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Rule G.1.00
Capital, Margin and Examinations

G.1.01
Capital Formula Rules

In this Rule G.1.00 and, unless the contrary is specified, in each by-law, other regulation, ruling, policy or form of the Exchange, each term used which is not defined herein or therein, but is defined or used in Form 1 shall have the meaning as defined or used in Form 1.

G.1.02
Risk Adjusted Capital Deficiency

Every member shall have and maintain at all times risk adjusted capital greater than zero calculated in accordance with Form 1 and with such requirements as the Board of Governors may from time to time prescribe.  If at any time the risk adjusted capital of a member is, to the knowledge of such member, less than zero, such member shall immediately notify the Exchange.

G.1.03
Filing Requirements

Each member shall:

1.
File with the Exchange a copy of a monthly financial report (MFR) of the member as at the end of each fiscal month or at such other date as may be agreed with the Exchange.  Such financial reports shall contain such information as may be prescribed by the Exchange from time to time; and

2.
In calculating the risk adjusted capital of a member, the financial position of the member may, with the prior approval of the Exchange, be consolidated (in a manner as set out below) with that of any related company of a member provided that:

a.
such related company is subject to all of the by-laws, rules and regulations of at least one of the Investment Dealers Association of Canada, the Toronto Stock Exchange, the Montreal Exchange or the Exchange; and

b.
the member has guaranteed the obligations of such related company and the related company has guaranteed the obligations of the member (such guarantee to be in a form acceptable to the Exchange and unlimited in amount).

The said consolidation permitted shall be carried out in accordance with the following rules or in such other manner as may be acceptable to the Exchange:

· inter-company accounts between the member and the related company shall be eliminated;

· any minority interests in the related company shall be eliminated from the capital calculation; and

· calculations with respect to the member and the related company shall be as of the same date.

G.1.04
Special Deductions

Notwithstanding the provisions of the Capital Formula as set out in Form 1, the Board may, as circumstances dictate in individual cases, prescribe special capital requirements in order to recognize the additional risk of loss inherent in large holdings or concentrations of particular securities.

The Board shall have full discretion as to the necessity for and sufficiency of special capital requirements in any particular individual case, and its decision shall not be limited by the ordinary margin requirements of the Exchange but shall take into consideration all factors pertaining to the market for the security in question and the affairs as a whole of the member involved.

G.1.05
Margin Requirements for Clients and Members

Every member shall obtain from clients and maintain with respect to its own account such minimum margin in such amount and in accordance with such requirements as the Board may from time to time prescribe by rule and regulation.  Such minimum margin shall be used for calculations pursuant to Form 1.

For the purpose of this rule, the following margin requirements are hereby prescribed:

1.
Bonds, Debentures, Treasury Bills and Notes

a.
Bonds, debentures, treasury bills and other securities of or guaranteed by the Government of Canada, of the United Kingdom, of the United States of America and of any other national foreign government (provided such foreign government securities are currently rated AA or AAA by Moody's Investors Service Inc. or Standard and Poor's Corporation respectively) maturing (or called for redemption):

within 1 year
1% of market value multiplied by the fraction determined by dividing the number of days to  maturity by 365

over 1 year to 3 years
1% of market value

over 3 years to 7 years
2% of market value

over 7 years to 11 years
4% of market value

over 11 years
4% of market value

b.
Bonds, debentures, treasury bills and other securities of or guaranteed by any province of Canada and obligations of the International Bank for Reconstruction and Development, maturing (or called for redemption):

within 1 year
2% of market value multiplied by the fraction determined by dividing the number of days to  maturity by 365

over 1 year to 3 years
3% of market value

over 3 years to 7 years
4% of market value

over 7 years to 11 years
5% of market value

over 11 years
5% of market value

c.
Bonds, debentures, or notes (not in default) of or guaranteed by any municipal corporation in Canada or the United Kingdom maturing:

within 1 year
3% of market value multiplied by the fraction determined by dividing the number of days to  maturity by 365

over 1 year to 3 years
5% of market value

over 3 years to 7 years
5% of market value

over 7 years to 11 years
5% of market value

over 11 years
5% of market value

d.
Other non-commercial bonds and debentures, (not in default): 10% of market value; 

e.
Commercial and corporate bonds, debentures and notes (not in default) and non- negotiable and non-transferable trust company and mortgage loan company obligations registered in the member's name maturing:

within 1 year
3% of market value      

over 1 year to 3 years
6% of market value

over 3 years to 7 years
7% of market value

over 7 years to 11 years
10% of market value

over 11 years
10% of market value

*
Where such commercial and corporate bonds, debentures and notes are obligations of companies whose notes are acceptable notes as defined in Rule G.1.05(1)(f) the margin requirements in such rule shall apply.

1)
if convertible and selling over par, apply the above rates on par value and add 30% of the excess of market value over par when convertible into option eligible securities or, 50% of the excess of market value over par when convertible into securities acceptable for margin purposes, or 100% of the excess of market value over par when convertible into securities not acceptable for margin purposes with a minimum addition to the above rates of 10% of par value.  If convertible and selling at or below par, add 10% of par value to the quoted rates;

2)
if selling at 50% of par value or less and if rated "B" or lower by either Canadian Bond Rating Service or Dominion Bond Rating Service, the margin required is 50% of the market value.  In the case of U.S. pay securities rated "B" or lower by either Moody's or Standard and Poor's, the margin required is 50% of the market value;

3)
if carried in inventory, convertible into shares which are acceptable for margin purposes and which qualify as underlying interest of Options, and selling over par, apply the above rates on par value and add 25% of the excess market value over par with a minimum addition to the above rates of 10% of par value.

4)
if convertible and a residual debt instrument (zero coupon) and the margin requirement calculated for the debt instrument pursuant to Rule G.1.05(1)(j) exceeds the margin requirement for the instrument pursuant to this subclause (e), margin shall be provided as required pursuant to Rule G.1.05(1)(j).

5)
if convertible and residual debt instrument (zero coupon) and the margin requirement calculated for the debt instrument pursuant to this subclause (e) exceeds the margin requirement under the rules for the securities into which the instrument can be converted, the margin required need not exceed the margin provided for under the rules on such other securities. 

f.
Acceptable commercial, corporate and finance company notes, and trust company and mortgage loan company obligations readily negotiable and transferable and maturing:

within 1 year
3% of market value multiplied by the fraction determined by dividing the number of days to  maturity by 365

over 1 year
apply rates for commercial and corporate bonds, debentures and notes


"acceptable commercial, corporate and finance company notes" means notes issued by a company incorporated in Canada or in any province of Canada and (i) having a net worth of not less than $10,000,000, (ii) guaranteed by a company having a net worth of not less than $10,000,000, or (iii) a binding agreement exists whereby a company having a net worth of not less than $25,000,000 is obliged, so long as the notes are outstanding, to pay to the issuing company or to a trustee for the note-holders, amounts sufficient to cover all indebtedness under the notes where the borrower, either:

1)
files annually under the applicable provincial legislation a prospectus relating to its notes which have a term to maturity of one year or less and provides to members acting as authorized agent(s) the following information in written form:

a)
disclosure of limitation, if any, on the maximum principal amount of notes authorized to be outstanding at any one time; and,

b)
a reference to the bank lines of credit of the borrower or of its guarantor if a guarantee is required; or

2)
provides to members acting as authorized agent(s) an information circular or memorandum which includes or is accompanied by the following:

a)
recent audited financial statements of the borrower or of its guarantor if a guarantee is required;

b)
an extract from the borrower's general borrowing by-law dealing with the borrower's corporate authorization to borrow; 

c)
a true copy of a resolution of directors of the borrower certified by the borrower's secretary and stating in substance:

i.
the limitation, if any, on the maximum amount authorized to be borrowed by way of issue of notes; and

ii.
those officers of the borrower company who may legally sign the notes by hand or by facsimile;

d)
where notes are guaranteed, a certified copy of a resolution of directors of the guarantor company, authorizing the guarantee of such notes;

e)
a certificate of incumbency and facsimile signatures of the authorized signing officers of the borrower and its guarantor, if any;

f)
specimen copies of the note or notes;

g)
a favorable opinion of counsel for the borrower regarding the incorporation, organization and corporate status of the borrower, its corporate capacity to issue notes and the due authorization by it of the issuance of notes;

h)
where notes are guaranteed, a favourable opinion of counsel for the guarantor regarding the incorporation, organization and corporate status of the guarantor, its capacity to guarantee the notes and the due authorization, validity and effectiveness of its guarantee; and 

i)
a summary setting forth the following:

i.
a brief historical synopsis of the borrowing company and of its guarantor, if any;

ii.
purpose of the issue;

iii.
a reference to the bank lines of credit of the borrowing company or of its guarantor, if a guarantee is required;

iv.
the denominations in which notes may be issued;

g.
Bonds in default: 50% of market value

h.
Income bonds and debentures which have paid in full interest at the stated rate for the two preceding years as required by the related trust indenture which must specify that such interest be paid if earned:

currently paying interest at the stated rate
10% of market value

not paying interest or paying at less than the stated rate
50% of market value

i.
British Columbia Government Guaranteed Parity Bonds:


Long Positions:  1/4 of 1% of par value or rates prescribed under Rule G.1.05(1)(b).  Short Positions:  rates prescribed under Rule G.1.05(1)(b)

j
Strip Coupons and Residuals


Strip coupons and residual debt instruments:


The percentage of market value which is

1)
for instruments with a term to maturity of less than 20 years, 1.5 times;

2)
for instruments with a term to maturity of 20 years or more, 3 times


the margin rate applicable to the debt instrument which has been stripped or to which the detached coupon or other evidence of interest relates, provided that in determining the term to maturity of a coupon or other evidence of interest the payment date for such interest shall be considered the maturity date.  Margin in respect of residual debt instruments which are convertible into other securities shall be determined in accordance with subclauses (4) and (5) of Rule G.1.05(1)(e).

2.
Bank Paper


Deposit certificates, promissory notes or debentures issued by a Canadian chartered bank (and of Canadian chartered bank acceptance) maturing:

within 1 year
2% of market value multiplied by the fraction determined by dividing the number of days to maturity by 365

over 1 year
apply rates for commercial and corporate bonds, debentures and notes

3.
Acceptable Foreign Bank Paper


Deposit certificates or promissory notes issued by a foreign bank, readily negotiable and transferable and maturing:

within 1 year
2% of market value multiplied by the fraction determined by dividing the number of days to maturity by 365

over 1 year
apply rates for commercial and corporate bonds, debentures and notes


"acceptable foreign bank paper" consists of deposit certificates or promissory notes issued by a bank other than a Canadian chartered bank with a net worth (i.e. capital plus reserves) of not less than $200,000,000.

4.
Acceptable Foreign, Commercial, Corporate and Financial Company Notes.


Acceptable foreign, commercial, corporate and financial company notes readily negotiable and maturing:

within 1 year
3% of market value multiplied by the fraction determined by dividing the number of days to maturity by 365

over 1 year
apply rates for commercial and corporate bonds, debentures and notes

"acceptable foreign, commercial, corporate and finance company notes" means promissory notes issued by a company or guaranteed by a company incorporated in a country other than Canada with a net worth of not less than $25,000,000 where information equivalent to that required by Rule G.1.05(1)(f) is provided by the borrower.

5.
Unhedged Foreign Exchange


Unhedged foreign exchange positions of a member or client of a member shall be margined in accordance with this rule.  Foreign exchange positions are monetary assets and liabilities (as defined) and shall include currency spot transactions, futures and forward contracts, swaps and any other transaction which results in exposure to foreign exchange rate risk. 

a.
General Principles

1)
Each unhedged foreign exchange position shall be margined in the manner provided in this Rule G.1.05(5)(e) on a currency by currency basis according to the four currency groups defined in Rule G.1.05(5)(e) at the following margin rates, subject to an adjustment to the margin rate of a Group 1, 2 or 3 currency pursuant to Rule G.1.05(5)(e)(3). 


