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Accountability statement - BCSC Chair to Minister

Honourable Wally Oppal

Attorney General and Minister Responsible for Multigtdlism
Parliament Buildings

Victoria, BC V8V 1X4

Dear Minister:

The British Columbia Securities Commission (BCSQhes independent provincial
government agency responsible for administeringSenaurities ActWe protect and
promote the public interest by fostering:

e A securities market that is fair and warrants puidinfidence

« A dynamic and competitive securities industry thavjoles investment opportunities and
access to capital

Our capital markets are highly integrated with other markettionally and
internationally. Most BC-based public companies have invesh other provinces and
must comply with the rules and deal with the regulatothose provinces. Most BC-
based securities dealers operate in other provincedomgh® national self-regulatory
organizations. It is therefore in British Columbigiserest for Canada to have efficient
and effective securities regulation.

We devote significant resources to working with othera@&m securities regulators
through the Canadian Securities Administrators organiz¢CSA) to coordinate
regulation and harmonize requirements. We are leadigv@8k on an inter-provincial
initiative known as the Passport System. All provineesept Ontario support the
development of this system. Its goal is to ensureiefit, streamlined, and cost-effective
securities regulation that is simple to use for mapketicipants. The participating
provinces intend to achieve this by establishing a systemwithallow market
participants to deal solely with their home regulatdmsjieating the need for separate
approvals from each jurisdiction.

Our Service Plan for 2007 — 2010 identifies three key stratesfiie that undermine
investor protection or market integrity. These risks are

* Risk 1: Unsuitable investments
* Risk 2: Investment fads
» Risk 3: Abusive junior market practices



This plan details our three-year strategy. In addiostrategies to address the three key
strategic risks, we describe nine other strategies meamptove the quality of our
regulatory oversight. This includes strategies to buildaminvestor education program
and to identify and respond to illegal sales of securit@sr InvestRight program,
launched in October 2006, teaches investors critical thirgillg so they will look at
investment opportunities with a healthy skepticism. Thgnamm also warns investors
about ongoing investment scams through InvestRight RedsAlEnese alerts are
designed to prevent, stop, or disrupt potential illegalstent activities.

The plan contains a new set of performance meagurédse BCSC. We chose these
measures based on an assessment of what outcorees ogéirall Commission
performance across each of our four goals.

This plan was prepared under my direction and in accordaiticehe Budget
Transparency and Accountability Asotd BC Reporting Principles. | am accountable for
the contents of the plan, including the selection ofgperhnce measures and targets.

The plan is consistent with government’s strategicrppies and overall Strategic Plan.
We have considered all significant assumptions, pokxysibns, and identified risks as
of December 1, 2006 in our planning activity.

| am accountable for ensuring the BCSC achieves the ofgigatentified in the plan and
for measuring and reporting actual performance.

Yours truly,

Douglas M. Hyndman
Chair
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Organization overview

BCSC mission

The BCSC is the independent provincial government agenpgmstble for regulating
securities trading in British Columbia through the adstmation of theSecurities Act
Our mission is to protect and promote the public intdrg$bstering:

e A securities market that is fair and warrants puiiinfidence

« A dynamic and competitive securities industry thavjoles investment opportunities and
access to capital

Enabling legislation
The BCSC'’s enabling legislation is tBecurities ActRSBC 1996, c. 418.

We are accountable to the provincial legislature and thecphibbugh the Attorney
General, to whom we submit our annual report and audiaddial statements. We
submit our three-year Service Plan to the provincialSusaBoard as required by the
Securities Acand theBudget Transparency and Accountability Act

Governance structure

The BCSC is governed by a board of 10 commissioners appdigtthe provincial
government. The commissioners have overall respomgifili administration of the
Securities Acand perform three functions:

+ Serve as the BCSC's board of directors

e Make rules (with the consent of the Minister respoadinl theSecurities Actland issue
guidanceto regulate the securities industry

« Act as an administrative tribunal and make regulatocisias under the legislation

As members of an administrative tribunal, commissiof@ra hearing panels to:

« Adjudicate enforcement cases brought forward by stdff\ahen appropriate, impose
regulatory sanctions

« Review regulatory decisions made by BCSC staff, exggns, or self-regulatory
organizations, upon application by BCSC staff or peratiasted by the decision

We publish the BCSC Governance Policy and Ethics and CoRdlicy on our website
at www.bcsc.bc.caipbout the CommissipnThese policies include information about:

» The terms of reference for the Commission, the Citrcommissioners, the Audit
Committee, and the Human Resources Committee

« Appointment, evaluation, and compensation for commissioner
« Expected standards of conduct for commissioners arid staf



Commissioners

We currently have three executive and seven independeamissioners:
» Doug Hyndman, Chair and Chief Executive Officer
« Brent Aitken, Vice Chair

« Robin Ford, Full-time Commissioner

* Neil Alexander

+ Marc Foreman

e John Graf

+ Ken Hanna

« Robert Milbourne

« David Smith

« Suzanne Wiltshire

Two committees help the commission fulfill its fingadand human resources oversight
responsibilities.

The Audit Committeeeviews for approval by the commission our public repomiihg
financial information, monitors our control systerasd oversees both internal and
external audit functions. The Audit Committee memlaees

e John Graf, Chair

+ Marc Foreman

« David Smith

« Suzanne Wiltshire

TheHuman Resources Committeresures that we follow appropriate procedures for the
selection, evaluation, compensation, and successiarnahgsioners, executives, senior
management, and employees. The committee is also saisleoior seeing that our

human resources and compensation policies and praaijgesrsthe Service Plan. The
Human Resources Committee members are:

¢ Robert Milbourne, Chair

* Neil Alexander

« Ken Hanna



Executive management team

Office of the Cha
Doug Hyndman, Chair and Chief Executive Officer

Executive Director’s Offic
Brenda Leong, Executive Director

Capital Markets Regulatit
Lang Evans, Director

Corporate Financ
Martin Eady, Director

- J
( )
Enforcemer

Joe Bernardo, Acting Director
S J/
( )

Communi@tions & Educatic
Pat Bowles, Director

Information Manageme
Peter Grant, Director and Chief Information Officer

Human Resources and Administra
John Hinze, Director and Chief Financial Officer

Key stakeholders

Our stakeholders have diverse yet interdependent intelbeshsprovincial and national
in scope. We consult them in various ways to understandrieeds and interests, and
we communicate with them to explain our requiremengseeations, and plans.

« The public- which relies on us to foster capital marketsc¢batribute to the economic
well being of British Columbia

« Investors- both retail and institutional, who seek to invlsirtsavings in fair and
efficient securities markets

» Issuers- public and private companies that rely on the abisirkets to fund growth and
diversification

« Securities firms- registered to provide investment services to bsdns and suppliers of
capital



« The provincial governmentto which we are accountable

« Other Canadian regulators with which we develop and implement initiativeotigh
the Canadian Securities Administrators

BCSC core business areas

We organize our work into four core business areas: comegliEnforcement, investor
education, and policy-making.

Compliance

We focus our compliance activities on BC-based dealeader branches in BC, BC-
based issuers, and other market participants residing.in BC

« The capital markets regulation division oversees s@sifitms, their employees, and the
self-regulatory organizations. Staff in this division nbaniegistered firms for compliance
with the Securities Act, register firms and thalespeople, and review applications for
exemptions from regulatory requirements.

« The corporate finance division oversees the compdraésdise capital in the public or
private securities markets, and also company “insid8taff in this division review and
receipt securities offering documents, and revieviiGins for exemptions from
regulatory requirements. They also monitor public complsgfosure (including
financial statements), exempt capital raising, astler reporting.

The CSA shares the responsibility for overseeing thelfeegulatory organizations
(SROs). Each SRO has a lead CSA regulator that dogtsofnihe oversight work,
subject to monitoring by the other CSA jurisdictions. TI&SE is the lead regulator for
the Mutual Fund Dealers Association. The BCSC and therfa Securities Commission
also share lead regulatory responsibilities for ovatsdthe TSX Venture Exchange.

Enforcement

We focus on cases with a strong BC connection. Whsescemerge related to SRO
members, the SRO typically takes the lead on the esrfzent action. When cases with
national implications emerge that involve a BC-baserketgarticipant, BC usually
leads the CSA’s enforcement response. Leading enfordeanBons involves
investigating possible breaches of 8ecurities Agtconducting administrative hearings
before commission panels, and representing the BCS@eltiid courts. We refer cases
with a criminal aspect for criminal prosecution.

Investor Education

We run targeted programs for investors to help them prtitentselves from fraud and
unsuitable investments. We deliver our messages througégstrpartnerships to
broaden our reach into various communities throughoytritvence.

Policy-making
We have the power under tBecurities Acto make rules. We also issue guidance in the
form of policy statements and notices to help marketqggaents understand our
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requirements. We make rules and issue guidance in co@penath CSA with the goal
of harmonization among all jurisdictions.

Market participants can apply for exemptions from ourstulgften the person makes the
same application in several jurisdictions. We analyasmption applications and
cooperate with other CSA jurisdictions to reach an apprepaiad harmonized decision
in all jurisdictions participating in the decision.

BCSC operating capacity

To support our core business areas, we recruit and retaifieguataff, develop and
maintain reliable information management systems, am&g®our operations cost-
effectively.

Human Resources

We strive to attract and retain capable staff by réagiemployees who embody our
values, keeping the BCSC compensation structure competiproving our regulatory
competencies through training, and maintaining a successian@ur efforts to
maintain a motivating work culture focus on providing opoities for staff to learn and
grow, effective performance feedback, and strong intes@munication channels.

