogt hdf of
Canadians own company shares ether directly or through mutua funds, and more ill
have pengon or insurance assatsinvested in markets.

Capitd marketsin Canada compete globally for issuer and investor participation.
Measured by market capitdization at the end 2002, Canadd s markets made up less
then 2 per cent of globa mearket capitdization, a percentage that has been gradudly
trending downwardsin recent years. Issuers and investors dike now have subgantid
choicein terms of the capitd marketsin which they particpate From an issuer
pergpective, about 14 per cent of net new equiity issued by Canedian corporations over
the five-year period 1998- 2002 was placed doroad. The comparablefigurefor
corporate bonds was about 50 per cent. Thisfact was not part of the debate during
ealier reform atempts. Many Canadian busnesses have dso teken sepstolist ther
shares on foreign sock exchanges, some exdusively 0.

It will be achdlenge for Canadian capita marketsto remain robust againg this
background. The participation by investors outside Canedain Canadian capitd
markets will increesingly depend upon their perogptions of the liquidity and
trangparency of those markets. The suffidency of Canadian capitd market regulation
isunder scrutiny by internationd investors as never before.

Mantaining srong and vibrant capital marketsis essentid to mest the continuing
finanda neads of busnesses and individua Canadians. Thisis particularly the case

for amdl- and medium-9zed companies that do not away's have reedy accessto globa
cgpitd makets For them, attive, liquid and susainable Canadian markets are
esrtid to long-term success and growth. Canadal s economy as awhole will prosper
only if we have amarket environment that enables innovative growth companies to
find the cgpitd they need a home.

Recent corporae scanddsin the United Sates have demondrated that capital markets
can befragile they can be effective engines of growth only if they condgently
engender astrong sense of confidence among investors

It isincumbent upon governments and market participantsto continualy question
whether capitd markets are performing at their best and whether the policy and
regulatory frameworks that govern them fogter long-term economic growth and
nationd competitiveness aswdl asthey should. At its best, sound regulaion better



assures that marketswill be both transparent and fair o asto ingpire investor
participation and thet capitd will be dlocated efficdently to itsmost productive ends
Capitd markets around the world continue to evalve rgpidly in the face of achanging
compeitive landscgpe, new informetion and communications technologies, and
globdization. These devdopments and the pressures and expectations thet have
resulted from capitd markets mdfeasance have placed new demands on securities
regulators.

In response to these changes, many countries, such asAudrdiaand the UK.,
undertook sgnificant reforms of their finencid markets regulatory sructures.

CONSULTATIONS—OUR QUESTIONSTO YOU

The Committee is keenly interested in hearing from issuers; intermediaries, investors
and other personsinterested in capitd markets.

With thisin mind, we have deve oped the following questions, the answersto which
will help usto recommend the optima securities regulatory structure for Canada We
invite you to respond with your views and your own experiences on those questions
that are rdevant or of interest to you. Y our participationis essantid if improvements
areto be made.

What, in your view, are the key strengths and weaknesses of the current structure?
The Committee has been asked to review the srengths and weekness of the current
gydem. Many market participants and regulators have spoken in generd terms about
the shortcomings and strengths of Canadd s securities regulatory sysem. Weare
interested in your assessment of the rdative importance of any shortcomings thet affect
your business or participation in Canedian capitd markets At the same time, we will
need to fully undergtand the positive agpects of the current system that should be
retained if Sructurd changes amed a achieving improvementsare mede. Therefore,
we areinterested in your assessment of the strengths and wesknesses of the current
gructure and the bas's, induding rdevant anecdotd or quantitative information, upon
which you make that assessment.

How well are enforcement activities related to capital markets carried out in
Canada? Does the present securitiesregulatory structure enhance or diminish the
effectiveness of enforcement? What are the key enforcement issues?