Currency Group


1
2
3
4

Spot Risk Margin Rate
1.0%
3.0%
10.0%
25.0%

Weighted Unhedged Rate
1.0%
3.0%
5.0%
12.5%

2)
All calculations in respect of unhedged positions shall be made on a trade date basis.

3)
members shall be permitted at their option to margin certain inventory positions in accordance with Rule G.1.05(5)(c) instead of the other applicable provisions of the Rule G.1.05(5).

4)
References to conversion to Canadian dollars at the spot exchange rate shall be to the rate quoted by a recognized quote vendor for contracts with a term to maturity of one day.

5)
Monetary assets and liabilities are assets and liabilities, respectively, of a member in respect of money and claims to money whether denominated in foreign or domestic currency, which are fixed by contract or otherwise. 

6)
Inventory long or short currency futures contracts listed on a recognized exchange which are included in the unhedged foreign exchange calculations hereunder are not required to be margined pursuant to Rule G.1.12. 

7)
For the purpose of this Rule G.1.05(5) the Chicago Mercantile Exchange, the Philadelphia Board of Trade and the Toronto Futures Exchange are deemed to be recognized exchanges.



b.
Foreign Exchange Margin Requirement


The foreign exchange margin requirement for foreign exchange positions shall be the aggregate of the spot risk margin requirement and the term risk margin requirement calculated based on the spot risk margin rate and the term risk margin rate, respectively, specified in Rule G.1.05(5)(a)(1).

1)
Spot Risk Margin Requirement

a)
The spot risk margin requirement shall apply to all monetary assets and liabilities regardless of term to maturity.

b)
The spot risk margin requirement shall be calculated as the product of the net monetary position and the spot risk margin rate.

c)
Monetary assets and liabilities will be considered to be spot positions unless they have a term to maturity of more than 3 days.

d)
The spot risk margin requirement shall be converted to Canadian dollars at the then current spot exchange rate.

2)
Term Risk Margin Requirement

a)
The term risk margin requirement shall apply to all monetary assets and liabilities which have a term to maturity of more than 3 days, where the term to maturity is defined as the amount of time to when the claim to the monetary asset or the obligation to satisfy monetary liability expires.

b)
The term risk margin requirement is calculated as the product of the market value of the monetary asset or liability, the weighting factor of a monetary asset or liability with a term to maturity of 2 years or less shall be the number of days to maturity of the monetary asset or liability divided by 365 days, provided that if the term to maturity is 3 calendar days or less the weighting factor shall be zero.

c)
The term risk margin rate for an unhedged foreign exchange position shall not exceed the following rates:


Currency Group


1
2
3
4

Maximum Term Risk Margin Rate
4.0%
7.0%
10.0%
25.0%

d)
Where the member has both monetary assets and monetary liabilities the term risk margin requirement may be netted as follows:

i.
2 Years or Less to Maturity


The term risk margin requirements in respect of monetary assets or liabilities denominated in the same currency which both have a term to maturity of 2 years or less shall be the net of the term risk margin requirements of the monetary assets and liabilities.

ii.
Over 2 Years To Maturity


The term risk margin requirements in respect of monetary assets or liabilities denominated in the same currency which both have a term to maturity of greater than 2 years shall be the greater of the term risk margin requirements of the monetary assets and liabilities.

iii.
Provisos

A)
The term risk margin requirements in respect of monetary assets or liabilities denominated in the same currency one having a term to maturity of 2 years or less and one having a term to maturity of more than 2 years which have a difference in their respective terms to maturity of 180 days or less shall be the net of the term risk margin requirements of the monetary assets and liabilities.

B)
Where a member has offsetting positions, one having a term to maturity of 2 years or less and one having a term to maturity of more than 2 years, the sum of the term risk margin requirement of the offsetting positions shall not exceed the product of the market value which is offset and the following rates:

Currency Group

1
2
3
4

5.0%
10.0%
20.0%
50.0%

C)
The term risk margin requirement shall be converted to Canadian dollars at the then current spot exchange rate.

D)
The sum of the security margin requirement and the foreign exchange margin requirement shall not exceed 100%.

c.
Alternative Futures and Forward Contract Inventory Margin


As an alternative to the foreign exchange margin requirement determined under the Rule G.1.05(5) for a member’s futures and forward contract inventory positions denominated in a currency which has a currency futures contract which trades on a recognized exchange, the foreign exchange margin requirement may be calculated as follows.

1)
Futures Contracts


Foreign exchange positions consisting of futures contracts may be margined at the margin rates prescribed by the exchange on which such futures are listed.

2)
Forward Contracts Offsets


Forward contract positions which are not denominated in Canadian dollars may be margined as follows:

a)
margin shall be the greater of the margin as prescribed in Rule G.1.05(5)(a) and (b) for each position;

b)
two forward contracts held by a member which have one currency common to both contracts, are for the same value date, and the amount of the common currency positions are equal and offsetting, may be treated as a single contract for the purposes of this paragraph (b).
3)
Futures and Forward Contract Offsets


Futures and forward contract positions which are not denominated in Canadian dollars may be margined as follows:

a)
i.
margin shall be the greater of the margin as prescribed in Rule G.1.05(5)(a) and (b) for each position;

ii.
margin rates applicable to unhedged positions under this paragraph (3) shall be the rates established by this rule and not the rates prescribed by the exchange on which the futures contracts are listed;

b)
two forward contracts held by a member which have one currency common to both contracts, are for the same value date, and the amount of the common currency positions are equal and offsetting, may be treated as a single contract for the purposes of this paragraph (c).

d.
Customer Margin

1)
Unhedged foreign exchange positions of clients shall be margined in accordance with Rule G.1.05(5)(a), (b) and (e), provided that:

a)
No margin shall be required in respect of the accounts of clients who are acceptable institutions as defined in Form 1.

b)
The margin required in respect of acceptable counterparties and regulated entities as defined in Form 1 shall be calculated on a mark-to-market basis.

c)
The margin required in respect of foreign exchange positions (excluding cash balances) held in the accounts of clients who are classified as other counterparties, as defined in Form 1, shall be the aggregate of the security margin requirement and the foreign exchange margin requirement, provided that where the margin rate applicable to the security is greater than the spot risk margin rate specified in Rule G.1.05(5)(a)(1) the foreign exchange margin requirement shall be nil.  The sum of the security margin requirement and the foreign exchange margin requirement shall not exceed 100%.

d)
Listed futures contracts shall be margined in the same manner as prescribed in Rule G.1.12.

e.
Currency Groups

1)
Currency Group Criteria


The qualitative and quantitative criteria for each currency group are as follows:

Group 1
-
volatility of the currency must be below the volatility threshold specified in paragraph (2)(a), and;

-
is the primary intervention currency of the Canadian dollar.

Group 2
-
volatility of the currency must be below the volatility threshold specified in paragraph (2)(a), and;

-
there must be a daily quoted spot rate by a Canadian Schedule I chartered bank, and one of the following:

-
a daily quoted spot rate by a participant of the Economic and Monetary Union, or;

-
there is a listed future for the currency exists on a recognized exchange.

Group 3
-
volatility of the currency must be below the volatility threshold specified in paragraph (2)(a), and;

-
there must be a daily quoted spot rate by a Canadian Schedule I chartered bank, and;

-
the currency must be of a member country of International Monetary Fund with Article VIII status, and no capital payment restrictions as they relate to security transactions.

Group 4
-
none.

2)
Monitoring Adherence To Currency Group Criteria


The Exchange shall be responsible for monitoring the adherence of each Group 1, 2 or 3 currency to the quantitative criteria of the currency group described in paragraph (1).

a)
Currency Volatility


The volatility of each Group 1, 2 or 3 currency shall be monitored as follows.  The Canadian dollar equivalent closing price on each of the four trading days succeeding the "base day" shall be compared to the base day closing price.  The first of four succeeding trading days on which the percentage change in price (negative or positive) between the closing price on the succeeding day and the closing price on the base day is greater than the unhedged margin rate prescribed for the particular currency in Rule G.1.05(5)(a)(1) shall be designated an "offside base day”.  If an offside base day has been designated, that day shall be designated the base day for the purpose of making further base day closing price comparisons as aforesaid.  If the number of offside base days during any 60 trading day period is greater than 3 the currency shall be deemed to have exceeded the volatility threshold of the currency group.

b)
Qualitative Criteria


On at least an annual basis, the Exchange shall assess the adherence of each currency in a group to the qualitative criteria of the particular currency group to determine whether the currency continues to satisfy the qualitative criteria of the currency group.

3)
Foreign Exchange Margin Surcharge


If the volatility of a Group 1, 2 or 3 currency exceeds the volatility threshold defined in paragraph (2)(a) then the margin rate shall be increased by increments of 10% until the application of the increased margin rate would result in no more than two offside days during the preceding 60 trading days.  The increased margin rate shall apply for a minimum of 30 trading days and shall be automatically decreased to the margin rate otherwise applicable when after such 30 trading day period the volatility of the currency is less than the volatility threshold defined in paragraph (2)(a).


The Exchange shall be responsible for determining the required increase or decrease in foreign exchange margin rates under this paragraph (3).

4)
Currency Group Downgrades and Upgrades


Where:

a)
the Exchange determines that a particular currency no longer satisfies the criteria of the particular currency group as defined in Rule G.1.05(5)(e)(1), or;

b)
a member has provided to the Exchange information demonstrating that a currency satisfies the criteria specified in Rule G.1.05(5)(e)(1) for a currency group other than the currency group for which the currency is then designated, and


the Exchange has verified such information to his or her satisfaction, the Exchange shall recommend to the Capital Committee that the currency be moved to the currency group with the lower or higher margin rate, as the case may be.  If the Capital Committee approves the recommendation the Exchange shall notify members of the change in the designated currency group of the particular currency.

5)
Foreign Exchange Concentration Charge


When in respect of any Group 2, Group 3 or Group 4 currency, the aggregate of the foreign exchange margin provided under this Rule G.1.05(5) on a 
member's monetary assets and monetary liabilities and the foreign exchange 
margin on client accounts exceeds 25% of the firm's net allowable assets net of minimum capital (as determined for the purposes of Form 1), a concentration charge in addition to the foreign exchange margin already provided under this Rule G.1.05(5) shall apply.  The concentration charge shall be equal to the amount of the foreign exchange margin provided under this Rule G.1.05(5) which is in excess of 25% of the member's net allowable assets net of minimum capital.

6.
National Housing Act (N.H.A.)

Insured mortgages
6% of market value

Conventional first mortgages held in member's inventory
12% of market value or the rates set by chartered banks, whichever is greater

7.
a.
Listed Securities


On securities listed and trading on the Exchange, (excluding those securities designated development companies which have not been trading for a minimum of three months, Capital Pool securities and securities listed on any recognized exchange in Canada or the United States and the stock list of the London Stock Exchange and securities listed on the first section of the Tokyo Stock Exchange, the following margin requirements shall apply:

Long Positions
Margin Required

Securities selling:


at $2.00 or more
50% of market value

at $1.75 to $1.99
60% of market value

at $1.50 to $1.74
80% of market value


Securities selling under $1.50 may not be carried on margin

Short Positions
Credit Required

Securities selling:


at $2.00 or more
150% of market value

at $1.50 to $1.99
$3.00 per share

at $.25 to $1.49
200% of market value

at less than $0.25
market value plus $0.25 per share


Notwithstanding the foregoing, the margin required in respect of positions (other than firm positions to which Rule G.1.14 applies) of warrants issued by 
a Canadian chartered bank which are listed on any recognized stock exchange or other listing organization referred to above and which entitle the holder to purchase securities issued by the Government of Canada or any province thereof shall be the greater of:

1)
the margin otherwise required by this Rule G.1.05(7)(e) according to the market value of the warrants; or

2)
100% of the margin required in respect of the security to which the holder of the warrant is entitled upon exercise of the warrant provided that in the case of a long position the amount of margin need not exceed the market value of the warrant.

b.
Subject to the existence of an ascertainable market among brokers or dealers the following unlisted securities shall be accepted for margin purposes on the same basis as listed stocks:


1)
Securities of insurance companies licensed to do business in Canada.