Information Management

We develop, manage, and support key national and locahsy/sbeadvance our
regulatory work. Key local systems that improve our comication with the public and
industry include e-services, public website, registratearch, a defaulting issuers list,
and a disciplined persons list.

Gathering relevant information and getting that knowledgée right staff or
stakeholder at the right time is critical to our @leefficiency and effectiveness as a
regulator. Information management supports our knowledgereldy conducting
custom research, managing records, responding to publiciexjuiuilding custom
interfaces to regulatory databases, and running internaflamrkystems. We maintain
internal project management expertise to guide us througg ddange projects.

Finance

We manage spending through budget planning, tracking, and reparithgy keeping
cost considerations in high profile throughout the orgalmizatWe report our financial
performance to stakeholders as required undebecarities Acand theBudget
Transparency ActOur purchasing systems, payroll systems, and expense and
reimbursement procedures all contribute to effective obafrour significant financial
and physical risks.

Capacity changes for 2007-2008

In the coming year we will expand our staffing by 3.25 FTEs.hAvve budgeted to
increase our corporate finance staff in response toasetedemand for prospectus and
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exemption reviews by BC-based issuer activity. We aldlangrease our staff in
communications and education to reflect our increasedhasigpon investor education.

Office location

The BCSC's office is at 701 West Georgia Street. Our puddeption is on the 12th
floor.

12



Alignment with Government’s Strategic Plan

Our Service Plan aligns with Goal 1 and Goal 5 in theegawent's Strategic Plan. The
other three goals are not relevant to our mission.

Government Goal 1: Make BC the best-educated, most literatediction
on the continent

We support this goal in the following ways.

We provide BC high school teachers with an award-wahirancial literacy program for
youth. This Ministry of Education-endorsed resource feRlanning 10 Finances
curriculum helps young people acquire the knowledge, ,skill$ confidence they will
need to begin planning for their post-secondary eduaatioareer, and to navigate safely
through the financial realities of adulthood.

We support lifelong learning by offering investor eatign throughout the province,
primarily to seniors and pre-retirees. Our InvestRRgd Flag program teaches investors
how to protect themselves from becoming a victimaddr We extend the reach of this
education to all corners of the province through pattigssvith the BC Crime

Prevention Association, the BC Hydro Power Pioneersdyidmeonite Brethren, and a
pair of Fraser Valley pastors known as God’s Fraud&qua

Government Goal 5: Create more jobs per capita than anywhere iels
Canada

We support this goal in the following ways:

By fostering a local market that is fair and warramiestor confidence, we further BC's
reputation as a centre for raising capital

By minimizing the regulatory burden, we encouragestient in BC by supporting a
business climate that allows for innovation and growth

13



Strategic context

BCSC vision

To play a leading role in securities regulation thgbines investor confidence and
supports fair, efficient, and innovative Canadian capikikets.

BCSC mission

The BCSC is the independent provincial government agenpgmstble for regulating
securities trading in British Columbia through the adstmation of theSecurities Act
Our mission is to protect and promote the public intdrg$bstering:

e A securities market that is fair and warrants puiinfidence

« A dynamic and competitive securities industry thavjoles investment opportunities and
access to capital

Values

We embrace five values to help fulfill our mission:

» Excellence- we commit to high standards and take pride in our work
« Service- we provide efficient, timely, and responsive s@rvic

» Integrity— we act fairly and ethically

« Accountability- we take responsibility for meeting our commitments
« Resourcefulnesswe are proactive, innovative, and cost effective

The securities regulation landscape

Although our statutory mandate is to regulate BC capitakets, in reality we are part of
a system of securities regulation that is nationatwpe. This significantly affects how
we do our work and influences how we think about, and implerseaurities policy and
practice in BC.

For example, there is a broad consensus among all stdkehthat a system of
regulation that is largely, if not completely, harnmad among all jurisdictions in Canada
will best serve the interests of both industry ané#ters. We therefore coordinate our
work as much as possible with the other members oféhadian Securities
Administrators, the organization comprising all of Canada&'curities regulators. In order
to achieve the appropriate level of harmonization througtieutountry, all CSA
jurisdictions strive to minimize differences of poliagd procedure.

We also devote significant resources to support the praiiyled Passport System
project. All provinces except Ontario support the developrotthis system. Its goal is
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to ensure efficient, streamlined, and cost-effectiversies regulation that is simple to
use for market participants. The participating provincemnohto achieve this by
establishing a system that will allow market participantdeal solely with their home
regulators, eliminating the need for separate approvats diach jurisdiction.

Under the CSA umbrella and powers provided inSbeurities Agtwe rely on three self-
regulatory organizations to perform key regulatory functi@tested to investment dealer
and mutual fund dealer firms, and trading activity on taaadian equity markets:

« Investment Dealers Association of Cand@#h), which regulates investment dealers.

e Mutual Fund Dealers Association of Cangdié~DA), which regulates mutual fund
dealers.

« Market Regulation Serviceghich regulates equities trading on Canadian markets,
including the Toronto Stock Exchange, the TSX Ventweh&nge, the Canadian Trading
and Quotation System, and other markets. (MarkgtilB8on Services is in merger
discussions with the IDA. If the merger proceeds @apérties intend, it will be complete
during the 2007-2008 planning period.)

Securities markets are also global, so we cooperatasxely with regulators in the
United States, Hong Kong, Australia, and other countriesev@anadians do business to
oversee cross-border market activity.

The BCSC'’s approach to regulation

We regulate in cooperation with other regulators in Caaadaas noted above,
harmonization among jurisdictions is important. Whenpasdicipate in discussions
about regulatory policy and practice with other jurisdics, we base our contributions to
those discussions on our approach to regulation.

Regulation inevitably imposes costs through regulatory te@apliance costs, and
restrictions on business activity. Investors ultimapely these costs, so regulatory
interventions should generate the greatest investorgbiarieand market integrity
benefits for the least cost. We think that the wagld that is to define problems properly,
to choose the right regulatory tools to deal with problants when rule-making is a tool
we choose, to design rules that address only the defioétepr and whose impacts can
be measured.

1. Problem definition

Proper problem definition reduces the risk of imposing ingffe, and potentially costly,
solutions. It also ensures that regulators allocateiress more efficiently and
effectively. Defining a problem properly involves three stdipst, show that a problem
warranting regulatory intervention exists; second, defiegproblem with the precision
necessary to fix it; and, third, develop specific and praktriteria to measure the
effectiveness of the solution.
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Cost-benefit and regulatory impact analyses, as walbasultation, are tools that help
evaluate the anticipated costs and benefits of a propatsgdantion, and therefore
whether it makes sense to intervene. These anaysedso useful in the tool selection
process, described next.

2. Tool selection
After defining the problem precisely, the next step isaesider which regulatory tools
will result in the most positive change with the te@gulatory burden.

We have many tools. We can:

« provide guidance

« educate market participants and investors

« demand corrective action through our compliance function
« take enforcement action

« make new rules

Often the best approach to solving the problem will involeeenthan one tool.

We think regulators should seek solutions that:

« hold market participants, including their directord aanior managers, accountable for
their compliance decisions

« help market participants understand their obligatimtsour expectations for their
conduct

« are timely, taking into account rapidly changing madeogtditions and the implications
for investor protection and market integrity

e encourage market participants to design processesi¢v@dutcomes that are efficient
for them — there is often more than one way to achieggudatory outcome

¢ make cost-effective use of regulatory resources

3. Rule design

Rules are often not the best choice of tool, becthesetend to be the most intrusive and
most costly alternative. They also take a long timaeteelop and implement. However,
if a rule is necessary, we think it should have thésibates:

e The focus should be on the outcome, which should be cldaneasurable. This helps to
ensure that the rule achieves the intended reatligrrthan merely prescribe a process on
the assumption that the resulting process will acliteveutcome.

» The scope of the rule should be limited to what is sacgs$0 achieve the desired
outcome.

e The rule should be clear and simple.
The rule-making process should include periodic reviewkeofelevance and

effectiveness of each rule, so that regulators canverar amend outdated rules to
reflect changing circumstances.
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Planning context and key strategic issues

Our mission is to protect and promote the public intdrggostering a securities market
that is fair and warrants public confidence and by fogjeaidynamic and competitive
securities industry that provides investment opportunitiesaacess to capital. We have
four goals, described in the next chapter, that support ssian.

We apply a disciplined risk management framework to laptify the most serious
threats, or risks, to our mission.

This year we will continue to focus on the same riskast year. These risks relate to:

1. Unsuitable investments
2. Investment fads
3. Abusive junior market practices

Identifying these key strategic risks brings focus to our d¢pgrariorities. In the next
chapter, we describe mitigation strategies for eathumder the goal to which it is most
directly related.

Risk 1: Unsuitable investments

Registered securities firms and their salespersonsap@y role in the market as
intermediaries and providers of expert advice to investoesd¥gcribe our regulatory
oversight of firms in Goal 1Promote a culture of compliance

Firms have a responsibility to develop, implement, anditooeffective systems for
compliance with their regulatory obligations. One & Key registrant obligations is to
recommend only investments suitable for the client, gilierclient’s investment needs
and objectives. When a client proposes an investmantitdes not appear to be suitable,
the registrant must make reasonable efforts to advisdiém of this before executing
the trade.

We are focusing on this risk in response to statistiagsatidg that suitability complaints
are, year after year, the greatest source of investaplaints received by the IDA and
the MFDA.