In the wake of Enron, WorldCom and other corporate scandds, busnesses and
investors dike have expressed astrong interest in ensuring thet Canadahas an
effective cgpitd markets enforcement capability. Presently, eech regulator is
respongbleto enforce its own provindd or taritorid laws and regulations, though
Issues can often cross provindd boundaries and reguire co-ordination among
commissons Weareinteresed in your views on Canadal s performance in respect of
enforcement issues and whether and how enforcement strengths or wesknesses are
affected by the current regulatory sructure. Isthere adifference between the



effectiveness of investigation and enforcement adtivities among smdl and large
jurigdictions? How wdl do commissons handle multi-jurisdictiond cases? Are
investigation and enforcement activities undertaken in amanner which enhances
investor confidencein market integyrity?

How does Canada’ s regulatory structure affect the international competitiveness of
Canadian capital markets and the Canadian economy?

The growing globa competition for capita is an important congderaion in any
assessment of securitiesregulation in Caneda. The qudlity of the Canadian securities
regulatory sysem has a direct bearing on the competitiveness of Canadian cepitd
markets and indirectly on that of the Canadian economy. Sound regulation seeksto
cregte benefits by atracting investors, both domegtic and internationd, to place funds

in atrangparent and efficdent marketplace. 1t dso seeksto minimise the codts of
regulatory compliance that are assodiated with achieving those benefits. In your view
and experience does the current system creete a competitive advantage or disedvantage
for Canada? How does the Canadian securities regulatory structure influence your
decisons to access cgpitd in the Canadian and foreign capitd markets? How
effectively do Canadian regulators coordinate thar efforts with foreign regulators?

How well are the interests of Canadian capitd market participants represented,
promoted and defended in foreign markets and with their regulators? What arethe
perceptions of foraign market participants of the Canadian regulatory sysem, and how
doesthis affect our markets?

How does the current regulatory structure affect your costs of complying with
securities regulation? How have recent initiatives by the Canadian Securities
Administrators affected these costs? Arethere other significant efficiency issues?
The codts of the current system are often dited as being excessive, particularly for
grdl- and medium-szed firms wishing to raise capitd or to comply with regulatory
reguirementsin more than one jurisdiction. These excess cods are frequently
attributed to the need for issuers and intermediiaries to dedl with many regulators and
sometimes conflicting regulations, and to the lack of timdinessin regulaiory decison
meking. Others argue that excess cods are a conseguence of overly prescriptive
regulation and not of regulatory sructure. Codts of regulaion indude levies paid to
securitiesregulators, interna corporate costs of compliance, fees payable to externd
advisors and opportunity codts. In recent years, the CSA have proposed a number of
initigivesin an effort to lower cogts. How do you percaivethe leve and trend of the
cogs of regulation? How are they affected by the current regulatory structure? What
impact do these compliance cogts have on your ahility to access capitd markets
effidently and in atimey manner? What effect have recent or proposed CSA
initiatives or commisson sdf-funding practices hed in thisregard? Thosewho are
able to cantribute their own andlyses of or data on regulatory codts actudly
experienced are urged to do so.



Arethereuniqueregional and local characteristics of capital markets across
Canada that affect you? What regional and local requirements are met by the
current sructure and how? In particular, do small- and medium-sized growth
companies have unique needs and how does the current regulatory structure
accommodate these needs?

The presence of aregulator in eech province or taritory iscommonly cited as better
assuring that there will be an effective regponse to regiond and locd interests The
exiding framework dlows each legidature and regulator, where required, to develop
laws regulations, rules and policestha are tailored to foder locd or regiond
companies. Much debate has centred on whether there are regiond and local capita
markets or whether the redlity isthat capitd markets, and the needs of issuers, are
netiond in scope, but with spedid factors defined by sector (for example themining

or ol and gasindudries) or by busness Sze (for example, emerging growth
companies). In order to understand how any future regulatory structure can best
address regiond and local needs (or neads determined by sector or business Sze), the
Committee would like to better understand the nature of those needs and how the
current regulaory sructure hepsor hindersthem. Therefore, we are interested in your
identification and assessment of diverse capitd marketsinterests (locd, regiond,
sectord or Sze-basad) and how they should be served by aregulatory sructure.