2)
Securities of Canadian Banks.


3)
Securities of Canadian trust companies.


4)
Securities of mutual funds qualified by prospectus for sale in any province of Canada. 


5)
Other senior securities of listed companies.


6)
Securities which qualify as legal for investment by Canadian life insurance companies, with recourse to the basket clause.


7)
Unlisted securities in respect of which application has been made to list on a recognized stock exchange in Canada and approval has been given subject to the filing of documents and production of evidence of satisfactory distribution may be carried on margin for a period not exceeding 90 days from the date of such approval.


8)
All securities listed on The Nasdaq Stock Market (Nasdaq National Market and The Nasdaq SmallCap Market).

c.
All other unlisted stocks not mentioned above.

Long Positions
Margin Required 100% of market value

short position
credit requirements

Securities selling at $ .50 or more
200% of market value

Securities selling at less than $ .50
Market value plus $ .50 per share

e.
 OTC Put and Call Options

1)
All purchase of put and call options shall be for cash.

2)
a)
Where a short stock position is offset by a long call option for the same underlying security, the minimum margin required shall be (i) 100% of the acquisition cost of the long call option, plus (ii) 25% of the market value of the short stock, plus (iii) any excess exercise price of the call over the market price of the stock, multiplied by the unit of trading, up to an additional 25% of the market value of the stock.

b)
Where a long stock position is offset by a long put option for the same underlying security, the minimum margin required shall be (i) 100% of the acquisition cost of the long put option, plus (ii) 25% of the market value of the long stock, plus (iii) any excess of the market price of the long stock over the exercise price of the long put, multiplied by the unit of trading, up to any additional 25% of the market value of the long stock.

3)
The writing and issue or guarantee for a client of a put or a call shall be marginate pursuant to the provisions of this section as they apply to the same number of shares.

4)
Such puts and calls shall be considered for margin purposes as if they were exercised. 

5)
Each such put or call shall be marginate separately and any difference between the market price and the price of a put or call shall be considered to be of value only in determining the amount of margin required on that particular put or call.

6)
If both a put and a call for the same number of shares of the same security are written and issued or guaranteed for a client, the amount of margin required shall be the margin on the put or call whichever is greater.

7)
Where a call is written and issued or guaranteed against "long securities" or a put is written and issued or guaranteed against "short securities" no margin will be required on the put or call, provided such "long or short" position is adequately marginate in accordance with this section.  Provided, however, that the current market price to be used in computing such margin requirement shall not be greater than the call price in the case of a call or less than the put price in the case of a put.

8)
Where a call is carried short against an existing net long position in a security readily convertible or exchangeable into the underlying interest, the minimum margin required shall be:

a)
the margin on the long position required pursuant to this section based on the market price of such security or the exercise price of the short call, whichever is lower; plus

b)
the amount, if any by which the subscription price or conversion price of the long security exceeds the exercise price of the short call, multiplied by the unit of trading.  The right to exchange or convert the long security shall not expire prior to the expiration date of the short call.  If the expiration of the right to exchange or convert is accelerated (whether by reason or redemption or otherwise), then such short call shall be considered uncovered after the date on which such right to exchange or convert expires.

9)
written guarantee by a member, a bank or trust company to receive or deliver securities for a client shall be deemed adequate margin under this section.

10)
A member issuing or guaranteeing an undertaking to receive or deliver securities for a client shall be margined as if it were a put or call.

f.
OTC Options

1)
"Underlying Interest" means:

a)
in the case of an equity or bond option, the security; or

b)
in the case of an index option, the index that is the subject of the option.

2)
Trades of Listed Options to be on the Exchange

a)
Except as otherwise permitted, the following persons shall not trade or participate in a trade of an option, whether acting as principal or agent, unless the trade is made on the Exchange:

i.
A member;

ii.
A Partner, Director or Officer of a member;

iii.
An employee of a member that is an Approved Person;

iv.
A shareholder of a member that carries on as a substantial part of its business in Canada that of a broker, dealer or advisor in securities, and that has at least a 20% ownership interest in the member, directly or indirectly;

v.
a related company or affiliate of a member; and

vi.
a Partner, Director or Officer of a company that is defined in paragraph (iv) or (v) above.

b)
A member or any other person or company subject to Subsection(a) shall not avoid its application or the application of any other Exchange requirement by causing a trade in an option to be carried out by another person or company.

3)
Over-the-Counter Trades in Options


A member or an Approved Person shall not make or participate in an OTC trade in any put or call option unless such option.

a)
does not relate to an interest underlying an option issued by the Clearing Corporation, or

b)
does relate to an interest underlying an option issued by the Clearing Corporation but does not have the same terms as any series of options issued by the Clearing Corporation.

Note:
Writing OTC Options constitutes distribution of securities for which a prospectus may be required or for which specific or blanket exemptive relief may be necessary under the applicable securities legislation.  The writer of over-the-counter options may, in effect, be an issuer distributing securities and so should accordingly ensure that such distribution is in compliance with applicable securities legislation.

4)
Margin Requirements

a)
Client Accounts

All purchasers of OTC options for clients accounts shall be for cash.

b)
Firm Accounts
1)
The charge to capital for a long call and for a long put where the OTC option's premium is less than $1.00 shall be the market value of the option.

2)
The charge to capital for a long call where the OTC option's premium is $1.00 or more, and which is not used to offset capital required on any other position, shall be the market value of the call, less 50% of the excess of the market value of the underlying interest over the exercise price of the call.

3)
The charge to capital for a long put where the OTC option's premium is $1.00 or more, and which is not used to offset capital required on any other position, shall be the market value of the put, less 50% of the excess of the exercise price of the put over the market value of the underlying interest.

c)
Short Positions


Subject to Subsections (g) and (h), the minimum margin for short positions in OTC options shall be as follows:

i.
In the case of a short OTC option position, other than a futures contract option position, the minimum margin shall be

i)
100% of the current premium of the short OTC option,

ii)
plus the product of multiplying the margin rate of the underlying interest by the market value of the underlying interest,

iii)
less any out-of-the-money amount.

ii.
Notwithstanding paragraph (i), in the case of a short OTC option position, in a client account, the minimum margin shall not be less than

i)
100% of the current premium of the option,

ii)
plus 25% of the product of multiplying the margin rate of the underlying interest by the market value of the underlying interest.

d)
Over-the-counter option positions in inventory or in a client account shall be marked-to-market daily by calculating the value on a basis consistent with the valuation benchmark or mathematical model used in determining the premium at the time the contract was initially entered.

e)
Where the member is a party to an OTC option, the counterparty to the option shall be considered a client of the member.

f)
All opening short transactions in OTC options must be carried in a margin account.

g)
i.
Notwithstanding subsection (c), the following constitutes adequate margin for OTC options;
A)
a specific deposit of the underlying interest in negotiable form in the client's margin account with the member, or

B)
the deposit with the member of an escrow receipt, as defined in Subsection (ii), in respect of the underlying interest.

C)
a put guarantee letter, in the form prescribed by the relevant exchange.
ii.
Escrow Receipt


Evidence of a deposit of an OTC option's underlying interest shall be deemed an escrow receipt for the purposes hereof if the underlying interest is held by a custodian that is a depository approved by the Clearing Corporation pursuant to an escrow agreement, acceptable to the Exchange, between the member with which the escrow receipt is deposited and the approved depository.

iii.
Notwithstanding subsection (c), where an OTC option is written by a client that is not an Acceptable Institution, Acceptable Counterparty or Regulated Entity the requirements of subsection (g) shall apply:

i)
where the terms of the OTC option require settlement by physical delivery of the underlying interest, and

ii)
where the Exchange has not established a margin rate less than 100% of the underlying interest.

h)
Financial Institutions

i.
Notwithstanding subsection (c), no margin is required for OTC options entered into by a client that is an Acceptable Institution.

ii.
Where the client is an Acceptable Counterparty or Regulated Entity, the required margin shall be the market value deficiency calculated in respect of the option position on an item-by-item basis.

NOTE: The market value deficiency is the amount by which the premium paid exceeds the market value of the option.

i)
Margin Offsets

i.
Except as otherwise provided in this subsection, client, as defined in subsection (e), and members are permitted margin offsets for the purpose of hedging OTC options in the same manner as set out in Rule I.1.15, provided that the underlying interest is the same.

ii.
In the case of spreads involving European exercise OTC options,

A)
a margin offset is permitted where the spread consists of a long and short European exercise option and the contracts have the same expiration date; and

B)
a margin offset is permitted where the spread consists of a short European exercise option and a long American exercise option; however,

C)
a margin offset is not permitted where the spread consists of a long European exercise option and a short American exercise option.

j)
Consistent with listed options, members are permitted to apply the premium credit generated on the OTC option against the margin required pursuant to this Section.

k)
Margin Agreements


members writing and issuing or guaranteeing OTC options on behalf of a client shall have and maintain with each client a margin agreement in writing defining the rights and obligations between them in regard to OTC options or have and maintain supplementary OTC option agreements with clients selling such options.

5)
Confirmation, Delivery and Exercise

a)
Every OTC option shall be confirmed in writing as between the parties, such confirmation to be mailed or delivered on the day of the transaction;

b)
Payment for an OTC option, settlement, exercise and delivery shall be made in accordance with the terms of the OTC option contract; and

c)
OTC options shall not be settled, exercised or delivered through the Clearing Corporation without the approval of the Clearing Corporation.6)
Monthly Reports


Unless reported elsewhere, members shall report to the Exchange, as of the close of business on the last trading day of each month, the total number and type of options traded pursuant to Rule G.1.05(7)(f)(3) during the preceding month.  The report shall be in such form as may be prescribed by the Exchange from time to time.

NOTE: Reports are not required if the member is reporting under the securities legislation of any Canadian Province, or to a foreign jurisdiction in accordance with that jurisdiction's requirements.

8.
Units


According to components.

9.
Gold, Silver and Platinum


The minimum amount of margin which must be obtained from clients and maintained on gold, silver and platinum certificates shall be as follows:

a.
Gold:

10% of the market value

b.
Silver:

15% of the market value

c.
Platinum:

15% of the market value 


For the purposes of this section, negotiable gold, silver and platinum certificates must be issued by issuers and under terms and conditions acceptable to the Exchange.

10.
Mortgage-backed Securities


On instruments which are based upon mortgages and are guaranteed as to timely payment of principal and interest by an issuer or its agent, the rate specified in Rule G.1.05(1)(2)(3) or (4) applicable to securities of such guarantor according to the relevant maturity, plus additional margin of 25% of such specified rate.