Having gained a better understanding of the nature of trebgityt issues over the past

year, we will work with the IDA and MFDA to strengtheuitability-related compliance
for retail clients.

17



We describe our plans for the second year of work iratieia under Goal Promote a
culture of compliancen Strategy 1.1Assess the level of compliance with firm and
salesperson suitability obligations.

Risk 2: Investment fads

The securities market is subject to waves of investerest in a particular security, or
type of security. Media coverage, advertising, and wondhadith fuel these trends.
Salespersons may recommend these securities to coeritsfill client demand for them,
without properly assessing the suitability of the investrferthe client. Some issuers,
seeking to capitalize on investor interest in thesargexs, create new products to meet
demand. Investors may expose themselves to sizeabls lbds&y over-concentrate

their portfolios in a single security, or type of seigt) that they do not understand or that
is riskier than they think.

Last year, we developed a program that engaged the egpwréi operating divisions to
monitor and evaluate emerging retail trends. We wiltioomie this work under Goal 1:
Promote a culture of complianae Strategy 1.2tdentify and respond to emerging retail
investment trends.

Risk 3: Abusive junior market practices

Vancouver is a major market for venture capital finandinig.important to maintain a
good reputation as a leading centre for financing legigmtart-up companies. This
reputation is put at risk by a sub-culture of unscrupulous p&opl€ who seek to profit
through abusive activities involving issuers quoted on the &s®cover-the-counter
markets, principally the Over the Counter Bulletin Bb@@TCBB) and the Pink Sheets.
Although BC investors are not generally the targets citlsehemes, the activities
damage the credibility and reputation of BC issuers an#étata

In 2005, we identified over 400 OTCBB issuers with significannections to BC, or
about 10% of all OTCBB quotations. We also receive a stgmf number of inquiries
from the US Securities and Exchange Commission (SE&tjnglto OTCBB issuers with
a BC connection. In 2005, we formed a dedicated teammopliance and enforcement
staff to deal with this risk. We implemented a stratéwy we will continue to pursue
under Goal 2Act decisively against misconduntStrategy 2.1Disrupt abusive junior
market practices in British Columbia.
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Goals, strategies, and performance measurements

This section describes our goals, the strategies that gupem, and the performance
measurements by which we track our progress in achievingoais.

Four goals support our mission. They are:
1. Promote a culture of compliance

2. Act decisively against misconduct

3. Educate investors

4. Advance cost-effective regulation

Under the heading ‘core focus areas’ for each goal, weridte how we will focus our
operating activities to achieve the goal and how we tolaupport related service
commitments.

The strategies described under each goal support our efforiset the goal in one of

two ways. They are either a direct response to idestifiarket risks related to the goal,
or a commitment to improve operational efficiency oeetiveness. This is a three-year
plan. Some of the strategies continue from last'ygdain; some will continue in future
plans. We will complete the work specifically descdilye each strategy by the end of the
fiscal year 2007/2008.

We have developed performance measurements for eacto dedp us, and our
stakeholders, assess our performance. We select meastsdrased on the following
criteria:

« Connection to our goals. We choose measurements thassaks our progress in
achieving our goals and, through them, our mission.

« Longevity. We choose measurements that we will betaltteck over several years, and
whose trends will provide valuable information for impngvour performance.

« Measurability. We choose measurements for which wealiett accurate data and form
baselines in a timely way.

Some measurements track the overall progress we aiegralvards achieving our
goals. Others measure routine operational processiesldio the delivery of an efficient
and effective regulatory system. More detailed informagibout our performance
management systems is charted in Appendix A.

As an organization, we are in the early stages ofiogeeneasurements. In some cases,
we are still developing baselines, and in others, wéanaulating methodologies. With
more time and experience, we expect to create a setafingful measurements that
will support continuous improvement within our organizatiod help focus our
activities to achieve desired regulatory outcomes.
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Goal 1: Promote a culture of compliance

Investors are better protected if securities firms aswkis of securities understand and
comply with their regulatory obligations. A compliantlitare starts at the top with
directors and senior management taking their complisggsponsibilities seriously and
reinforcing compliance throughout the organization. Thgaisially achieved by having
effective systems and controls in place to ensure tange. An effective culture of
compliance aligns the private interests of marketiggpants with the public interest in a
fair, efficient, and reputable securities market. Regueintervention should only
occasionally be necessary to correct non-compliantenWe perform our compliance
function efficiently, compliance costs should decrdaseompliant businesses.

Core focus areas

1. Emphasize firm and management accountablitg.expect strong senior
management commitment and will hold senior managers iegxtals accountable in
appropriate cases.

2. Set clear expectations for market participar@sir compliance and oversight
programs focus less on compliance with prescriptivelaggry requirements and
more on the outcomes we expect firms and issuersievac Together with the
SROs, we issue guidance, deliver education programs, andwuocate with market
participants to help market participants understand theategylrequirements and
how we will enforce them. Those who understand the reaugints are more likely to
comply with them.

Strategies supporting Goal 1
Three strategies support this goal:

« Strategy 1.1: Assess the level of compliance withtitimeand salesperson suitability
obligations

« Strategy 1.2: Identify and respond to emerging rietedstment trends
« Strategy 1.3: Enforce technical mining disclosuredstads in prospectus filings
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Strategy 1.1: Assess the level of compliance with firm an@lesperson suitability
obligations

Lead: Capital Markets Regulation

Our work in this strategy will focus on the specifiauss covered in Risk Linsuitable
investments

Last year we analyzed suitability-related complaingslento SROs and the Ombudsman
for Banking Services and Investments (OBSI). We alstyaed complaints reported by
IDA members through the COMSET (Complaints and Settieshelatabase. We found
no concentration of problems in any particular induséyment, geographic region, or
product type. The overall incidence of complaints wasifoproportion to market size
and total activity.

We now have a better understanding of how the SROswitbaguitability complaints
and about the differences between IDA and MFDA approadiesare supporting the
SROs in their work to improve their processes.

Following our detailed review of complaints filed in 2005, deeided that we needed to
develop regulatory tools to detect suitability non-comgkamore quickly. Complaints
to the SROs are frequently about transactions that mcteeveral years previously.
Further, we believe suitability problems may be under-teddo regulators.

We will work with the SROs to develop additional toasrmprove suitability
compliance. These will include:

« Direct testing of the quality of advice given to letastomers
We looked at the Australian Securities and Investmentr@iesion’s (ASIC) work
on suitability. ASIC anonymously approached salespersah$rams for advice on
pension annuity products. The study concluded that advice appede fee-driven
in one out of every eight cases. We will explore mmifor conducting a similar
review in Canada.

« Improving the awareness of investor restitution optiont as OBSI
Clients seek restitution for monies lost. In 2005, OBBSbmmended some level of
restitution to clients in 50% of the securities-relatades. However, many clients
learned about OBSI from sources other than their dedéawill work with the
SROs to improve dealer efforts to increase clientramess and understanding of
OBSI and what it can do for them.
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Strategy 1.2: Identify and respond to emerging retail investmentrends
Lead: Information Management

Our work in this strategy addresses issues discussedkir2 Risvzestment fadsOur aim
is to identify retail investment trends early and to urtdeds potential problems that
could put investors at risk. In appropriate circumstancesyilvrespond to these
problems to try to reduce the risk.

Knowing sooner what security types are becoming populdre retail market will allow
us to better manage potential risks to investors by followingnugales practices and
taking action so that issuers correct non-complisstlaisure.

¢ We monitor investment products by reviewing prospesiusffering memoranda, news
stories, trade publications, and other sources of igtom We then share what we know
internally using a central database. For every itleshjproduct, we examine the risks to
retail investors, the channels through which it milable, and its scale and growth.

« We assess the information we gather to determinprd@uct is becoming a trend and, if
so, whether there are any significant potential tisksvestors that warrant a regulatory
response.

« We implement appropriate responses and measuremeiakdress specific problems.
Responses may include:

- Investor education such as information bulletins orstorealerts
- Compliance actions to improve issuer disclosure or firmdiligeence practices
- Enforcement action

Last year, we monitored and assessed a number of proaiaing units in income
trusts, closed-end funds, exchange traded funds, and spt sbrporations. We issued
an investor alert on income trusts to help investors uradet$he attributes and risks
associated with these investments.

In fiscal 2007-2008, we will broaden the use of this new répysof information by
commission staff. We will also:

e Continue to identify and assess investment products
« Develop resources for investors to help them undersheritit” of investment products
« Share our knowledge and experience with the SROsthadcommissions

Strategy 1.3: Enforce technical mining disclosure standards prospectus filings
Lead: Corporate Finance

When making a prospectus offering, mining issuers provideiawali technical
documents that disclose important information about thesiness. Some technical
materials filed with prospectus offerings by mining isstrenge material deficiencies.
Although we require issuers to rectify these deficienbefere we issue a final receipt
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for a prospectus, it appears that some issuers are relyiograegulatory review to catch
their deficiencies, rather than taking responsibilitytfegir own compliance.

Technical reviews relate primarily to whether filedheical documents comply with
National Instrument 43-10&tandards of Disclosure for Mineral Projecie see too
many blatant deficiencies that appropriate due diligencelkihéd preparation by both
issuer and underwriter would prevent.