How do you perceive the timeliness, responsiveness and flexibility of the current
system in developing policies, rules and regulations and, where necessary, in
revisng or smplifying them to meet new circumstances?

Policy and rule development is an ongoing, necessary process. Securities regulators
are condantly adding, subtracting or modifying rules and provisonsin response to
changesin afagt-moving marketplace. The palicy and rule-making process can be
judged intwo main respects. Arg, isthe processtimdy, efficent, flexible and
forward-looking so as to respond effectively to developmentsin the market? Second,
does the process result in good palicies, rules and regulaions? We areintereted in
your views and experiences in respect of the present multi-jurisdictiond gpproach to
palicy-making in which regulators srive to achieve consenaus. How effectively does
it provide regulatory responsesto new investor or issuer needs? Doesit provide
innovation where thet is nesded? We would dso like to have your opinion asto
whether the content and complexity of rulesis affected by the current regulaiory
gructure, induding whether there is a proper balance between resources devoted to
regulatory coordination as compared to rule content.

What isyour assessment of regulatory structuresin other countries? Arethere
lessons to be learned from other countries experiences?

Asmentioned earlier, many countries have restructured, or are consdering whether
and how to restructure, therr financid sector or capitd markets regulatory systems.
These countries argue thet Structural changeis nesded to obtain greater fficency in
regulation, in regponse to achanging finandid sector landscape characterized by cross-
border and cross pillar sarvice providers and new communications and information
technologies From your knowledge and experience of other countries’ cgpitd



markets, what comment do you have on ther regulatory structures and the lessonsthet
Canadamight leern from their gpproaches? Are there gpproaches to enforcement
Issues in other countries thet are ingructive for Canada?

Fndly, the most basic and important question upon which we salicit your viewsis
amply “ What would be the best securitiesregulatory system for Canada?’ We
invite you to provide uswith your answer to this question in as much detall asyou fed
you can, induding any comments you may have asto the governance sructure, the
accountahility framework, and how to manage any trandtiond issuesyou may

identify. We are paticularly interested to know whether you would favour an
enhanced verson of the present sysem or asngle commisson modd.

We ask that, where possible, you provide us with any andysis or objective data thet
support your assessment of the issues or your condusions. Y our experiences, good or
bed, with the present sysem are epecidly rdevant. The more complete your
comments, the better you will assst usinmaking useful and convindng
recommendaions to policy mekers.

Annex B contains detalls as to how you may provide uswith your submisson. We
very much vaue and sk your contribution, and urge your continued participetion in
thisimportant nationd policy discusson as our consultations procead.



ANNEX A

Wise Persons Committee on Securities Regulation
Termsof Reference

Given:
that adynamic and efficent capitd market in Canadawill contribute to economic
growth through the effective mohilization of savings and the provison of low-cost
finendng for new and exising busnesses

thet effident, effective and regpongve securities regulation isan important factor in
ensuring adynamic and effident cgpitd marke;

that securities regulaion needs to provide high sandards of investor protection—

paticulaly in light of the Sarbanes Oxley Act in response to Enron and other U.S.
corporate scandds, and

that alarge number of Canadians bdieve thet the present system of securities
regulaion in Canada can and should be improved,

aWise Pasons Committee is etablished. The Committee will:

1. review and assessthe srengths and weeknesses of the exiding sysem of
securitiesregulation in Caneda;

2. recommend the gopropriate regulatory sructure that will best meet Canadals
nesds, and

3. recommend agovernance modd and describe an accountability framework.