11.
Bond Margin Surcharge


For the purposes of Rule G, margin shall be required in addition to the margin requirements prescribed elsewhere in the rules, in respect of all securities evidencing a debt obligation of an issuer on the following basis:

a.
A debt security issued by the Government of Canada maturing in each of the three periods below shall be monitored for price volatility in the primary markets in which members trade such securities:

1)
over 1 year to 3 years

2)
over 3 years to 7 years

3)
over 7 years

b.
Each trading day in the markets being monitored shall be a "base day" for the purposes of this regulation.  Subject to the provisions of this subclause (b), the closing price of the relevant security on each base day shall be compared to the closing price of such security on the next four trading days succeeding such base day.  The first day of such four succeeding days on which the difference (negative or positive) between 

1) the closing price on the day and 

2) the base day closing price, expressed as a percentage of the base day closing price, is greater than the margin rate prescribed for the relevant security under the rules shall be designated as an "offside base day".  If an offside base day has been designated, no further offside base day shall be designated as a result of the closing price for any base day prior to that offside base day;  i.e. further closing price comparisons will only be made with respect to the offside base day and the trading days next succeeding it until another offside base day is designated.


For any 90 calendar day period, the percentage that the number of offside base days is to the total number of trading days in such period shall be determined.  If such percentage exceeds 5% for any two of the three classes of debt securities being monitored, additional margin will be required for all debt securities in accordance with Rule G. 1.05(11).

c.
The amount of additional margin that may be required in respect of any securities shall be 50% of the margin otherwise required under G.1.05.

d.
The period of time during which additional margin shall be required shall not be less than 30 days.

e.
The Exchange shall be responsible for determining when additional margin is required in accordance with subclause (b) and when the requirement for additional margin shall be revoked in accordance with subclause (f).

f.
If at any time after additional margin has been required for at least 30 days in accordance with subclause (b) the percentage that the number of offside base days is to the total number of trading days for the immediately preceding 90 day period does not exceed 5%, the requirement for additional margin shall be revoked.

g.
The Exchange shall notify members of the imposition or revocation of the requirement for additional margin.  Any such notification shall be communicated in writing to all members immediately upon the determination that such additional margin is to be imposed or revoked and such notice shall be effective not less than five business days after giving the notice.

12.
Margin on Capital Shares

a.
Definitions.  For the purposes of this clause:

1)
"capital share" means a share issued by a split share company which represents all or the substantial portion of the capital appreciation portion of a common share;

2)
"capital share intrinsic value" means the sum resulting when the number of capital shares held by a member or client is multiplied by (the product obtained by the net asset value of the split share company divided by the number of outstanding capital shares of the split share company at the time of calculation, less the market value of the preferred share of the split share company at that time);

3)
"capital share penalty amount" means the capital share intrinsic value less the exercise value;

4)
"combination exchange penalty amount" means, where applicable, the incremental amount required to be paid to the split share company in order to exchange the combination of a corresponding capital share and preferred share for the underlying common share, multiplied by the number of such combinations held;

5)
"corresponding" means, in respect of capital shares and preferred shares, the capital shares and preferred shares issued by the same split share company;

6)
"equivalent" means, in respect of capital shares, the number of capital shares issued by a split share company for each underlying common share held by the split share company.  In calculating the number of capital shares that are equivalent to more than one common share, the number of capital shares issued per common share shall be multiplied by the number of common shares that are the subject of the calculations;

7)
"exercise value" means the capital share retraction price, as defined in the prospectus of each split share company, multiplied by the number of capital shares held by a member or client, or where no such definition is included, means the capital share intrinsic value;

8)
"identical" means, in respect of common shares, common shares issued by the same issuer;

9)
"a long position in capital shares which is covered by a short position in common shares" means:

a)
the equivalent number of capital shares are held long as the number of common shares held short, and

b)
the short common shares are identical to the common shares underlying the long capital shares;

10)
"a long position in capital shares which is covered by a short position in options" means:

a)
the equivalent number of capital shares are held long as the number of common shares underlying the short options, and

b)
the common shares underlying the short options are identical to the common shares underlying the long capital shares;

11)
"net asset value" means the net asset value of a split share company as defined in the prospectus of that split share company, and where not so defined, means the value of the assets of the split share company less its liabilities;

12)
"preferred share" means a share issued by a split share company which represents all or the substantial portion of the dividend portion of a common share, and includes equity dividend shares of split share companies;

13)
"prospectus" means the prospectus issued by a split share company to qualify its capital shares and preferred shares for distribution;

14)
"short position in options" or "short options" means a position in which a call has been written;

15)
"split share company" means a corporation formed for the sole purpose of acquiring underlying common shares and issuing its own capital shares based on all or the substantial portion of the capital appreciation portion and its own preferred shares based on all or the substantial portion of the dividend income portion of such underlying common shares;

16)
"underlying" means, in respect of common shares, the common shares of a company that are purchased by a split share company to hold as securities on which the capital shares and the preferred shares of such split share company are based.

b.
1)
Subject to subclauses (2) and (3) of this subclause (b), where a member's or client's long position in capital shares is covered by a short position in common shares, the margin required shall be equal to the sum of:

a)
the capital share penalty amount;

b)
130% of the market value of the corresponding preferred shares for a client or 25% for a member; and

c)
where the capital share cannot be tendered to the split share company for retraction directly for the underlying common share at the option of the capital share holder, the margin otherwise required pursuant to this Rule G.1.05(12)(b)(1) shall be increased by an amount equal to 5% of the market value of the common shares;


but in no case may the total margin required be less than zero.

2)
The margin required pursuant to this subclause (b) shall not be greater than 25% of the market value of the common shares if, in the case of a member's position, sub-clause G.1.05(12)(b)(1)(c) does not apply.

3)
The margin required pursuant to this subclause   shall not be greater than 130% of the market value of the common shares

a)
in respect of a client's position, or

b)
30% in respect of a member's position, where subclause G.1.05(12)(b)(1)(c) applies.

c.
1)
Subject to subclauses (2) and (3) of this subclause (c), where a member's or a client's long position in capital shares is covered by a short position in common shares, and the member or client also owns identical preferred shares equal to the number of capital shares owned, the total margin required for all three securities shall be:

a)
subject to subclause (b) below, the market value of the capital shares less the exercise value of the capital shares, plus the combination exchange penalty amount, or

b)
where the capital shares cannot be tendered to the split share company for retraction directly for the underlying common share at the option of the capital share holder, the margin otherwise required pursuant to subclause (a) above shall be increased by an amount equal to 5% of the market value of the common shares.


In no case shall the total margin required be less than zero.

2)
The margin required pursuant to subclause (c), shall not be greater than 25% of the market value of the common shares where, in respect of a member's position, subclause G.1.05(12)(c)(1)(b) does not apply.

3)
The margin required pursuant to subclause( c.), shall not be greater than 130% of the market value of the common shares:

a)
in respect of a client's position, or

b)
30% in respect of a member's position, where subclause G.1.05(12)(c)(1)(b) applies.

d.
Where a capital share is carried long for a member's or client's account and the account is also short a call option expiring on or before the date of expiration of the long capital share, and written on the same number and class of shares underlying the capital share, the margin required on the short option shall be the lesser of:

1)
the margin required pursuant to Exchange requirements in respect of a client's position in respect of a firm's position; or

2)
the amount, if any, by which:

a)
the excess of the market value of the underlying common shares over the exercise value of the capital shares, plus an amount equal to 5% of the market value of the common shares, if the capital shares cannot be tendered to the split share company for retraction directly for the underlying common shares at the option of the capital share holder; exceeds

b)
the exercise price of the short call, multiplied by the unit of trading of the call option.

13.
Margin on Interest Rate Swaps


a.
Interest Rate Swaps


On interest rate swap agreements where payments are calculated with reference to a notional amount, the obligation to pay and the entitlement to receive, shall each be margined as separate positions as follows:

1)
where the payment is calculated according to a fixed rate, the margin shall be the rate specified in Rule G.1.05(1)(a), plus 25% of such specified rate, applicable to securities described therein with a principal amount equal to the notional amount of the swap and having the same term to maturity as the outstanding term of the swap, applied to the notional amount.  For the purposes of this subclause (1) a fixed rate is a rate which is not reset at least every ninety days;

2)
where the payment is calculated according to a floating rate, the margin shall be the rate specified in Rule G. 1.05(1)(a), applicable to securities described therein with a principal amount equal to the notional amount of the swap and having the same term to maturity as the period for which the rate is reset, applied to the notional amount. For the purposes of this subclause( 2), a floating rate is a rate which is not a fixed rate.

3)
Counterparty Margin

a)
No margin is required for swaps entered into by a client that is an acceptable institution as defined in the Joint Regulatory Financial Questionnaire and Report (Form 1).

b)
Where the client is an acceptable counterparty, as defined in the Joint Regulatory Financial Questionnaire and Report (Form 1), margin shall be the market value deficiency calculated in respect of the transaction on an item-by-item basis.

b.
Swap Positions Offset


Where a member

1)
is a party to an interest rate swap agreement requiring it to pay (or entitling it to receive) fixed or floating rate payments calculated with reference to a notional amount, and 

2)
is a party to another offsetting interest rate swap agreement (i) entitling the member to receive (or requiring it to pay) fixed or floating rate payments calculated with reference to the same notional amount and in the same currency and, (ii) with the same or a different term to maturity but, for which the same rate of margin applies as the obligation referred to in (1),


the margin required in respect of the positions (1) and (2) may be netted, provided that margin on fixed payment (or receipt) positions may only be offset against margin on other fixed receipt (or payment) positions, and margin on floating rate payment (or receipt) positions may only be offset against margin on other floating rate receipt (or payment) positions.  For the purposes of this rule, a fixed rate is a rate which is not reset at least every ninety days; and a floating rate is a rate which is not a fixed rate.

c.
Fixed Rate Swap and Security Position Offset


Where a member

1)
is a party to an interest rate swap agreement providing for the member to make or receive Canadian dollar or United States dollar payments calculated with reference to a notional amount at a rate which is fixed for the term of the obligation, and

2)
holds a long or short position in securities described in Rule G.l.O7(1)(a) with a principal amount equal to and denominated in the same currency as the notional amount of the swap and having the same or different term to maturity (but for which the same rate of margin applies as the position in (1)) as the outstanding term of the swap,


the margin required in respect of the positions in (1) and (2) may be netted.

d.
Floating Rate Swap and Security Position Offset


Where a member

1)
is a party to an interest rate swap agreement providing for the member to make or receive Canadian dollar or United States dollar payments calculated with reference to a notional amount at a rate which is not fixed for the term of the obligation, and

2)
holds a long or short position in securities described in Rules G. 1.05(1)(a) or G.1.05(2) maturing within one year with a principal amount equal to and denominated in the same currency as the notional amount of the Swap, the margin required in respect of the positions in (1) and (2) may be netted. 

G.1.06
No Margin On Control Blocks

1.
For the purposes of this rule a control block means a sufficient number of securities of an issuer to affect materially the control of that issuer, but any holding of any person, corporation or combination of persons or corporations holding more than 20% of the outstanding voting securities of an issuer shall, in the absence of evidence to the contrary, be deemed to affect materially the control of that issuer.  
2.
Any security which is part of a control block is not acceptable for margin purposes except to the extent that the control block constitutes any or all of the securities which a member has an obligation or commitment to acquire, or has acquired, under prospectus offering and Rule G.1.08 is applicable, in which case the margin rate therein shall apply.

G.1.07
Short Position Offset

1.
Governments, Maturity Over One Year


Where a member

a.
owns securities described in subclauses ( a) or (b) of Rule G.1.05(1) of one maturity maturing over one year, and

b.
has a short position in securities

1)
issued or guaranteed by the same issuer of the securities referred to in (a) (provided that for these purposes each of the provinces of Canada shall be regarded as the same issuer as any other province).

2)
maturing over one year,

3)
maturing within the same periods for the purpose of determining margin rates as the securities referred to in (a), and

4)
with a market value equal to the securities referred to in (a) [with the intent that no offset shall be permitted in respect of the market value of a long (or short) position which is in excess of the market value of the short (or long) position].


The two positions may be offset and the required margin computed with respect to the net long or net short position only.  This rule also applies to future purchase and sales commitments.