We will apply a variety of compliance tools in sitwais where we find poor technical
disclosure. Our approach may include:

Rejecting the application

Using industry education to increase awareness auigkill in preventing, common
disclosure deficiencies

Focusing compliance work on issuers that need to paegegtention to their disclosure
obligations

Rewarding issuers with a history of compliant disclosyréast-tracking their offerings

Taking appropriate enforcement action when we finthbtly deficient disclosure, or in
situations where directors, professional advisors, omamitiers repeatedly submit
deficient disclosure

23



Performance measurements for Goal 1

PERFORMANCE TARGETS
MEASUREMENTS
05/06 Actuals 06/07 07/08 08/09 09/10
/Baseline Estimate | Target Target Target
1.1 Percentage of reviewed issuers Data will
that reduce deficiencies in their be
continuous disclosure a. 90% available a. 90% a. 94% a. 94%
a) Improved disclosure b. 84% in 06/07 b. 85% b. 85% b. 90%
b) Improved disclosure to Annual
minimum standards Report
1.2 Percentage of randomly Setting TBD TBD
sampled mining issuers that baseline TBD based
o based on| based on L
meet the minimum standards| New measure by end of o o on initial
. . e initial initial
for technical disclosure this fiscal results
results results
year
1.3 Percentage of BC-prime .
reporting issuers on defaulting Data wil Total
isspuer Iigt ? a) 17% be issuers 10% 10%
. b) 18.5% available improve- | improve-
a) Late filing 2104 ) / equal or
b) Unpaid fees C) 0 in 06/07 less than ment over| ment over
. d) 23% Annual 07/08 08/09
c) Inadequate disclosure Report 06/07
d) Total P
1.4 Average number of Data will
deficiencies per examination in be Decrease| Decrease| Decrease
Capital Markets Regulation 7 6 /57 categories available | deficiency| deficiency| deficiency
’ 90TI€3in 06/07 average | average by average by
Annual by 5% 5% 5%
Report
1.5 Percentage of new IDA and
MFDA firm clients who: TBD TBD based
a) Recall discussing their New measure New Set based on on initial
investment goals with their measure baseline initial
_ results
advisor results
b) Read specific disclosure
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Measurement 1.1: Continuous disclosure improvement

Our corporate finance division reviews issuer disclofur@on-compliance. At the end
of each fiscal year, we retain an outside auditor &yae the subsequent continuous
disclosure of a statistically significant samplessuers that received comment letters
from us during that year. We limit audits to the non-clemnp disclosure documents for
each issuer. These could include interim and annual fialstetements, management
discussion and analysis, or mineral exploration resiiltte audit methodology measures:

1. Any year-over-year improvement that demonstratessureisook action in response
to our compliance efforts

2. Whether that issuer’s new disclosure materials angptiant

The results of this review will show the extent to evhour detailed CD review work
motivated non-compliant issuers to improve their dsale voluntarily. This
measurement uses a different sample of issuers eachisameasurement does not
gauge compliance for all issuers; it focuses only omtmecompliant disclosure of those
issuers we choose to review based on our risk-basedi@electeria.

This measurement will always lag by one year becauseileave to wait for the next
filing cycle to evaluate improvements from the priorngdisclosure. In May 2009, we
will report on disclosure improvements resulting fraaiews carried out between April
2007 and March 2008.

Measurement 1.2: Technical disclosure compliance

BC is home to many mining issuers. Those issuers ishorl a Canadian exchange are
required to comply with National Instrument 43-18thndards of Disclosure for Mineral
Projects.We will give a list of BC-based mining issuers to areexal mining specialist,
who will select randomly from that list and analyzleether those issuers’ most recent
technical filings were compliant with NI 43-101.

This review will show the extent to which a sampl&&Fbased mining issuers is
compliant in their technical disclosure. Unlike Measwgatri.1, this sample draws from
the issuer population, and so reflects the state optante in a specific part of our
disclosure requirements.

Measurement 1.3: Issuer compliance with filing requiremets

The Securities Actequires reporting issuers to file certain informabaortime, in the
required form, and with the appropriate fee. One measmeai a compliant industry is
that issuers consistently meet these filing requiresnéiie routinely put issuers that do
not file or pay fees on time on a list of defaultinguisrs. We also put an issuer on the list
if we decide that a filing is clearly not in the reqdiferm.

We will track the total percentage of BC-prime reporigspers on this list during each
year. Firms that, in addition to being on the defaultgsger list also had a cease trade
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order for more than 90 days, will be excluded from thisymmabecause that pattern
suggests the issuer is leaving the market altogether. Toenpgge of BC-prime issuers
that appear on the list each year should decreaseimeer

This data might reveal that, despite a general improveime&ompliance culture by other
measures, the number of issuers in default increaseparticular year for one of two
reasons. First, there might be transitional increas@on-compliance as we change our
standards (for example, by imposing new disclosure requntsnoe shortening filing
cycles). Second, a general downturn in the economynénket, or a particular sector
could put more issuers in financial difficulty and incee#t®e risk that they would not
meet their filing requirements. We should be able to aaicfor these factors when
interpreting the results.

Measurement 1.4: Compliance of directly-regulated securitieBrms

Our Capital Markets Regulation division reviews secugifiens that are not SRO
members for compliance with their regulatory obligatidssing risk-based assessment
criteria, we examine those firms that pose the higt@sipliance risk more frequently
and report results using 57 categories of deficiencies.

In fiscal 2007-2008, we will report the deficiencies per exatwmn based on the 57
categories we use today, plus the deficiencies per exaomrzsed on the year-end
categories. As we add, combine, or eliminate deficienmgoaies, we will need to reset
the measurement. Our target will be to see the avenagber of deficiencies per firm
decline over time.

Because we do risk-based examinations, we place a priarigveewing firms for which
we already have compliance concerns. This measuremiétiterefore uncover a higher
average number of deficiencies than if we reviewed ssesection of all firms. In
addition, we may decide in a particular year to revi#irens for specific compliance
problems, which would raise reported deficiencies inngeffiareas. To neutralize this
bias, we will adjust for the results of targeted exahomasweeps.

Measurement 1.5: Survey of new IDA and MFDA clients

When we have a compliant registrant community, investadvisers will have
informative discussions with their clients about tis&s of investing and the suitability

of proposed investments. To test for this, we will watth SROs and dealers to survey a
sample of clients from new client lists to evaluiatgestors’ new-account-opening
experience. We will ask questions related to:

« The depth and nature of adviser inquiries about finhoiccumstances and investment
goals

« Whether new purchases were accompanied by discussiousthe specific products and
disclosures

« Whether clients received, read, and understoodfspeisclosures
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In addition to the self-reporting information we getnfralient surveys in this measure,
we will analyze dealer documents and client accoumtigctor consistency with client
profiles and objectives as part of Strategy Adsess the level of compliance with firm
and salesperson suitability obligatians
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Goal 2: Act decisively against misconduct

Decisive action involves receiving and processing comglaind tips about alleged
misconduct, conducting surveillance to detect miscondwastigating suspected
breaches of securities laws, and resolving cases threttigngents and administrative
hearings. We have strong compliance and enforcement pesdessespond quickly and
appropriately to cases of misconduct. We promote congditmough the various
strategies outlined in Goal Promote a culture of compliance

Underlying an effective regulatory enforcement regimestnaegies that focus on
protection and prevention. One of our objectives ister#ene and disrupt misconduct to
minimize investor losses. We allocate our resourcésotge cases that will provide the
most significant protection to investors and send thexgést deterrent messages. Cost-
effective enforcement stems from both how we seladtmanage enforcement cases and
how we coordinate our enforcement actions with SRO®Het regulators.

Core focus areas

1. Detect, intervene and disrupt misconduidie majority of our cases involve illegal
distributions; some involve fraud. We gather informaatout these activities
quickly and intervene as early as possible to mininmgzestor losses. We do this by:

« Raising public awareness of potential fraudulent #ievand encouraging investors
to report them

« Sharing intelligence with other regulatory and erdatent agencies
 Issuing temporary orders to stop misconduct and freelBesiio preserve assets

2. Select and investigate a strong portfolio of enforcement cEsdsrcement action in
the form of administrative proceedings is a powedol for deterring misconduct.
Because these actions are resource-intensive, we appkylaased approach to select
and prioritize cases. We also continuously evaluate anfoio of cases to assess the
strength of evidence and their deterrence value.

3. Complete investigations, settlements, and hearings in a timely mabeeisive
action requires timeliness in investigating and resolvingsca misconduct. We will
not compromise procedural fairness however in our désitaneliness.

4. Generate cases to refer for prosecutibtany cases of misconduct involve fraud,
which quasi-criminal and criminal prosecutions may deal mitine effectively. We
will strengthen our relationships with federal and prodihenforcement agencies
and refer appropriate cases for prosecution.

Strategies supporting Goal 2

Three strategies support this goal:

« Strategy 2.1: Disrupt abusive junior market practicdritish Columbia

« Strategy 2.2: Identify and respond to ongoing miscanduc

« Strategy 2.3: Build case flow 8kecurities Aabffences for prosecution by the Crown.
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Strategy 2.1: Disrupt abusive junior market practices in Brtish Columbia
Lead: Corporate Finance

We will continue dedicating resources to address Riglb8sive junior market
practices The compliance and enforcement actions we take topdiabusive junior
market practices in BC include:

« Raising awareness among BC-connected participatiits mver-the-counter market that
BC securities laws apply to them and that we wilbese those laws

« Cross-border and inter-agency surveillance, informatiamning, and joint enforcement
action to act more quickly and effectively to enforced@ US securities laws

« Investigating and taking enforcement action on indiMidases of misconduct involving
the over-the-counter market

e Publicizing the compliance and enforcement resultgiofvork to maximize the deterrent
effect of our actions

« Implementing policy solutions to give the BCSC moregdolregulate the activities of
BC-based OTCBB issuers

« Working with the IDA on issues related to OTCBB tradaygheir members

« Encouraging professional bodies to take action agamisttiembers who facilitate
abusive practices

Strategy 2.2: Identify and respond to ongoing misconduct
Lead: Communication and Education

Last year we launched a new investor education stratediieAentre of the program is
a new program called InvestRight RED ALERTS. These ALERre designed to
prevent, stop, and/or disrupt possible illegal investme ntitées.

