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September 19, 2010

To:  

Alberta Securities Commission

British Columbia Securities Commission

Manitoba Securities Commission

Nova Scotia Securities Commission

New Brunswick Securities Commission

Saskatchewan Financial Services Commission

Denise Weeres







Denise.weeres@asc.ca
Alberta Securities Commission

400, 300 – 5th Avenue S.W.

Calgary, AB,

T3B 2A6

Dear Ms Weeres,

Re: 
CSA Multilateral Consultation Paper 51-403 - Tailoring Venture Issuer Regulation

The Canadian Advocacy Council of CFA Institute Canadian Societies (CAC)
   is pleased to respond to the Request for Comments dated May 31, 2010 in which certain members of the Canadian Securities Administrators (CSA) invited interested parties to submit comments on a Consultation Paper concerning Tailoring Venture Issuer Regulation.

General Comments

The CAC believes that facilitating access to the capital markets is in the public interest but that it is important to ensure that investor confidence and trust in the capital markets is maintained. We do not believe that the proposed changes will meet these criteria. The principles and guidance found within the CFA Institute’s Code of Ethics and Standards of Professional Conduct require that our members should only invest once they have done proper due diligence with respect to investment recommendations. The proposed changes, due to their reduced disclosure requirements, will not provide sufficient information to permit a user to formulate an informed recommendation. Our comments to your specific questions appear in italics as follows.

Responses to Specific Requests for Comment

	Question 1: Consolidating, streamlining and simplifying

(a) Is the venture market sufficiently unique that it is appropriate to consider rules that are further tailored to it? 

No

(b) If you answered yes to (a), is it preferable to pursue these rules as a separate instrument focused on venture issuers or, recognizing that some of the streamlining might not be possible, to integrate the proposals into existing rules? 
n/a

(c) Do the potential benefits of pursuing a separate instrument focused on venture issuers outweigh the challenges it might create for issuers seeking to move between the venture and senior markets? 
The benefits do not outweigh the challenges in our opinion.  As issuers migrate (graduate) to senior markets they will need to prepare reports that adhere to senior market rules, including providing extensive historic information. In order to ensure accuracy, this information must be kept on an on-going basis, not generated after the fact.  Otherwise, the cost of producing the necessary information and the potential for “unexplained” information gaps will be very high. When a venture issuer migrates, will the regulators be willing to accept incomplete historical reporting?  What level will be acceptable to the investing public?  If the information is kept, then it should be made available to the marketplace.  
(d) Would the tailored disclosure make it easier for venture issuer investors to read and understand the disclosure? 

If the disclosure is simplified through consolidation, rather than through elimination of some of the information, there is the potential to make the information more comprehensible to investors.  It may be difficult for the average investor to understand how the various pieces of the present disclosure regime, which that relies on incorporation by reference, fit together. 


	


Additional Comments: We understand the challenges faced by many venture issuers but do not believe that investors should be disadvantaged due to reduced reporting and disclosure requirements.

	Question 2: Annual Report
(a) Would an annual report providing an annual narrative update on the venture issuer’s business, management, securities, compensation and governance be of significant benefit to venture issuer investors? Why or why not? 

Yes, if it incorporates information that is currently required in other documents and disclosures. Having it presented in a single document may provide investors with a clearer understanding of the issuer.

(b) Would preparing an annual report impose significant new costs for venture issuers? If yes, what would those costs be? 

It should be cost neutral.

(c) Would it be appropriate to exempt capital pool companies (CPCs) or other shell companies from certain aspects of the annual report requirement? If so, which requirements? 

No. 

(d) Would the existence of an annual report which can be used as the base disclosure document for a short form prospectus, qualifying issuer offering memorandum or TSX Venture Exchange short form offering document, encourage venture issuers to use these offering regimes? 

Yes, once established.



Additional Comments:  Investors rely on financial statements and other mandated documents that provide full disclosure about the affairs of the issuer. Placing all of the key information in one central document, if complete, may be more efficient for users.  We would not agree with the reduction of historical performance information and increasing reliance on prospective (subjective) discussion. We believe that this may cause confusion and are concerned that unsophisticated investors may rely more on forward looking statements than is prudent. 

	Question 3: Elimination of three and nine month interim financial statements and associated MD&A
(a) How significant are three and nine month interim financial statements and associated MD&A to venture issuer investors? 

They may not be relevant for exploration companies but may be very relevant for other issuers, such as retail or seasonal enterprises.

(b) Do the benefits to investors of these interim financial statements and MD&A outweigh the time and costs incurred in producing them? 