2.
Governments, Maturity Within One Year


Where a member:

a.
owns securities described in subclauses (a) or (b) of Rule G.1.05(1) maturing within one year, and

b.
has a short position in securities

1)
issued or guaranteed by the same issuer of the securities referred to in (a) (provided that for these purposes each of the provinces of Canada shall be regarded as the same issuer as any other province),

2)
maturing within one year, the margin required shall be the excess of the margin on the short (or long) position.  This Rule also applies to future purchase and sales commitments.

3.
Strip Coupon or Residuals - Government Debt


Where a member holds a short (or long) position in bonds or debentures denominated in Canadian dollars issued or guaranteed by either the Government of Canada or by a province of Canada and also holds a long (or short) position in the stripped coupon or residual portion of such debt instruments, the margin required shall be the excess of margin required on the long (or short) position over the margin required on the short (or long) position, provided that the net margin may only be determined as foresaid on the basis that:

a.
margin required in respect of a short (or long) position in bonds or debentures may only be netted against margin required in respect of a long (or short) position in stripped coupons or residuals to the extent that the market value of the two positions is equal, and no netting or offset shall be permitted in respect of the market value of a short (or long) position which is in excess of the market value of the long (or short) position;

b.
margin required in respect of bonds or debentures issued or guaranteed by the Government of Canada may only be netted against the margin required for the stripped coupon or residual portion of other Government of Canada instruments which mature within the same periods referred to in Rule G.1.05(1) for the purpose of determining margin rates; and

c.
margin required in respect of bonds or debentures issued or guaranteed by a province of Canada may only be netted against the margin required for the stripped coupon or residual portion of other province of Canada instruments which mature within the same periods referred to in Rule G.1.05(1) for the purpose of determining margin rates.


Notwithstanding the foregoing provisions of subclause (3) of this Rule where a member holds: 

1)
a short position in bonds or debentures issued or guaranteed by the Government of Canada and a long position in the stripped or residual portion of bonds or debentures issued or guaranteed by a province of Canada, or

2)
a short position in bonds or debentures issued or guaranteed by a province of Canada and a long position in the stripped or residual portion of bonds or debentures issued or guaranteed by the Government of Canada.


the margin required shall be 50% of the total margin required for both positions otherwise determined under the rules, provided that such margin may only be determined as aforesaid on the basis that:

a)
margin required in respect of a short (or long) position in bonds or debentures may only be netted against margin required in respect of a long (or short) position in stripped coupons or residuals to the extent that the market value of the two positions is equal, and no such netting or offset shall be permitted in respect of the market value of a short (or long) position which is in excess of the market value of the long (or short) position;

b)
margin required in respect of bonds or debentures may only be netted against the margin required for the stripped coupon or residual coupon of instruments which mature within the same periods referred to in Rule G.1.05 for the purpose of determining margin rates.

c)
The bonds and debentures and the stripped coupon or residual coupon of such debt instruments are both denominated in Canadian dollars.

d.
Foreign Currency Debt


Where a member holds a short (or long) position in bonds or debentures referred to in Rule G.1.05(1)(a) denominated in a currency other than Canadian dollars, and also holds a long (or short) position in the stripped or residual portion of such debt instruments denominated in the same currency, the margin shall be the excess of the margin required on the long (or short) position over the margin required on the short (or long) position, provided that the net margin may only be determined as aforesaid on the basis that:

1)
margin required in respect of a short (or long) position in bonds or debentures may only be netted against margin required in respect of a long (or short) position in stripped coupons or residuals to the extent that the market value of the two positions is equal, and no such netting or offset shall be permitted in respect of the market value of a short (or long) position which is in excess of the market value of the long (or short) position; and

2)
margin in respect of bonds or debentures issued or guaranteed by a particular Government may only be netted against the margin required for the stripped coupon or residual portion of debt instruments of the same Government, which mature within the same periods referred to in Rule G.1.05(1)(a) for the purpose of determining margin rates.

4.
Mortgage-Backed Securities


Where a member holds a short (or long) position in bonds or debentures issued or guaranteed by the Government of Canada and also holds a long (or short) position in an instrument described in Rule G.1.05(10) guaranteed by the Government of Canada (a "mortgage-backed security"), the margin required shall be the excess of the margin required on the long (or short) position over the margin required on the short (or long) position, provided that the net margin may only be determined as aforesaid on the basis that:

a.
margin required in respect of a short (or long) position in bonds or debentures may only be netted against margin required in respect of a long (or short) position in mortgage-backed securities to the extent that the market value of the two positions is equal, and no such netting of offset shall be permitted in respect of the market value of a short (or long) position which is in excess of the market value of the long (or short) position;

b.
margin required in respect of bonds or debentures may only be netted against the margin required for mortgage-backed securities which mature within the same periods referred to in Rule G.1.05(10) for the purpose of determining margin rates;

c.
notwithstanding the foregoing, if the market value of a long (or short) position in mortgage-backed securities equals or exceeds the remaining principal amount of such position and the mortgages underlying such mortgage-backed securities position are subject to being repaid with or without penalty in full at the option of the mortgagee prior to maturity, the margin required shall be the greater of the margin as determined otherwise under Rule G.1.05 for (i) the long (or short) position in mortgage-backed securities or (ii) the short or long) position in bonds or debentures.

5.
Debt Securities


Where a member has a short and long position in the following groups of securities (identified by reference to the clauses and subclauses of G.1.05): 


Short (Long)

Long (Short)

a.
G.1.05(1)(a) Canada and US Treasury Only
&
G.1.05(1)(b) Province of Canada Only

b.
G.1.05(1)(a) Canada and US Treasury Only
&
G.1.05(1)(c) Canada Municipal Only

c.
G.1.05(1)(a) Canada Only
&
G.1.05(1)(a) US Treasury Only

d.
G.1.05(1)(a) Canada and US Treasury Only
&
G.1.05(1)(e) Corporate

e.
G.1.05(1)(b) Province of Canada Only
&
G.1.05(1)(c) Canada Municipal Only

f.
G.1.05(1)(b) Province of Canada only
&
G.1.05(1)(e) Corporate

g.
G.1.05(1)(e) Corporate
&
G.1.05(1)(e) Corporate of the same issuer


the margin required in respect of both positions shall be the greater of the margin required on the long or short position provided the foregoing offset may only be determined on the basis that:

1)
securities described in Rule G.1.05(1)(e) (corporate) will only be eligible for offset if they are not convertible and have single A or higher rating by any of Canadian Bond Rating Service, Dominion Bond Rating Service, Moody's Investors Service or Standard & Poor's Bond Record;

2)
securities in offsetting positions must be denominated in the same currency; 

3)
securities in offsetting positions must mature within the same periods referred to in Rule G.1.05 for the purpose of determining margin rates; and

4)
the market value of the offsetting positions is equal and no offset shall be permitted in respect of the market value of the short (or long) position which is in excess of the market value of the long (or short) position.

For the purpose of this section, securities described in Rule G.1.05(2) (bank paper) are eligible for identical offset as securities described in Rule G.1.05(1)(e) (corporate).

6.
Offsets for Convertible Securities


Where a member

a.
1)
holds a short position in the securities of an issuer; and


2)
holds a long position in securities which are currently convertible or exchangeable into the same class and at least the same number of securities referred to in subclause 1) above;


the margin required shall be the excess of the market value of the long position over the market value of the securities carried short.  Any residual net credit money balance of the market values of the offsetting positions may not be used to reduce margin otherwise required on the long or short position remaining unhedged after applying the foregoing offset.  Where the securities representing the long position held by the member are not convertible or exchangeable until the expiry of a specific period of time but the member has entered into a written, legally enforceable agreement, pursuant to which it has borrowed securities of the same class as those of the short position which do not have to be returned until the expiration of the period of time until conversion or exchange, the foregoing offset may be applied as if the securities representing the long position were currently convertible or exchangeable.

b.
1)
holds a short position in the securities of an issuer; and

2)
holds a long position in warrants, rights, shares, instalment receipts or other securities pursuant to the terms of which the holder is entitled to acquire the same class and at least the same number of securities referred to in subclause (1) above;


the margin required shall be equal to the aggregate of the subscription price or other cost or charge payable in connection with the acquisition of the securities pursuant to the warrant, right, share, instalment, receipt or other security plus (or minus if a negative), the difference between (i) the aggregate market value of the warrant, right, share, receipt or other security and (ii) the market value of the securities which may be so acquired.

c.
Offsets in respect of the accounts of clients with positions as described in subclauses (6)(a) or (6)(b) of this rule shall be permitted in the circumstances provided in such Rules.  The margin required in respect of the accounts of clients with such positions shall be equal to the excess of the market value of the long position over the market value of the securities carried short plus the aggregate of the subscription price or other cost or charge payable in connection with the acquisition of the securities pursuant to the relevant warrant, right, share, instalment receipt or other security.

7.
Margin Offsets for Corporate Debt and Strips/Residuals


Where a member holds a short (or long) position in bonds or debentures denominated in Canadian currency issued by a corporation with a Single A or higher rating by any of the Canadian Bond Rating Services, Dominion Bond Rating Service, Moody's Investors Service or Standard and Poor's Bond Record, and also holds a long (or short) position in the stripped coupon or residual portion of such debt instruments, the margin required shall be the greater of the margin required on the long (or short) position and the margin required on the short (or long) position, to a maximum 20% margin rate, provided that the margin may only be determined as aforesaid on the basis that:

a.
the offset is permitted only to the extent that the market value of the two positions is equal, and no offset shall be permitted in respect of the market value of a short (or long) position which is in excess of the market value of the long (or short) position; and

b.
margin required in respect of bonds or debentures issued by a corporation may only be offset against the margin required for the stripped coupon or residual coupon of debt instruments of the same issuer which mature within the same periods referred to in Rule G.1.05(1)(j) for the purpose of determining margin rates.

8.
Government of Canada Bond Futures



Where a member

a.
holds a long (or short) position in a 5 year or 10 year Government of Canada notional bond futures contract and a short (or long) position in securities described in Rule G.1.05(1)(a) maturing in 3 to 11 years, the two positions may be offset and the required margin computed in respect to the net long or net short position only; or

b.
holds a long (or short) position in a 5 year or 10 year Government of Canada notional bond futures contract and a short (or long) position in securities described in Rule G.1.05(1)(b) or Rule G.1.05(1)(e) maturing in 3 to 11 years, the margin requirement in respect of both positions shall be the greater of the margin required on the long or short position.

G.1.08
Margin Requirements for Underwriting Commitments

1.
In this Rule, the expression:

a.
"disaster out clause" means a provision in underwriting agreement substantially in the following form:


The obligation of the underwriter to purchase (the securities) under this agreement may be terminated by the underwriter at its option by written notice to that effect to the company at any time prior to the closing if there should develop, occur or come into effect or existence any event, action, state, condition or major financial occurrence of national or international consequence or any law or regulation which in the opinion of the underwriter seriously adversely affects, or involves, or will seriously adversely affect, or involve the financial markets or the business, operations or affairs of the company and its subsidiaries taken as a whole.

b.
"market out clause" means a provision in an underwriting agreement which permits an underwriter to terminate its commitment to purchase in the event of unsaleability due to market conditions;

c.
"new issue letter" means an underwriting loan facility provided by a Canadian chartered bank in a form satisfactory to the Exchange;

d.
"normal margin" means margin otherwise required by the rules.