Our Communications and Education and Enforcement divisienaarking together on
a strategy to gather and share information about susjppéetgal distributions and
investment scams.

We will issue InvestRight RED ALERTS, either provincederior in specific
communities as appropriate, to warn investors of suspieictity to help prevent
investor losses. We will release these ALERTS to tedianand to local enforcement
agencies. We will follow-up with community leaders, maieam and ethnic media, and
others in a weeklong, intensive program to get key warnirgsages out.

Enforcement will step up its case review to look for oppaties to disrupt suspected

illegal activity by issuing temporary orders where appropréend freezing assets to
protect investor losses.
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Strategy 2.3: Build case flow oecurities Actoffences for prosecution by Crown

Lead: Enforcement

British Columbia investors are exposed persistentlotb arge- and small-scale illegal
distributions. These illegal distributions are stligbility offences under th&ecurities
Act. Criminal or quasi-criminal sanctions will have a greatgact than administrative
orders on serious or deliberate acts of misconduct.

From time to time, individuals subject to orders undetized 61 of theAct breach them.
Further regulatory sanctions against such individuals leely lio be ineffective.

To both reduce illegal distributions (fraudulent and othesywasd support effective
commission orders, we will focus this year on incregishe number of cases
investigated and referred to Crown counsel for prosecutiorr tinelact

Performance measurements for Goal 2

PERFORMANCE TARGETS
MEASUREMENTS
05/06 Actuals 06/07 07/08 08/09 09/10
/Baseline Estimate Target Target Target
2.1 Percentage of new cases with Will TBD
active misconduct where we | Will construct | construct | TBD based based on TBD based
intervened from past datg from 6 on data data on data
month data
2.2 Average life, in months, of cases 5% 5% 5%
resolved via settlement or 30.1 YTD | improve- | improve- | improve-
. 49 months
decision (6 months) | ment over| ment over| ment over
06/07 07/08 08/09

Measurement 2.1: Action in response to ongoing misconduct

Detecting active misconduct and then preventing, stoppirgjsarpting it early benefits
investors, especially since the amount of money invekisesin illegal distributions
tends to increase exponentially over the lifespanetiistribution. We will track the
cases accepted each year for enforcement action wigneisconduct was ongoing
when the BCSC learned of it. We will calculate thecpatage of those cases we acted on
by a freeze order, a temporary order, or some otherddformal or informal disruption.

This will show how often we take action to stop misconduc

Measurement 2.2: Timely resolution of enforcement cases

Timely enforcement is essential to acting decisivelyresjanisconduct, yet many
processes influence our ability to resolve a case. Foonucting investigations to
negotiating settlements, conducting hearings, and writinigides — these required
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stages of enforcement action can consume vast amoiuntge and resources and slow
down case resolutions.

We want to be transparent about the average timertheess takes. For cases we close
by settlement or a decision in the fiscal year, wemeasure the average number of
months a case is open from when we first learnettnduct to the case’s completion
by settlement or decision.
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Goal 3: Educate investors

Investor education strengthens our regulatory system bigitgaetail investors how
they can protect their financial interests. Investocse fanumber of risks including:

« Lack of investment skills and knowledge to make informgdstment decisions
« Vulnerability to fraudulent and abusive investmenesobs
« Poor financial planning for retirement

Our InvestRight program launched last year teachestorsecritical thinking skills so
they will look at investment opportunities with a healtkgticism. It also warns
investors about the hallmarks of an investment scamighrour RED-FLAGs campaign.
The InvestRight program targets those investors wemtbst to lose: seniors (many of
whom are on fixed income) and pre-retirement “boomét&.will build on our
education strategy by seeking out new partnerships to heglptusir key messages out.

Many British Columbians appear to lack the skills andvikdedge to prepare themselves
financially for retirement. These skills are partanly important as investors take on
more of the risk and responsibility of managing thdireement savings, either within or
outside a defined contribution plan, a group RRSP, or othieement savings plan. We
will develop a program for reaching investors saving foreetent under Strategy 3.1:
Strengthen public awareness programs

We also recognize the importance of educating youth. W daveloped a Financial
Life Skills resource that teaches financial literé@youth through the government-
mandated Planning 10 program for grade 10 students. Under Str&egyancial
literacy for youth we will broaden awareness of this resource among extscatd
continue to support them in the use of our materials.

We will continue to make investor education more costegffe by improving how we
get the public’s attention, how we choose and work wittnpas and other regulators to
reach investors, and the content of our messages.

Core focus areas

1. Create public awarenesd investor education programiaivestors need to
understand that they are responsible for their own éesanThey need to develop the
skills and knowledge to attain healthier financial outeeninvestors also need to
learn how to protect themselves from fraudulent investrsgmmes.

2. Develop relevant partnershipg/e have already partnered with some key
organizations to help us get our investor protection messaged/ewaim to expand
our capacity to reach our target investor groups by continioi look for new
partnerships and opportunities.

3. Reach investors earlyi.he best time to reach investors is before they suffer
investment losses. We aim to help investors learn fundahferancial skills and
teach them to spot potential fraudulent investment sekeWfe want them to have
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the confidence to ask the right questions and to respatehntial investments,
legitimate or not, before they part with their money.

Strategies supporting Goal 3

Three strategies support this goal:

« Strategy 3.1: Build public awareness of our investacation programs
« Strategy 3.2: Develop media partnerships in ethmmaonities

» Strategy 3.3: Financial literacy for youth

Strategy 3.1: Build public awareness of our investor educationrpgrams
Lead: Communication and Education

Last year we launched the BCSC InvestRight programawtiebsite and an investor
education BC tour that began in October 2006. The programralsides partnerships
with the BC Crime Prevention Association, BC Hydrtrees’ Power Pioneers and its
Senior’'s Safety and Crime Prevention Wise Owl programd the Better Business
Bureau.

The objective of InvestRight is to provide a consumenfilly, accessible, one-stop
resource for BC investors. Over time, we want it tadeognized throughout the
province as a credible source of investor education infeomatVe launched a RED-
FLAGs campaign in conjunction with InvestRight, to warvestors about pitch-lines
used in scams so they can spot, avoid, and report sugpiokestment activity to the
BCSC.

These programs target seniors and pre-retirement baby maie will strengthen them

in the coming year through the following initiatives:

« Increase media and police attention through InvestiRigiR ALERTS to prevent, stop,
and disrupt scams.

« Design a module as part of the InvestRight program aiakelp investors understand
the importance of, and their responsibilities for, piag for their retirement. This is
particularly important for investors who have no defibenefit plan that will provide
them with an assured income stream in their reirem

e Increase awareness of the BCSC and its InvestRightan by driving traffic to the
InvestRight website and increase attendance ateestor protection seminars.

Strategy 3.2: Develop media partnerships in ethnic communitse
Lead: Communication and Education
The BCSC'’s affinity fraud program is well establishedelgious communities in the

lower mainland. Last year we expanded our reach atiregsrovince by partnering with
the Mennonite Brethren. Each partnership is tied to tieeest and willingness of the
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leaders of various denominations to recognize the thfedtiity fraud to their
congregations. We will continue to expand our partnershighsreligious associations.

Another type of affinity fraud common in BC is affinitgrough ethnicity. Our analysis
shows that the most promising approach to reaching etbmmanities is through their
own media outlets. We will use the InvestRighhgram to develop media partnerships in
ethnic communities throughout the province. We expecetpagnerships to help us
reach leaders in various ethnic communities and to provigdevebicles and

opportunities for sparking awareness about investment inalndse communities.

Strategy 3.3: Financial literacy for youth
Lead: Communication and Education

Last year we officially launched the BCSC'’s Planning Itakces resource, which we
had developed and introduced to BC high schools two yediexr e@he resource
supports the government’s mandatory financial literacgamm for youth. We will
continue to advocate use of this teaching resource by BGeiesaand students, with an
emphasis on increasing awareness, maintaining high appabtwgs, and spreading
word-of-mouth promotion.

We will strengthen our “teach the teacher” progranPlanning 10 through telephone
outreach and online training tutorials that will give tesxs remote access to training
when and where they need it. This will give them the supal confidence they need to
use the resource materials.

In 2006 — 2007, we will continue to look for other ways to reaml teachers and
teachers new to Planning 10.
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Performance measurements for Goal 3

PERFORMANCE TARGETS
MEASUREMENTS
05/06 Actuals 06/07 07/08 08/09 09/10
/Baseline Estimate | Target Target Target
3.1 Number of complaints and tips Adjust
received as a result of InvestRight . 06/07
: i Baseline .
investor education and outreach baseline| Increase | Increase
based on 3
programs New measure to full 4% over | 5% over
months
data year and| 07/08 08/09
increase
3%
3.2 Percent of workshop participants Start Set
who applied investor education baseline baseline| Increase | Increase
messages New measure | based on 3| using 12| 2% over | 3% over
months months 07/08 08/09
data of data
3.3 Percentage of BC public aware New measure 49% 44% 47% 50%
of BCSC

Measurement 3.1: Complaints and tips received from InvestiRht programs

Through our public awareness and outreach programs, we homedase the flow of
complaints, and information we receive, from the meeldorcement agencies, or the
public about possible investment frauds or illegal activifiéss network of information
will strengthen our ability to detect misconduct and helpraesent, stop, or disrupt these
activities. The Investor Index survey told us that only 14 péithe 1 in 3 Canadians
who had been approached with an investment fraud repart@driobjective is to
improve this number over time and we expect our RED ALBRd InvestRight
education programs to generate more leads.