The objectives of the regulatory sructure proposed by the Committee should beto:

provide sound protection for investors and confidence that Careda s capitd
markets are regulated with the highest gandards and thet those Sandards are
rigoroudy and equaly enforced throughout the country;

provide efficent capita markets for Canedian businesses of dl Szes, and nat place
an undue burden on firms seeking to raise capitd or on firms sasking to offer
capitd market services,

encourage dynamic and innovative capital markets throughout Caneda; and

presant foreign investors, governments and regulaors with a positive image of
securitiesregulation in Canada



In carrying out this mandate, the Committeewill soliat the views of governments;
regulaors, market participants and the Canadian public on these issues and congder
any other rdevant issues raised in these discussons. The Commiittee should, where
possible, work with provindd governments and regulators and take into account the
work of complementary processes aimed at improving securities regulaion in Canada

The Committee will dso give particular congderation to the respective merits of two
specific modds agang the objectives destribed above, namdy:

(@ an enhanced verson of the present system, with such practicd and achievable
Improvements as the Committee might propose S0 that there isa greater sense of
common purpose and more effidency; ad

(b) asngle commisson modd in which governments decting to perticipete would
podl someor dl of ther autharity in asingle regulator adminigtering one st of
rues
The Committee may aso consder ather modds, induding combinetions of the above.
In daboraing its recommendaions, the Committee will do:

identify any difficult or chdlenging issues to be encountered in achieving the
modd it recommends and propose ways to resolve these issues, and

address any sgnificant implementation issues, induding trangtion cogts should
mgor inditutional changes be proposd.

The Committee will supervise adedicated 9&ff to asad in its consultations and to
undertake or organize research sudies or prepare papers or discussondocumentsit
congders necessary to completeitswork, subject to budgetary limits

The Wise Parsons Committee will report by November 30, 2003.



ANNEX B
Please provide your submissons by June 30, 2003 to:

Mr. Michad Pheps(Chair)

WPC Committee to review the sructure of securities regulation in Caneda
P.O. Box 10026

700 West Georgia Street

Vancouver, B.C.

V7Y 1B3

e-mdal: wpc-cpa@faris.com
Facamile No.: (604) 661-9349

SUBMISSION GUIDELINES

The Committee proposes to pogt dl submissions received on the Committeg swebdte
a http/mww .fingc.cawise-averties subject to “ Confidentidity” beow. Where
possible al submissons should be forwarded dectronicaly to the Committee &
wpc-cpa@fariscom If asubmissonis provided by mall or ddivery, adiskette of
the submission should be provided, if possble Any dectronic submisson or
submisson on diskette should be in Word 97 or WordPerfect 9.0 and should not bein
pdf form. However, if an dectronic copy cannot be provided, the Committee will
endeavour to convert the submisson into dectronic form.

All submissions should indicate a contact person and contact details (ie. return address,
telgphone and fax numbers, e-mail address), who would be avallable to respond to
inquiries from the Commiittes, its S&ff, or the public in connection with the

submission. 'Y ou should indicate by which method you would prefer to be contacted
and aso gate whether any communication with you should be in French or English.

CONFIDENTIALITY

The Committee believes that the discusson of how to best improve the structure of the
securities regulaory system, will be enhanced by atrangparent and vigorous debate on
rdevant issues With thet in mind, al submissonswill be mede avallable on the
Committeg s welsite except for meterid containing confidentia or otherwise sendtive
information. If asubmisson or portion thereof is made to the Committeeona
corfidentia bad's, the submisson or such portion should expresdy datethet it be
treated as confidentid. In the abbsence of any such indication, the Committee will treet
each submisson as public information. The Committee prefers that confidentiaity
requests be minimized and limited to Stuationsinvaving only highly confidential
information.



CONSULTATION PROCESS

Persons or entities making submissons may request meatings with the Committes, or
may be gpproached by the Committee or its Saff, to enable such personsto expand
upon their submissons or to enable Committee members to meke further inquiries

Members of the Committee and its Saff will meat with interested personsto daborate
on theissues or to present ther points of view. Mestings for that purposewill be
scheduled in cartain dties across Caneda. The Committee will provide public notice
of any meetingsto be hdd. Plesse check the Committeg swebste
(http:/Amww.finge.calwise-avaties) for details of scheduled meetings and the
procedures for these medtings. 1n addition, the Committee will commission research
projects and requests the co- operation of interested persons in working with our
researchers.
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