2.
Where a member has a commitment pursuant to an underwriting agreement or banking group agreement to a new issue of securities or a secondary issue of securities with respect to which a prospectus has been filed, the following margin rates are hereby prescribed: 



Without New Issue Letter
With New Issue Letter

a.
Underwriting agreement does not include market out clause or disaster out clause
Normal margin required from the date of commitment
10% of normal from the date of the letter to 5 business days after the settlement date; 25% of normal margin for the next succeeding 5 business days; 50% of normal margin for the next succeeding 5 business days; 75% of normal margin for the next succeeding 5 business days and normal margin thereafter or when the new issue letter expires, whichever is earlier.

b.
Underwriting agreement includes disaster out clause
50% of normal margin from the date of the commitment until settlement date or the expiry of the disaster out clause whichever is earlier.  Normal margin required thereafter.
50% of (a) above until the expiry of the disaster out clause or settlement date, whichever is earlier.  Margin as required in (a) above thereafter.

c.
Underwriting agreement includes market out clause
No margin required until settlement date or the expiry of the market out clause whichever is earlier.  Normal margin required as in (a) and (b) above thereafter.
No margin required until the expiry of the market out clause or the settlement date whichever is earlier.  Margin required as in (a) and (b) above thereafter.


If the margin rates prescribed above in respect of commitments for which a new issue letter is available are less than the margin rates required by the bank providing such letter, the higher rates required by the bank shall be applied.

3.
Where (i) the normal margin required on any one commitment is reduced by a new issue letter in accordance with (2) above and (ii) the margin required in respect of such commitment determined in accordance with (2)(a) or (b) as applicable and as if a new issue letter were not available exceeds 25% of such member's net allowable assets, such excess shall be added to total margin required pursuant to Form 1.  The amount to be deducted may be reduced by the amount of margin provided for as required by (2) above on the individual underwriting position to which such excess relates.

4.
Where (i) the normal margin required on some or all commitments is reduced by new issue letters and (ii) the aggregate margin required in respect of such commitments determined in accordance with (2)(a) or (b) as applicable and as if new issue letters were not available exceeds 100% of such member's net allowable assets, such excess shall be added to total margin required pursuant to Form 1.  The amount to be deducted may be reduced by the amount of margin provided for as required by (2) above on individual underwriting positions and by the amount required to be deducted from risk adjusted capital pursuant to (3) above.

5.
In determining the amount of a member's commitment pursuant to an underwriting agreement or banking group agreement for the purposes of clauses (2), (3) and (4) above, receivables from members of the banking or selling groups in respect of firm obligations to take down a portion of a new issue of securities (i.e. not after-market trading) may be deducted from the liability of the member to the issuer.

G.1.09
Margin - for Term Repurchase/Resale Agreements and Cash/Securities Loan Transactions

1.
Accounting for Repurchase and Resale Agreements

a.
For the purposes of this rule, "repo" means an agreement to sell and repurchase securities; "reverse repo" means an agreement to purchase and resell securities and "securities loan" means a cash and securities loan agreement where cash is to be paid by or delivered to the member as part of the transaction.

b.
Notwithstanding the requirements of Form 1 to make any provision out of a member's capital in respect of a repo, reverse repo or securities loan, where (i) the date of repurchase, resale or termination of the loan, as the case may be, is determined at the time of entering into the transaction, and (ii) the amount of any compensation, price differential, fee, commission or other financing charge to be paid in connection with the repurchase, resale or loan is calculated according to a fixed rate (whether expressed as a price, a decimal or percentage per annum or any other manner that does not vary until termination), the margin in respect of the obligation of the member thereunder shall be determined in accordance with Rule G.1.05(1)(a), provided that this subclause (b) shall not apply in the case of an overnight repo, reverse repo or securities loan which for the purposes of this rule shall be an obligation to repurchase, resell or terminate the loan within five business days of the date the obligation is assumed.  All calculations must be performed daily and shall make full provision for any principal and return of capital then payable, all accrued interest, dividends or other distributions on securities used as collateral.

c.
Where a member (i) has entered into a repo, reverse repo or securities loan described in subclause b. and in respect of which the time to the date of repurchase, resale or termination of the loan, as the case may be, is over one year, and (ii) has an offsetting reverse repo, repo or securities loan denominated in the same currency and within the same margin category based on maturity, the two positions may be offset and the required margin computed with respect to the net position only.

d.
Where a member (i) has entered into a repo, reverse repo or securities loan described in subclause b. in respect of which the time to the date of repurchase, resale or termination of the loan is within one year, and (ii) has an offsetting reverse repo, repo or securities loan, as the case may be, denominated in the same currency and maturing within one year, the margin required shall be the difference between the margin on the two positions.

2.
Securities sold with a dealer call feature (i.e., securities which the holder can put back to the member at any time prior to maturity on twenty-four hours notice or some other specified period of notice) are to be margined from day one at the margin rate appropriate for the term to maturity of the security, together with a premium of 50%; where the term to maturity is less than 90 days and a premium of 100% where the term to maturity is 90 days or greater;

3.
Securities sold with a dealer call feature that becomes exercisable at any time after a fixed future date on giving specified notice (being securities which the holder may put back to the dealer at any time after such fixed future date on giving the specified notice) are to be margined from day one at the margin rate appropriate for the period between such fixed future date and the maturity date of the security, together with a premium of 50%;

4.
A security having an exercisable borrower call feature is to be margined at the lesser of (i) the margin rate, as set out in Rule G.1.05, appropriate to the term of the security and (ii) the spread between the end rate at which the dealer can put the security back to the borrower, subject to a minimum of a 1/4 of 1% margin;

5.
Securities sold with both a borrower call feature and a dealer call feature (or right of the holder to put the security back to the dealer for a total consideration representing a specified return) are to be margined as follows:

a.
if the dealer call feature is identical to the borrower call feature, no margin is applicable; 

b.
 if the total consideration for which the holder may put the security back to the dealer is lower than the total consideration for which the dealer may put the security back to the borrower, no margin is applicable;

c.
 if the total consideration for which the holder may put the security back to the dealer ("dealer call feature") is above the total consideration for which the dealer may put the security back to the borrower ("borrower call feature"), apply the lesser of (i) the margin rate as set out in Rule G. 1.05, appropriate to the term of the security, and (ii) the spread between the rate represented by the dealer call feature and the rate represented by the borrower call feature, subject to a minimum of 1/4 of 1% margin.

G.1.10
Standby Commitment - Rights Offerings

Where an underwriter has a standby commitment to purchase securities in connection with a rights offering such commitment shall be margined at the following rates:

1.
If the market value of the security (the "security") which can be acquired pursuant to the exercise of the rights is below the subscription price, the underwriter's commitment shall be valued at the current market price for the security and the margin rates applicable to the security under Rule G.1.05.

2.
If the market value of the security is equal to or greater than the subscription price the commitment shall be margined at rates calculated on the subscription price, equal to the following percentages of the margin rate applicable to the security under Rule G. 1.05:

· 50% where market value is 100% to 105% of the subscription price; 

· 30% where market value is more than 105% but not more than 110% of the subscription price;

· 10% where market value is more than 110% but not more than 125% of the subscription price; and

· no margin required where market value is more than 125% of the subscription price.

G.1.11
Subordination Agreement

No member shall pay or make any payment on account of or in respect of any debt owing by such member to any creditor of such member contrary to the provisions of, or otherwise fail to comply with, any subordination or other agreement to which such member and the Exchange is a party.

G.1.12
Commodity Futures and Futures Contract Options

Commodity futures and futures contract options (other than purchases of futures contract options which shall be for cash) shall be margined as follows:

1.
Positions of members and clients shall be marked to market and margined daily at the greatest of: 

a.
the rate required by the commodity futures exchange on which the contract is entered into or its clearing house or

b.
 the rate required by the member's clearing broker


provided that, where a member or a client owns a commodity and such ownership is evidenced by warehouse receipts or comparable documentation and such member or client also has a short position in commodity futures contracts in the same commodity, the two positions may be offset and the required margin shall be computed with respect to the net long or net short position only.

2.
In the case of a commodity futures exchange or its clearing house that prescribes margin requirements based on initial and maintenance rates, initial margin shall be required at the time the contract is entered into in an amount not less than the prescribed initial rate.  When subsequent adverse price movements in the value of the contracts reduces the margin on deposit to an amount below the maintenance level, a further amount to restore the margin on deposit to the initial rate shall be required.  The member may, in addition, require such further margin or deposit against liability as it may consider necessary as a result of fluctuations in market prices from time to time.

3.
Every member shall require from each of its clients for whom trades are effected through an omnibus account not less than the amount of margin that would be required from such clients if their trades were effected through fully disclosed accounts.

4.
Spread margins may be applicable to an account whenever the account is in a spread position.  Every member shall designate such spread position on its margin records.

Note:
Many futures exchanges (especially the United States) prescribe margin requirements based on initial and maintenance rates.  In such cases, when a contract is entered into, the member is required to collect from the client an amount of margin not less than the prescribed initial rate.  Subsequently, adverse price movements in the value of the futures contract may reduce the client's margin on deposit to an amount below the maintenance level.  When this happens, the member must collect from the client a further amount sufficient to restore the margin on deposit to the initial rate.

5.
For the purpose of determining deductions to net allowable assets in calculating risk adjusted capital under Form 1:

a.
Every member's positions in futures contracts and each outstanding short position in a futures contract option shall be marked to the market daily and any difference shall be charged or credited to profit and loss.

b.
 Subject to any other determination by the Exchange, every member shall deduct from its net allowable assets in relation to its principal positions in futures contracts and short positions in futures contract options, the amount sufficient to provide margin for such positions.  Unless the Exchange specifies a higher rate as the basis for these deductions from net allowable assets, such deductions shall be based on the margin rate set by the futures exchange on which the relevant contract was entered into (or its clearing house).  Where the margin requirements of a futures exchange are based on an initial margin rate and a maintenance margin level, the member's deduction for principal positions shall be based on the initial margin rate.  Where the futures exchange does not use a two tier system, but a unique rate of margin, the latter shall be deducted from the member's net allowable assets.

c.
The requirements of the above subclauses (a) and (b) also apply to market-makers' accounts.

d.
 Subject to any other determination by the Exchange, every member shall deduct from its net allowable assets an amount sufficient to provide for any margin deficiencies in its client and non-client accounts.


Unless the Exchange prescribes a higher rate as the basis for determining "margin deficiencies" for the purpose of making deductions pursuant to this subsection, such deductions shall be made in relation to "market deficiencies" as defined below. According to this definition, where a maintenance margin level is specified by the futures exchange on which the relevant contract was entered into (or its clearing house), the margin deficiency, if any, will be determined on the basis of such maintenance level, and the amount so determined shall be deducted from the member's net allowable assets.  Where the futures exchange does not use a two tier system but a unique rate of margin, the latter shall be used to determine the margin deficiency.

Note:
For the purposes of this section, "margin", "margin rate" and "margin requirement", where used with respect to contracts, means the minimum dollar amount per contract prescribed under the rules and regulations of the futures exchange on which the contract was entered into (or its clearing house) that must be deposited with a member of the futures exchange for the purpose of ensuring performance of obligations under the contract and includes, where applicable, original margin" or initial margin" being the amount that must be deposited on entering the contract and "variation margin" or "maintenance margin" being the amount that must be deposited by a party to the contract to restore margin on deposit to original margin or initial margin when the margin on deposit falls under the prescribed "maintenance level" because of adverse movement in the price of the futures contract or such greater amounts as the Exchange in its discretion may require.


"Margin deficiency", where used with respect to a client's or non-client's account, including such accounts for which trades are effected through an omnibus account, means, in relation to the calculation of risk adjusted capital, the amount by which margin on deposit in the client's or non-client's account is at any time, below:

· the maintenance level, where the futures exchange upon which the contract was entered into or its clearing house prescribes such a level; or

· where no maintenance level is prescribed the margin prescribed under the rules or regulations of the futures exchange upon which a futures contract was entered into (or its clearing house); or

· such greater amount as the Exchange in its discretion may require. 