We will track the number of enquiries, referrals, aathplaints we receive from law
enforcement agencies such as the RCMP, IMET, locaeqdublic, media and others in
response to our InvestRight programs and partnerships.

Measurement 3.2: Workshop participant application of investor edaation messages

Measuring what investors know about how to protect themshglps us to demonstrate
the effectiveness of our investor education programs. Weelyi on our new partnership
with the BC Crime Prevention Association and thetaonand distribution network of
the BC Power Pioneers to deliver investor education wodsstmBC residents,
primarily seniors. The program focuses on the red flagjsctaracterize investment
frauds and how investors can protect themselves from fraud.

We will establish a baseline by surveying seminar particileiore and after each
presentation and again after they have made an investitenpre-survey will collect
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information on their most recent investment decisitmsy investment fraud experience,
and their awareness of the BCSC. The post-surveyali#ct information about how
they intend to approach their next investment and wiegthhve learned about
investment fraud. The follow-up survey will only be complielby people who have
made an investment after participating in the program, piglathin six months, and
will collect information about actual investing behaviors.

Our experience with the Power Pioneers’ workshops eflttse measurement standard
for future partners. We know already, however, thigtatften difficult to get seniors to
participate in surveys. We may need to review the vialohithis measure and adjust it
accordingly.

Measurement 3.3: BCSC awareness

BCSC investor education resources provide BC retail investidrs/aluable information
to help them protect themselves from fraud and unsuitablstmeats. Yet we know
from our recent Investor Index survey that only 42 peroc€BiC adults are aware that
there is an agency that regulates financial investme®€i We aim to build awareness
of the BCSC and our many investor education resourcestsBritish Columbians will
know where to turn and what to do when faced with a frawudhsuitable investment
opportunity.

This measurement will track what people know about the@&3®J our resources. We
expect awareness to increase over time in dirediageleo the programming initiatives.
We will collect data by asking both unaided and aided awssemqigestions in next year’s
CSA consumer survey.
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Goal 4: Advance cost-effective regulation

We apply a disciplined, problem-focused approach to dealingnaatiet issues. Our
approach to regulation focuses on problem definition, regyl&bort selection, and
effective regulation design. We apply this approachspeading to both local and
national risks and opportunities. As most BC market @pénts operate nationally, we
work closely with the CSA and SROs to streamline amgtove the Canadian regulatory
system.

Regulation inevitably imposes costs through fees, congdiansts, and restrictions on
innovation. Investors ultimately pay these costs: higbstscfor public companies mean
lower returns for their shareholders; higher costséaurities firms mean higher fees for
their clients. We aim to regulate to provide the greateststor protection and market
integrity benefits for the least cost. When regufai®both effective in its outcomes and
efficient in how it is achieved, we consider it to bsteeffective.

We aim to advance cost-effective regulation throughQsA harmonization work.
Failing to introduce cost-effective regulation through®Gll keep regulatory costs
unnecessarily high for BC investors and market participaliks.

Core focus areas

1. Emphasize practical regulatory solutiorisvents, complaints, and changes in market
practices and products constantly raise questions abopib$iséble need for
regulatory intervention. We analyze current and emengiaiket issues to define
them as precisely as possible and assess whether oggutétrvention is
appropriate. If so, we will look at the full range of @atial regulatory responses and
advance those that will provide significant benefits thateed the costs.

2. Efficiently use our resource¥®/e allocate our resources commission-wide to operate
efficiently. Practices such as risk management, alassional teamwork, and
benchmarking inform our resourcing decisions. By consideriagtiiciency of our
organization, we apply our resources to the most impoataas and minimize fees
industry needs to pay for regulatory oversight.

3. Timely delivery of key servicddarket participants need regulatory clearance for
some types of transactions or business activitiespieess completed applications
for prospectus receipts, registrations, and exemptionsinmedy manner, recognizing
that delay adds to costs.

Strategies supporting Goal 4
Three strategies support this goal:

« Strategy 4.1: Work with government and other regrdatmimplement harmonized
legislation and the passport system

« Strategy 4.2: Advance clear problem definition anda@mues-focused solutions
« Strategy 4.3: Apply risk management to our compliancegsses
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Strategy 4.1: Work with government and other regulators to implemat harmonized
legislation and the passport system

Lead: Office of the Chair

We will continue to work with government and other Caaadiecurities regulators to
make the Canadian securities regulatory system maceeetfand effective through the
passport system for securities regulation. The goddeopassport system is to permit a
market participant to have access to capital marketsiliple jurisdictions by dealing
with its principal regulator and complying with securiti@s's in that jurisdiction. The
passport system presumes highly harmonized and streamlmediss legislation across
Canada.

In 2005, the members of CSA, except Ontario, adopted Muraldtestrument 11-101
Principal Regulator Systemvhich implemented the first phase of passport. In 20@6, th
regulators sought amendments to their legislation taimbidditional tools to implement
more passport measures. British Columbia and some jatissfictions have already
adopted the passport tool amendments and the changes arevande most others.

This year, we will continue working with CSA to develaproposal for the second phase
of the passport system. We will also continue to pgpete in the work to harmonize the
prospectus and registration system and other areasurit&scregulation.

Strategy 4.2: Advance clear problem definition and outcomes-fosed solutions
Lead: Executive Director’s office

We work with CSA to develop national solutions to markebfems. We will actively
work with CSA to encourage strong problem definition antt@mes-focused solutions.
We will do this by:

« Developing a Regulatory Risk Assessment model for new [iefBéy project proposals.
Applied properly, this discipline will help to defineetbroblem more precisely and design
a cost-effective regulatory response.

« Training CSA staff to conduct Regulatory Risk Assaessts.

« Consulting more effectively with industry on proposed laguy responses. Through
these consultations, we will work with market partioigeto better understand their
business and the impact on them of the proposed response

Strategy 4.3: Apply risk management to our compliance processes

Lead: Corporate Finance for issuer initiatives; Capital Markets Reguridor Capital
securities firm initiatives

We are continuing to improve our compliance processes$yeas we developed risk

assessment tools and tested them on selected compsianes. We are strengthening
our capability to detect potential problems as they andedaploy our resources to deal
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with the most significant threats to investors or tlekat. This year we will implement
our risk management environmental scan across our conglmacesses and use the

assessment tools to evaluate potential risks.

Risk management will support our objective to realizeedbr our stakeholders. We

make decisions in setting strategy and in operating ddsiytahat create, preserve, or

erode value. This program will help us:

 ldentify significant risks

» Focus efforts on particular risks or categories of risk
« Implement cost-effective responses

« Maintain risk controls

« Establish risk reporting processes

Performance measurements for Goal 4

PERFORMANCE TARGETS
MEASUREMENTS
05/06 Actuals 06/07 07/08 08/09 09/10
/Baseline Estimate | Target Target Target
4.1 Average score on cost-effective N Set I I
regulation scorecard ew e mprove mprove
J New measure measure | baseline| on 07/08 | on 08/09
4.2 Average approved project post- New Set Improve Improve
implementation score New measure measure | baseline| on 07/08 | on 08/09
4.3 Average BCSC fee load for
prime issuers and registrants ir .
BC, AB, and ON Setting | TBD TBD | 1BD based
. baseline by| based o] based on .
- For a segment of issuers New measure d of thi initial initial on initial
- For a segment of PM/IC end ofthis | initia initia results
firms fiscal year | results results

Measurement 4.1: Scorecard for advancing cost-effective reguiah

The BCSC is committed to regulating in a way that isilble, outcomes-focussed, and

cost-effective. To measure cost-effective regulatiemwill create a scorecard that tracks
the important steps and outcomes in responding to markaeprs. We will apply the
scorecard to all CSA policy projects as well as ourlleffarts to create new cost-

effective regulation. The scorecard will report onebkéent to which we are taking steps
to advocate our cost-effective regulation principles\aiticjive further credit for
outcomes-focused results. We will report the averageesaf projects completed each

year.
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If there are fewer than five new projects scoredsimgle year, we will use the average
for the last five projects. We will not include rulést we adopt purely to harmonize
with other jurisdictions in this analysis. The proceSs\Qises to create harmonization
rules does not consider problem definition or altereatdols.

Measurement 4.2: Scorecard for approved project post-implenmgation

For this measurement, we define a “project” as an inédhat requires executive
director approval, and either costs more than $10,000 or nakesthan 25 person days.
We justify these projects in writing and include a desicnipdf the expected benefits.
Some projects will forecast a return on investmenegerd by cost savings or cost
avoidance that "pays" for the project within a reasgnabbrt period (typically up to
three years). Other projects promise efficiency mepments or improved quality,
accuracy, or control.

We will assess each project at a predetermined timethéigroject’'s completion (as
documented in the project proposal) and score the pmatcess relative to its
proposed benefits. This assessment will normally oaftar six months, but for reasons
of complexity or novelty may be conducted as earhheset months or as late as 12
months after a project completes. The baseline weildde an average of the projects
assessed during the year.