It depends upon the nature of the business. The data already must be collected for semi and annual reporting, so that normal quarterly reporting should not impose excessive additional costs.

(c) What aspects of these interim financial statements and MD&A are particularly significant to venture issuer investors? 

For non exploration companies sales and expenses are relevant. Investors need to be aware of the “burn rate” for cash resources by exploration and scientific development issuers.

(d) Would eliminating these requirements for disclosure release significant venture issuer management time to focus on development of the business? 

Collection and reporting of financial information is ongoing. If there hasn’t been material change between quarters the management can issue a status quo statement with respect to MD&A reports.

(e) Do you expect many venture issuers would voluntarily provide three and nine month interim financial statements and MD&A? 

Given that many venture issuers have ongoing requirements for additional capital, these issuers should want to keep the investment community informed.



Additional Comments: We believe that timely and complete continuous disclosure is important. Given the speculative nature of many venture issuers more, not less, information is appropriate. 
	Question 4: Governance standards
(a) Would governance in the venture market be meaningfully enhanced by mandating the following duties: 

(i) of directors and executive officers to act honestly and in good faith and to exercise the care, diligence and skill of a reasonably prudent person, 

(ii) of boards of directors to address conflicts of interest and material related party transactions, and 

(iii) of venture issuers to address illegal insider trading and related activities. 

These governance issues apply to all companies and should not be relaxed due to an issuer’s size. Further, when the issuer is a corporation, corporate law already imposes several of these duties on the directors and executive officers of the corporation. Securities and criminal legislation already address the responsibilities regarding insider trading and other illegal activities.
(b) What issues do the introduction of these new duties raise? Would they deter qualified independent directors or executives from acting for venture issuers? 

We understand that the major shareholders of many venture issuers are often the senior executives and their business associates, so conflict issues are likely to arise frequently. Venture issuers are raising capital from the general investing public and their size should not exempt them from the corporate governance standards expected of larger issuers. Full conflict disclosure should be required.



Additional Comments:  We believe that good corporate governance is necessary to increase investor confidence. While venture issuers represent a very small percentage of the market capitalization of all listed issuers, they do attract unsophisticated investors due to the potential for significant capital appreciation if successful and who may not understand the associated risks.  These investors need the protection that proper governance standards may provide.  Standards designed to protect investors, particularly retail investors, should not be diluted simply because an issuer is small.
	Question 5: Enhanced certifications
(a) Do you think that the proposed additional certifications would add meaningful benefits for investors beyond the benefit of the signatories legal duties? 

No

(b) Would the additional certifications act as a significant deterrent to qualified persons serving as executive officers or directors of venture issuers? 

No



Additional Comments:  Further to our comments on corporate governance and quarterly reporting issues we believe that continuous disclosure on a regular (quarterly) basis is most appropriate. It should be expected that directors will follow securities laws and enhanced certification by a couple of officers will not add meaningful protection to investors or promote investor confidence.

	Question 6: Elimination of business acquisition reports and enhanced material change reporting
(a) Do business acquisition reports provide disclosure that is important to venture issuer investors? 

Yes

(b) Would the concept of a Disclosable Event provide greater clarity regarding when significant transactions must be reported or would it introduce confusion? 
Neutral. All issuers should disclose material changes on a timely basis. 

(c) Is the use of a percentage of market capital a simpler and more relevant alternative to the current significance tests (e.g., income or assets) as a measure of what is “significant” in the context of venture issuers? 
No, a percentage of the issuer’s asset base is a more relevant measure, rather than a trigger that will fluctuate continuously and may be affected by outside factors, such as a percentage of market capitalization.



Additional Comments: We concur that enhanced material change reports provide important information for investors. The method of disclosure should be as stated: press release, posting to the corporate website (if available) and through regulatory channels (SEDAR).

Concluding remarks

We thank you for the opportunity to provide the foregoing comments. We would be happy to address any questions you may have and we appreciate the time you are taking to consider our point of view. Please feel welcome to contact us at chair@cfaadvocacy.ca.

Yours respectfully,
	(signed 'Ross Hallett')

Ross E. Hallett, CFA 

Past Chair

Canadian Advocacy Council

1-800-464-1273
	(signed ‘Claude Reny’)

Claude Reny, CFA

Chair,

Canadian Advocacy Council

1-514-288-5900


� 	The CAC represents the 12 Canadian member societies of the CFA Institute constituting over 11,000 members who are active in Canada’s capital markets. Members of the CAC consist of portfolio managers, investment analysts, corporate finance professionals, and other capital markets participants. The CAC’s has been charged by Canada’s CFA Institute member societies to review Canadian regulatory, legislative and standard setting activities.
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