G.1.13
Calculations - Commodity Futures and Options: Concentration

1.
On each day during which a member carries a firm or client commodity futures position or short Futures Options Contract ("FOC") position on any market, excluding those positions maintained for financial institutions and spreads (regardless of delivery month) on the same market, such member is required to make the following calculations with respect to futures contracts and short futures options contracts in each commodity:

a.
calculate 40% of net allowable assets;

b.
calculate the aggregate value with respect to all firm and client positions in the relevant futures contracts or short futures options contracts of two daily limit fluctuations, or, if no daily limit fluctuations are provided for, two maintenance margin requirements or the greater of:

1)
the long futures contract position, or

2)
the short futures contract position plus the futures contract underlying the short futures options contract position.

2.
if (a) is greater than (b), no concentration in such futures contracts is deemed to exist. 

3.
if (b) is greater than (a), there may be deducted from this difference on a per client basis, the excess margin available in all accounts of the client with positions in the futures contracts or futures options contract concerned, after making the market provided that this deduction shall be limited to the total aggregate value of two daily limit fluctuations or, if no daily limit fluctuation is provided for, two maintenance margin requirements, of the client's positions in the futures contract or the futures contract underlying the short futures options contract concerned.

4.
after allowing for the deduction in Rule G.1.12, if the difference is not eliminated within five trading days after it first occurs, the member's capital requirement shall be increased by an amount equal to such difference.

G.1.14
Securities Owned or Sold Short by Member

Notwithstanding Rule G.1.05 margin on securities owned or sold short by a member shall be provided at the following rates:

1.
Option Eligible Securities


25% of the market value if such securities are:

a.
on the list of option eligible securities as approved by a recognized stock exchange ("option eligible securities"), and such securities continue to sell for $5.00 or more;

b.
securities against which options issued by the Options Clearing Corporation are traded;
c.
convertible into option eligible securities; or

d.
non-convertible preferred shares of an issuer any of whose securities are option eligible securities provided that if any of the option eligible securities referred to in this item (d) should at any time fail to meet any of the requirements necessary to enable them to be listed as option eligible securities (notwithstanding that such option eligible securities may remain so listed), margin shall be provided on such non-convertible preferred shares at the rate required by Rule G.1.05. For the purpose of this rule, the Board of Governors hereby designate, as recognized stock exchanges, the Montreal Exchange, the Toronto Stock Exchange and the Exchange.

2.
Government Guaranteed Securities


Margin on equities unconditionally guaranteed as to principal and dividend payments by the Government of Canada, or by the government of any province of Canada shall be provided at the rate of 25% of the market value of such securities.

3.
Floating Rate Preferreds

a.
For the purpose of this section, the term "floating rate preferred share" means a preferred share, by the terms of which the rate of dividend fluctuates at least quarterly, in tandem with a prescribed short term interest rate.

b.
Margin on floating rate preferred shares of companies with securities which qualify as underlying interest of options shall be provided at the rate of 10% of the market value of such floating rate preferred shares.

c.
Margin on floating rate preferred shares which qualify for margin under this section but which are of companies which do not have securities which qualify as underlying interest of options, shall be provided at the rate of 25% of the market value of such floating rate preferred shares.

d.
Where the issuer is in default of payment of a dividend due on floating rate preferred shares which qualify for margin under this section, margin shall be provided at the rate of 50% of the market value of such securities.

e.
Where the floating rate preferred shares of companies with securities which qualify as underlying interests of options are convertible and are selling over par, margin shall be provided at the rate of 10% of the par value of such securities plus 25% of the excess of market value of such securities over par.

f.
Where the floating rate preferred shares of companies which do not have securities which qualify as underlying interests of options are convertible and are selling over par, margin shall be provided at the rate of 25% of the par value of such securities plus 50% of the excess of market value of such securities over par.

4.
Floating Rate Debt Obligations


The margin rate on floating rate debt obligations should be at 50% of the margin rates otherwise required under Rules G.1.05(1)(a)(b)(c)(f) and G.1.05(2) except, if margin is otherwise required in respect of excess market value over par, 100% of the rates of margin otherwise required shall apply to the excess market value.  This reduced margin rate applies only to floating rate debentures in inventory whose interest is adjusted at least quarterly, such adjustments being based upon quoted 90-day or less rates.

5.
Bank Warrants for Government Securities


100% of the margin required in respect of the securities to which the holder of the warrant is entitled upon exercise of the warrant provided that in the case of a long position, margin need not exceed the market value of the warrant.  For the purpose of subclause (5) of this Rule, bank warrants for government securities means warrants issued by a Canadian chartered bank which are listed on any recognized stock exchange or other listing organization referred to in Rule G.1.05(7)(a) and which entitle the holder to purchase securities issued by the Government of Canada or any province thereof.

6.
Margin - Market-Makers' Accounts

a.
Subject to the provisions of subclauses (i) and (ii) hereunder, margin on securities held in a market-maker's account shall be provided at the rate of 25% of the market value of the securities provided the securities meet the following requirements:

i)
the security is a non-options eligible security for which the registered trader has been allocated responsibility or has trading privileges;

ii)
the security has traded for a value not less than $2.00 per share for the previous calendar quarter.

b.
Notwithstanding subclause (a), the reduced margin rate is applicable only to a maximum total in all market-maker accounts of a member of $100,000 of market value per security where 90,000 shares or more were traded in the previous calendar quarter and $50,000 of market value per security if less than 90,000 shares were traded in the previous calendar quarter.  Margin for the excess portion of market value on amounts over $100,000 and $50,000 respectively shall be provided at the rate of 50% of market value for such securities.

c.
The quarterly trading volume for the purposes of subclause (b) above shall be the total number of shares of the security traded on all exchanges recognized for margin purposes by the Exchange and the National Association of Securities Dealers Automated Quotations System.

d.
The total reduction in margin which is permitted by subclause (a) above from the amounts otherwise required by Rule G.1.05 shall not exceed 50% of the member's net allowable assets.

G.1.15
Securities Called for Redemption or Subject to a Cash Purchase Offer

1.
Notwithstanding Rule G.1.05, no margin is required in respect of:

a.
securities which have been called for cash redemption pursuant to the terms and conditions attaching thereto; or

b.
 securities for which a legal and binding cash offer to purchase has been made and in respect of which any conditions have been met, provided that the Exchange has confirmed that no margin is required in respect of such securities, and further provided that such securities are not carried for an amount in excess of the price offered.  In the event that a cash offer described in clause (2) below is made for less than all of the issued and outstanding securities of the class, the margin required shall be the proportion of margin otherwise required that the number of securities of the class for which the offer is not made is of all the issued and outstanding securities of the class.

2.
For the purposes of computing margin on securities which are the subject of a legal and binding offer to purchase for consideration comprising in whole or in part of the securities or property of the offeror, and for which any conditions in respect of the offer have been met:

a.
the number of securities of the offeree may be treated as the number of shares of the offeror which would, upon acceptance of the offer, be obtained for that number of securities of the offeree; and

b.
where the offer is made for less than 100% of the issued and outstanding securities, the margin requirement shall be applied pro rata in the same proportion as the offer.

G.1.16
Margin Requirements on Options

Exchange margin requirements on options and options-related situations are as set out in the following rules:

Rules I.1.15
- for member firm positions (including inventory, registered trader & market-maker accounts) in TCO Options & TCO Options-related situations

Rules I.2.09 & I.2.10
- for OCC Options

G.1.17
Protection of Members' Capital – Guarantees

1.
No member may give directly or indirectly by means of a loan, guarantee, the provision of security or of a covenant or otherwise, any financial assistance to:

a.
a holding company of the member;

b.
any other associate or affiliate of the member, including a related company; unless the amount of the loan, guarantee, provision of security or of the covenant or any other financial assistance is limited to a fixed or determinable amount and the amount is provided for in computing the risk adjusted capital of the member.  The difference between the market value and the margin required on any collateral advance by a party other than the member may be taken into account in determining the provision to be made, with respect to the loan, guarantee, provision of security or of the covenant or any other financial assistance, in computing risk adjusted capital.

2.
Each member shall be responsible for and guarantee all of the obligations incurred by each of its related companies and each related company shall guarantee and be responsible for all of the obligations of the member with which it is related and all the other related companies of such member.  Such guarantee shall be in the form from time to time prescribed by the Exchange and filed with the Exchange.  If the Exchange is satisfied that a member or any related company does not hold customers' cash, securities or other property, such member or related company is not required to provide such a guarantee.  The Board may exempt any member or related company from the requirements of this rule.

G.1.18
Members of Multiple Self-Regulatory Organizations

In calculating the risk adjusted capital requirements of a member, the financial position of the member will be determined by adherence to the most stringent rule or regulation maintained by the self-regulatory organizations of which it is a member.  For purposes of this rule, self-regulatory organizations are comprised of the Exchange, the Montreal Exchange, the Toronto Stock Exchange or the Investment Dealers Association of Canada.

G.1.19
Margin - Futures Contracts and Options

A member engaged in trading in any futures contracts or options listed on or issued by a recognized stock exchange, commodity futures exchange, clearing or service corporation, or other listing or issuing organization, as the case may be, in respect of which the rules do not prescribe specific standards or requirements, shall comply with the provisions of the relevant by-laws and regulations of such stock exchange, commodity futures exchange, clearing or service corporation, or other listing or issuing organization in effect from time to time to the extent not inconsistent with the rules.  For the purposes of this rule, the Board shall, from time to time, designate recognized stock exchanges, futures exchanges, clearing or service corporations, or other listing or issuing organizations.

G.1.20
Discretionary Policies - Trading, Settlement and Margin Requirements

The Exchange may, whenever it shall determine that market conditions so warrant, prescribe:

1.
higher margin requirements which must be maintained with respect to specific securities traded either on or off the Exchange;

2.
such other terms and conditions as the Exchange shall deem appropriate relating to transactions and settlement of transactions in such securities.  The following are examples of other terms and conditions:

a.
a provision that all delivery against payment and receipt against payment transactions must be settled by a specified time or be required to be margined on a 100% margin basis; 

b.
a provision that new transactions be subject to advance payment in full, receipt of securities to be sold or prior provision of appropriate margin;

c.
a prohibition on short selling;

d.
the removal of stop loss orders from the market;

e.
the establishment of a fixed maximum price above which shares long may not be priced for margin purposes.

G.1.21
Margin Requirements for Instalment Receipts

1.
For the purposes of this rule, the following definitions shall apply:

a.
"instalment receipt" means a security issued by or on behalf of an issuer or selling security holder that evidences partial payment for an underlying security and that requires one or more subsequent payments by instalment in order to entitle the holder of the instalment receipt to delivery of the underlying security;

b.
"underlying security" means the security of an issuer purchased pursuant to an instalment receipt; and

c.
"future payments" means  the unpaid payment or payments of the purchase price of an underlying security pursuant to an instalment receipt.

2.
No member shall purchase or hold an instalment receipt which requires the member, or any nominee or holder for the member including the Canadian Depository for Securities Limited or other depository (collectively a "nominee"), to make any payment pursuant to an instalment receipt (other than a payment made for the member's own account as beneficial owner of the instalment receipt) unless the agreement pursuant to which the instalment receipts are created and issued permits the member or its nominee to be released from the requirement to make any such payment either by

a.
transfer of such instalment receipt to a person other than the member if there is a failure to pay in full any instalment when due, and such transfer can take place at any time prior to the close of business on the second business day after default in payment of any instalment and prior to the time the issuer's or selling security holder's rights with respect to non-payment of such instalment can be enforced; or

b.
such other mechanism as may from time to time be approved by Exchange.