Measurement 4.3: BCSC fee load for prime issuers and regiants relative to other
jurisdictions

This measure compares the fees paid to us by BC-primessmgtregistrants to the fees
paid by issuers and firms that have Alberta or Ontarihieis principal regulator.
Securities market participants fund our operations throegghthey pay under the
Securities ActOur fees are usually a small portion of the costsarket participation.
However, we strive to keep them competitive with corapke jurisdictions to minimize
the potential for our fees to cause firms to choose tcatgetsewhere or avoid market
participation altogether.

We will calculate the average fees that issuers amg fbased in Ontario, Alberta, and
BC pay to their principal regulator. By calculating therage direct regulatory cost per
entity across these three provinces, we can see howoet to issuers and firms
compares to other provinces.

40



Summary financial outlook

Financial structure and history

We try to operate at a break-even level over the busayess. This is challenging
because most of our costs are fixed, but our revetussdte in proportion to market
activity. Securities market participants fund our operatihrough fees they pay under
the Securities ActSalaries, benefits, and occupancy costs make up aboubf8db
operating expenses. As a BC government agency, we ampeftem income taxes and
the GST.

Strong market activity during the late 1990s resulted in hitgfaer necessary fee
revenues and an accumulating surplus. From our incorporati April 1, 1995 to March
31, 2001 we accumulated surpluses totaling $25.1 million, ne$d2 anillion transfer to
the Province.

To address the imbalance, we eliminated or reduced 14 fedsgtaigproximately $4
million of annual revenue, on January 1, 2001. To return gidimillion of the
accumulated surplus to market participants, we also tariyoreduced fees in January
2002 for one year. We allocated $12 million of the remaisinglus to the Fee
Stabilization Reserve (FSR). The FSR ensures thggdeary reductions in revenue do
not immediately impair our ability to operate, or foreagtive fee changes.

We had an FSR balance of $12.0 million as of March 31, 2086fficient assets
become available, we will increase the FSR to $15.0cmithiver the planning period.
We will also draw on the FSR, if needed, over the ptamnperiod.

We expect a surplus in 2006-2007. Higher distribution and raget revenue and
higher investment income will offset a modest decrgafieancial filings revenue
caused by filing cycle changes.

We expect to break even in 2007-2008.

The following table summarizes our actual and expected sesuitperations and
financial position, by year:
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(000,000's)
OPERATIONS

Revenue
Filing fees
Prospectus and other distributions
Registration
Financial Filings
Other fees

Other revenue
Enforcement cost recoveries
Investment income

Total revenue

Expenses

Salaries and benefits

Other operating expenses
Total expenses
Operating surplus for the year

EDUCATION RESERVE

Education revenues
Investment income

Penalties and designated settlement revenue

Education reserve disbursements

Education reserve (deficit) / surplus for the year

Consolidated surplus for the year

Surpluses

General

Fee stabilization reserve

Education reserve
SUPPLEMENTARY INFORMATION
Cash and short-term investments

Capital expenditures

Average FTEs

Summarized Statements of Operations

05/06 06/07 07/08 08/09 09/10

Actual Forecast Budget Projection Projection
14.7 15.7 15.3 15.8 16.3
8.3 8.7 9.0 9.2 9.5
4.6 4.5 4.4 4.6 4.7
0.5 0.5 0.4 0.2 0.1
28.1 294 29.1 29.8 30.6
0.1 0.2 0.2 0.2 0.2
0.5 0.7 0.9 1.0 1.1
28.7 30.3 30.2 31.0 31.9
20.2 21.2 22.7 23.3 24.1
7.2 7.0 7.5 7.7 7.8
27.4 28.2 30.2 31.0 31.9
1.3 2.1 - - -
0.1 0.1 0.1 0.1 0.1
0.7 1.3 0.5 0.5 0.5
0.8 14 0.6 0.6 0.6
1.2 0.7 0.6 0.6 0.6
(0.4) 0.7 - - -
0.9 2.8 - - -
1.7 2.9 1.9 1.3 0.7
12.0 13.0 14.0 145 15.0
2.4 3.1 3.1 3.1 3.2
16.1 19.0 19.0 18.9 18.9
6.7 9.2 8.4 8.5 8.6
0.3 0.1 0.9 0.5 0.5
191 197 200 198 197
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Operating revenues
Our operating revenues consist of:

« Feerevenues —filing, registration, and applicat®s fpaid by securities market
participants

« Enforcement revenues — hearing cost recoveries anchgsyamasignated under
settlements as cost recoveries

« Investment portfolio income

Fee revenues

Almost all of our operational funding comes from feessl iy market participants,
including mutual funds that contribute about 40% of our feemee. We collect:

% of Fee Total

Category Source Forecast 20C  Fiscal 200

Distribution Paid by securities issuers when they file disclesur 53 5% 52 3%
fees document

Registration | Paid by firms and |nd.|V|duaIs to rgglster with ossell or 29.6% 29 6%
fees advise on securiti

Financial filing Paid by public comp.anleslwhen they file annual and 15.20 16.4%

fees guarterly financial statemel

Other fees Paid by market part|C|p§1r1ts, prlmanly to requesraptiong 1.7% 1.8%

from Securities Act requiremel

Distribution fee revenues vary depending on the numlzksizes of offerings completed
in each year and are higher during strong markets. Theingm fee categories have low
volatilities.

The largest share of our fee revenue comes from prassotabout 35% of total fee

revenue), exempt distribution repSrtabout 10% of total fee revenue), and annual

information form& (about 5% of total fee revenue). Issuers pay us fefile these

documents. Also:

« When sales under a prospectus exceed $7.5 millicagditional fee, called a “percent of
proceeds fee”, may be payable.

« When reported sales under an exempt distribution repoeed $0.3 million, an
additional fee may be payable.

! Companies are normally required to prepare a prospectrevaising money from the public. A
prospectus gives details of the operations, financialstnd management of the company.

2 Prospectus exemptions allow companies to sell secusitiesut a prospectus when other factors (like
relationship or financial sophistication) ensureesiors have access to all information about the prdpose
transaction that could affect their purchase decision.

3 An AIF gives details of the operations, financial ssand management of the company.
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Fee revenues should grow by about $1.3 million (4.6%) %2007, due primarily to:

« $1.0 million (6.8%) higher distribution fees, relatedstly to an increase in mutual fund
sales

« $0.4 million (4.8%) higher registration fees becafsgrowth in advisor registrations
«  $0.1 million (2.2%) lower financial filings fees besa of filing cycle changes

We expect fee revenues to decline about $0.2 million (Di6Z007-2008 as capital
market activity may have reached a plateau. For the ne@aof the planning period, we
expect revenues to increase modestly, either throughagesan market activity or filing
fee increases.

Prospectus and other distribution filing fees

We expect the “percent of proceeds” fees from prospedeus iin 2007-2008 to drop
$0.2 million (5%). Filers, mostly mutual fund issuers, ff@se fees in arrears. Analyzing
current mutual fund gross sales statistics helps us to pod@dinges in revenue. Mutual
fund industry statistics show that gross fund sale® \8&6 lower during the twelve-
month period ended November 30, 2006 compared to the primetwenth period.

We expect 15% ($0.4 million) lower exempt distribution réfees in 2007-2008. These
fees have not declined so far in 2006-2007. However, we espee moderation after
2005-2006 and 2004-2005 increases of $0.8 million (40%) and $0.4 million (30%),
respectively. After such extraordinary growth, we expetrgt market activity, and
therefore exempt distribution report fees, to decline nibdesthe coming year.

We expect $0.2 million (14%) higher AlF fees in 2007-2008 becaasexpect more
issuers to take advantage of the relatively new “stoontyf offering system. This system
reduces the time and cost of bringing an offering to mdnketlowing an issuer to
reference existing disclosure in an offering documene @quirement of the “short-
form” system is to have a current AlF.

Excluding timing differences, we expect 3% growth in adlgpectus and distribution
filing fees over the remainder of the planning period.

Registrations

Qualified individuals who wish to sell or advise on sd@siin BC must apply to us for
registration and then pay an annual fee to maintaimiual registration fees are paid to
us in advance and we recognize the revenue over theiiod calendar year.

We expect registration revenues to grow by $0.4 millib8%) in 2006-2007, and by
$0.3 million (3.8%) in 2007-2008, based on industry registratatissts. We have
forecast modest growth of 2.5% per year thereafterusecae anticipate a slowdown in
new registrants due to consolidating industry trend) as®nline investing.
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Financial filings
Public companies (typically mutual funds and exchange-lsbatpanies) pay financial
filing fees with their quarterly and annual financial staatfilings.

Historically, financial filings revenue has not been titdaexcept for the effects of
temporary fee reductions and filing cycle changes. We expeehues to decrease by
$0.1 million (3.1%) in 2006-2007 because of a filing cycle chalrge2007-2008, we
expect revenue from this source to remain flat. We hanezést modest growth of 2.5%
per year over the remainder of the planning cycle.

Other applications and filings
Market participants pay fees in this category primarily nvieguesting exemptions from
Securities Actequirements.

We expect no growth in this revenue stream in 2006-2007. Higipdication volumes
related to strong capital market activity stabilized nexeefrom this source in 2005-2006
after several years of decline related to our decisiorduce the need for exemptions
through general exemption orders that apply to all markétipants. We expect to lose
$0.4 million (80%) of revenue from this source over thedase period because of filing
requirement changes proposed undeP&ssportinitiative (see page 49).

Revenue sensitivity
Each 1% change in our overall fee assumptions altegsdst revenues by about $2
million over the planning period.

Fee Revenue Growth

05/06 06/07 07/08 08/09 09/10
(000,000's) Actual Forecast Budget Projection Projection
Fee Revenue
Revenue from fees 28.1 29.4 29.1 29.8 30.6
Fee revenue growth rate 5.7% 4.3% -0.5% 1.9% 2.4%

Enforcement revenues

Enforcement cost recoveries are unpredictable. Revelmpesnd on the timing of
enforcement actions completed during the period and onbditly 0 collect assessed
amounts. Collecting enforcement cost recoveries catiffieult because respondents
often have limited assets, poor credit, or have leftd#riGolumbia. We collect most
amounts designated under settlements as cost recoveres,accrue these amounts.
Since we collect few hearing cost recoveries, wegrize these revenues only when
paid.

Since our incorporation on April 1, 1995, we have colig&#1.6 million (48%) of $24.5

million sanctioned. We pursue unpaid amounts, which to@&1@d8 million as of
December 31, 2006 (March 31, 2006 - $12.9 million), vigorously andiriitedy .
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We budgeted a conservative amount for 2007-2008 enforcementuesby basing it on
the five-year average after excluding unusually large pexel any particular year. We
have assumed no growth in enforcement revenue ovelaheing period.

Investment income

Our portfolio generates modest returns because we ioorservatively. Most of our
funds are in investment pools managed by the Britishr@loili Investment Management
Corporation (bcIMC), a BC government organization. Adwalf of our bcIMC-invested
funds are in 15-month or shorter money market instrusrtanbugh its ST2 fund. The
rest are in its Short Term Bond fund, which investsan#tlian bonds that mature within
ten years, issued or guaranteed by Canada or a Canadiarcerovin

We have assumed investment yields between 3.9% and 5€&%hevplanning period,
based on Treasury Board forecasts.

Operating expenses

We are committed to managing our expenses so they do resdettte revenue expected
over the business cycle. We do this by:

« Preparing an annual budget approved by the commissio

¢ Reporting budget variances monthly to management

« Requiring commission approval for significant unbudgetquenses
« Continually improving the efficiency of our processes

To 2006-2007, we expect five-year average operating expense goovea.6%.

Filing and policy expectations have increased in recasy&hile our staff has been
declining. We will add 3.25 FTEs (1.5%) to our approved compime2007-2008 so
we can maintain service levels. Otherwise, we exppetating expenses to grow
modestly over the planning period. Annual performance-bas@y sacreases drive
most of our non-project expense growth. We expect anmuftirpnance-based salary
increases to average 3.8%. With the exception of activisgdaxpense changes, we
expect all other expenses to increase at the govetsforecasted, 2.1%, annual rate of
inflation.

Operating Expense Growth

05/06 06/07 07/08 08/09 09/10
(000,000's) Actual Forecast Budget Projection Projection
Operating Expenses
Expenses, excluding education disbursements 27.4 28.2 30.2 31.0 31.9
Operating expense growth 2.8% 2.8% 7.1% 2.7% 2.8%
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Salaries and benefits

Staffing costs are almost 75% of our operating expensesoWpete for professional
staff with law and accounting firms, the securities itdusnd other regulators. Like
most of our competitors, we offer a compensation packegertcludes merit-based
salary increases and a performance-based incentive profpamain competitive, we
conduct salary surveys annually and adjust salariesitbd@bo low.

We spend our salaries budget in five areas (overheadtalibpeoportionately):

Educate Effective

investors regulation ]
(Goal 3) (Goal 4) Monitor
5% 10% reglst.rant
compliance
(Goal 1)
8%

Monitor issuer
compliance
(Goal 1)
17%

Enforce rules
(Goal 2)
60%

Planned results reflect the following significant stagfassumptions:

« We expect a 3.25 FTE (1.5%) increase in staffedfileetive April 1, 2007, atwo FTE
(1%) decrease effective April 1, 2008, and a one ET26) decrease effective April 1,
2009

e Base salary and benefit cost increases 5% for 2008 -20d averages a 4% per year
increase over the remainder of the planning period

Professional services

Professional service costs relate primarily to:

e Legal services to defend our actions when appealediter courts

« Fees paid to the IDA for registration services detyai them

e Our share of CSA project and management costs

e Legal services to support policy development

« Interview and hearing transcription services

« Corporate services activities, including disaster regofacility and internal audit costs

External consulting to improve our performance measuresyste#ms, recruit new staff,
and to process registration applications, will increaseial professional service costs by
about $0.3 million, starting in 2007-2008. Otherwise, we expelgtinflationary growth

in professional service costs over the planning period.
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Rent

We have leased office space to November 2011 at an anntjaleeof sublease
recoveries, of about $0.9 million. We also pay a pramaate share of the building’s
operating and maintenance costs, which we do not expgodwoat more than inflation
over the planning period.

Depreciation and capital expenditures

We depreciate our leasehold improvements, fixtures,rdadmation technology over
their useful lives using the straight-line method. Wenestie the useful lives of our assets
to be:

e Information technology — four years

» Leasehold improvements — the shorter of the lengtieafemaining lease term and the
length of the estimated useful life of each improvement

« Office furniture and equipment — 10 years
We expect depreciation to average $1.0 million per yeartbeeplanning period.

We expect planned capital spending to be $0.1 million in 2008;2Z@W9 million in
2007-2008, and to average $0.5 million per year over the remaifiher planning
period. Capital spending will relate primarily to computetesys and applications.

Information management

We spend significant amounts on information systemsvaarmbgement annually to
continually improve market participants’ access to euwvises and the information we
maintain, and the timeliness and quality of our regulaaetivities. Information
management has three main components:

« Software licensing and maintenance fees — most signify for office productivity,
workflow, and document management applications

« Electronic information services and hardcopy materials

e Physical record scanning and storage costs

We do not expect the composition of our information mamesg activities to change
significantly, and we expect only inflationary growththeir cost, over the planning
period.

Education reserve

We appropriate receipts from administrative penalties attésient payments in excess
of our costs of investigation to our Education ReserveuSéeeducation reserve funds
only to educate securities market participants and memb#is public about investing,
financial matters, or the operation and regulation afisges markets. We supplement
education fund disbursements by absorbing indirect educatsis in our operating
budget. For example, we normally fund staff time spappsrting education fund
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projects, and education programs that include a signifmamhotional component, from
operations.

Education revenue

Education revenue is difficult to predict because it ddpem the nature and timing of
enforcement actions completed during the year, and orbdily &0 collect assessed
amounts. We have therefore used the long-term histaneasage to estimate 2007-2008
income, and have forecast no growth over the remaofdée planning period.

Education expenses

We disburse our Education Fund at the discretion ofdhemission. We expect to
disburse $0.7 million in 2006-2007. Because fund outflows aceatisnhary, we have
assumed that fund disbursements will equal fund infloves the remainder of the
planning period.

The most significant component of 2006-2007 education expeglaéssrto distributing
and maintaining a financial planning course module (Planning 1@ydole 10 students.
Our award-winning Planning 10 module includes teaching materiaildstrative DVD,
student portfolios, and a supporting website.

The Education Fund balance was $2.4 million at the e20@5-2006. We expect the
fund balance will increase to, and then stabilize at, $3l@mduring the planning
period.

Risks and Opportunities

Fee revenue

Temporary fee reductions and lower market activity sigaiftly reduced fiscal 2003 and
2004 revenues. Market activity increased in fiscal 2005, anslitees been strong. We
continuously monitor our fee structure and may proposegesato ensure we break even
in future years.

Securities regulatory reform

We have been supporting government’s work to implemenethdatory reforms

outlined in the September 30, 208morandum of Understanding Regarding Securities
Regulation(Passport MOU), signed by most of Canada’s ministesorsible for
securities regulation. The Passport MOU proposes &eswvigdow access to capital
markets in participating provinces and territories, harnashand streamlined legislation,
and a review of the regulatory fees charged in the cooféke passport system.

The Passport MOU may ultimately change what we do amdwe fund our operations.
However, with the exception of our applications and filirggenue, we have forecast no
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effect on our revenues and expenses because we exp&ttaages to have no net
impact on our bottom line.

National electronic filing systems

About 90% of our fee revenue is collected through the AEBnd NRD electronic filing
systems. Under various agreements with the Canaéieuries Administrators, CDS
Inc. operates the SEDAR, SEDI, and NRD electronic fiiggtems. Should CDS
become unable or unwilling to continue to operate theenCBA would have to contract
with another party.

CDS operates the SEDAR electronic filing and payment systebehalf of the CSA
under an August 1, 2004 agreement with the CSA Principaliistmators, Alberta
Securities Commission, British Columbia Securitiesn@ossion, Ontario Securities
Commission (OSC), and L'autorité des Marchés Finandigmder the agreement:

e The CSA Principal Administrators must pay CDS if SEDgystem operating costs
exceed revenues (a “shortfall”). Our portion of thatrgatee is limited to 15.4% of any
shortfall. The chance of an operating loss is low, hokdesause SEDAR typically
generates positive operating results. Revenues ardsegdo not vary much from year
to year and the CSA participate in setting the systannual operating budget.

« CDS must pay SEDAR revenues in excess of system migecasts (a “surplus”) to the
CSA Principal Administrators. Any surplus is not divisi the CSA Principal
Administrators own it as a group.

CDS has paid $12.6 million to the OSC, in trust, represgstirpluses generated by
SEDAR during the November 1, 2002 to October 31, 2006 period. $AeRGincipal
Administrators have agreed to use these funds only fdyethefit of national filing
system users through system enhancements or usage féeadjss

Temporary Fee Reductions

We expect a $0.3 million/year fee holiday for MFDA menshia good standing to end in
fiscal 2010. The forecast is net of the estimated impatiese fee reductions.
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