3.
If there has been failure to pay any instalment in full when due under an instalment receipt and such instalment receipt is registered in the name of the member or its nominee, such member shall forthwith, and in any event, within the time permitted by the relevant agreement pursuant to which the instalment receipts were created and issued take such steps as are necessary for the member to be released for the member to be released from the requirement to make any payment thereunder including, if relevant, causing such instalment receipt to be transferred to a person other than the member.

4.
Subject to subsections (5) and (6) below, the margin required for an instalment receipt held in inventory or a client account shall be the margin applicable to the underlying security.

5.
The margin required for instalment receipts in a client account shall not exceed the market value of the instalment receipt.

6.
Where the future payments exceed the market value of the underlying security, the margin required for an instalment receipt held in inventory shall be the margin applicable for the underlying security plus (except in the case of a short position) the amount by which the future payments exceed the market value of the underlying security.

Rule G.2.00
Account Guarantees

G.2.01
Account Guarantees

1.
Guarantees of Accounts Requiring Margin


The margin required with respect to the account of a client of a member which is guaranteed in accordance with this rule may be reduced to the extent that there is, and by an amount no greater than the amount of, excess margin in the accounts of the guarantor held by the member calculated on an aggregated or consolidated basis.


In calculating margin reductions for guaranteed accounts, the following rules shall apply: 

a.


1)
Guarantees in respect of clients' accounts by shareholders, registered representatives or employees of the member shall not be accepted, unless subclause (2) is applicable and has been complied with, or in the case of guarantees by shareholders, where there is public ownership of the securities held by the shareholder and the shareholder is not an employee, registered representative, partner, director or officer of the member or the holder of a significant equity interest in respect of the member or its holding company;

2)
Guarantees in respect of clients' accounts by partners, directors or officers of the member shall only be accepted on the following basis:

a)
The Exchange shall expressly approve the guarantee, in writing (by providing separate written approval), and the release of the guarantee shall only be effective upon receipt of the express written approval of the Exchange;

b)
The guarantor shall not be permitted to transfer cash, securities, contracts or any other property from the accounts of the guarantor in respect of which the margin reduction is based, without the prior written approval of the Exchange.

b.
Guarantees in respect of accounts of partners, directors, officers, shareholders, registered representatives or employees by clients of the member shall not be accepted.

c.
Clauses (a) and (b) do not apply to guarantees by any of the persons referred to therein of accounts of members of the immediate families of such persons nor to guarantees of the accounts of any of the persons referred to therein by members of their immediate families.  For the purposes of this section, members of the "immediate families" of an individual means the spouse, parents, children or siblings of that individual.

d.
The provisions of Rule F.8.00 shall apply to the client's account regardless of the guarantee and, if the client’s account has been restricted and subsequently fully margined, no trading shall occur in the account until the guarantee is released in accordance with subclause (a)(2) above.

e.
Upon request made by the guarantor to the member, the guarantor shall be entitled to receive from the member written confirmation from time to time of the client's liability to the member in respect of the accounts to which the guarantee relates, provided the member has received the written consent of the client for such provision of information.

2.
Hedged Accounts


Notwithstanding subsection (1), prior to reducing the margin as permitted by subsection (1), a member may hedge, subject to the requirements of Rule G.2.03(2) being satisfied:

a.
Any long securities positions, other than options, commodity futures contracts or foreign exchange contracts, in the account of a guarantor that guarantees an account of a client of a member in accordance with this section against any short securities positions, other than options, commodity futures contracts and foreign exchange contract positions in that client account; and

b.
Any long convertible security, including warrants, options, rights, shares, instalment receipts or other securities pursuant to the terms of which holder is entitled to currently acquire underlying securities, held in the account of a guarantor that guarantees a clients account against any short positions in the underlying securities held in that client account, provided that the convertible securities held in the guarantor’s account are readily convertible into the related underlying securities held in that client’s account and the number of underlying securities available on conversion shall be equal to or greater than the number of securities sold short.

G.2.02
Audit Confirmation Requirements

In determining the margin deficiency of the account of any client, a guarantee with respect to the account may be accepted for the purposes of reducing margin unless and until, in connection with the annual audit, the confirmation requirements shall not have been satisfied in accordance with Exchange requirements. If an account has not satisfied the audit confirmation requirements, the margin reduction shall not be allowed until a confirmation is received or a new guarantee agreement is signed by the client.

G.2.03
Form and Content of Guarantee and Hedge Agreements

1.
Form and Content of Guarantee Agreement

a.
A general guarantee of accounts of clients which does not name or specify such accounts will not be accepted and no commingling of a group of accounts will be accepted unless supported by proper documentary authority from such clients sufficient to establish the common identity and liability of such group of accounts.

b.
A guarantee with respect to an account shall only be accepted for margin if it directly guarantees the account, and a guarantee with respect to an account of a client who in  turn, directly or indirectly, provides a guarantee of another account shall not be accepted for margin purposes in the latter account.

c.
No guarantee shall be accepted unless it is by enforceable agreement evidenced in writing, binding upon the guarantor, its successors and assigns and personal legal representatives and containing the following minimum terms:

1)
the punctual payment on demand of all present and future liabilities of the client to the member with respect to the identified accounts shall be unconditionally guaranteed on an absolute and continuing basis with the guarantor being jointly and severally liable for the obligations of the client;

2)
the guarantee may only be terminated upon written notice to the member, provided that such termination shall not affect the guarantee of any obligations incurred prior thereto;

3)
the member shall not be bound to demand from or to proceed or exhaust its remedies against the client or any other person, or any security held to secure payment of the obligations, before making demand or proceeding under the guarantee;

4)
the liability of the guarantor shall not be released, discharged, reduced, limited or otherwise affected by: (i) any right of set-off, counterclaim, appropriation, application, or other demand or right the client or guarantor may have; (ii) any irregularity, defect or informality in any obligation, document or transaction relating to the client or its accounts; (iii) any acts done, omitted, suffered or permitted by the member in connection with the client, its accounts, the guaranteed obligations or any other guarantees or security held in respect thereto including any renewals, extensions, waivers, releases, amendments, compromises or indulgences agreed to by the member and including the provision of information by the member to the guarantor as permitted in the Exchange requirements; or (iv) the death, incapacity, bankruptcy or other fundamental change of or affecting the client, provided that in the event the guarantor shall be released for any reason from the guarantee, they shall remain liable as principal debtor with respect to the guaranteed obligations;

5)
the guarantor waives in favour of the member any notices as to the terms and conditions applicable to the client's accounts or agreements or dealings between the member and client, or relating in any way to the status or condition of, or transactions or changes in the clients' accounts, agrees that the accounts as settled or stated between the member and the client shall be conclusive as to the amounts owing, and waives any rights of subrogation until all guaranteed obligations are paid in full; and

6)
all securities, money, commodity futures contract and options, foreign exchange contracts and other property held or carried by the member for the guarantor shall be pledged or a security interest granted therein to secure the payment of the guaranteed obligations with the full ability of the member to deal with such assets at any time, before or after demand under the guarantee to satisfy such payment.

2.
Form and Content of Hedge Agreement


No hedge shall be accepted unless the member obtains from the guarantor a written Hedge Agreement, in the form acceptable to the Exchange; that

a.
Authorizes the member to use any and all securities, other than options, commodity futures contracts or foreign exchange contracts held in long positions in the guarantor’s account to hedge any and all short positions in the guaranteed account for the purposes of eliminating the margin required in such securities in the client account;

b.
Upon the sale of any securities positions that hedges a short position that creates a margin deficiency in the guaranteed account, the guarantor agrees that the member may restrict the guarantor’s account or otherwise restrict the guarantor’s ability to enter into transactions in that account until such deficiency is rectified; and

c.
The guarantor agrees that the terms of the Hedge Agreement shall remain in effect as long as any hedge positions between the two accounts remain in effect.

G.2.04
Corporation Guarantee

A guarantee of a client's account by a corporation not a member of a recognized self- regulatory organization will not be acceptable for margin for audit purposes unless it is supported by satisfactory written evidence that it has been duly authorized by all necessary corporate accounts and is within the power of the corporation.

G.2.05
Members Guarantees

No member shall provide, directly or indirectly, any guarantee, indemnity or similar form of financial assistance to any person unless the amount of the guarantee, indemnity or other assistance is limited to a fixed or determinable amount [except a guarantee provided in accordance with Rule G] and margin is provided for by the member pursuant to this Rule G.  The margin required with respect to any such guarantee, indemnity or financial assistance shall be the amount thereof, less the loan value (calculated in accordance with Rule G) of any collateral available to the member in respect of the guarantee, indemnity or assistance and, in the case of guarantees, provided in accordance with Rule G, no margin shall be required.

Rule G.3.00 
Records and Audit

G.3.01
Records

In addition to any original records otherwise specified in the Rules of the Exchange, each member shall prepare and maintain current, at least the following books and records relating to its business:

1.
blotters (or other records of original entry) containing an itemized daily record of all purchases and sales of securities, all receipts and deliveries of securities (including certificate numbers), all receipts and disbursements of cash and all other debits and credits.  Such records shall show the account for which each such transaction was effected, the name and amount of securities, the unit and aggregate purchase or sale price (if any), the trade date, and the name or other designation of the person from whom purchased or received or to whom sold or delivered;

2.
a general ledger (or other records) maintained in detail reflecting all assets and liabilities, income and expense and capital accounts;

3.
ledger accounts (or other records) itemizing as to each account of every client, all purchases, sales, receipts, and deliveries of securities and commodities for such account and all other debits and credits to such account;

4.
ledgers (or other records) reflecting the following:

a.
securities in transfer;

b.
dividends and interest received or credited;

c.
securities borrowed and securities loaned;

d.
monies borrowed and monies loaned (together with a record of the collateral therefor and any substitutions in such collateral);

e.
securities failed to receive and failed to deliver;

5.
a securities record or ledger reflecting separately for each security as of the trade or settlement dates all "long" and "short" positions (including securities in safekeeping) carried for the member's account or for the account of clients, showing the location of all securities long and the offsetting position of all securities short and in all cases the name or designation of the account in which each position is carried;

6.
a record of each order, and of any other instruction, which may be a copy of the order or instruction, given or received for the purchase or sale of securities, whether executed or unexecuted, showing:  

a.
the terms and conditions of the order or instruction and of any modification or cancellation of the order or instruction;

b.
the account to which the order or instruction relates;

c.
if the order or instruction is placed by an individual other than the person in whose name the account is operated or an individual duly authorized to place orders or instructions on behalf of a client that is a company, the name, sales number or designation of the individual placing the order or instruction;

d.
the time of entry of the order or instruction, and, if the order is entered pursuant to the exercise of discretionary power of a registrant or any employee of the registrant, a statement to that effect;

e.
the price at which the order or instruction was executed; and

f.
to the extent feasible, the time of execution or cancellation.

The record of each order must be retained for five years for executed orders and two years for unexecuted orders; 
7.
a record in respect of each account containing the name and address of the beneficial owner (and guarantor, if any) of such account; written authorization, or ratification from the client where trading instructions were received from any other person, naming such person;

and in the case of a margin account a properly executed margin agreement containing the signature of such owner (and guarantor, if any) provided that, in the case of a joint account or an account of a corporation, such records are required only in respect of the person or persons authorized to transact business for such account; 
8.
a record of all puts, calls, spreads, straddles and other options in which the member has any direct or indirect interest or which the member has granted or guaranteed, containing at least an identification of the security and the number of units involved; and

9.
a record of the proof of money balances of all ledger accounts in the form of trial balances and a record of the computation of risk adjusted capital.  Such trial balances and computations shall be prepared currently at least once a month and be kept available for inspection by the Panel Auditor or Exchange.

10.
A record of all margin calls whether such calls are made in writing, by telephone or other means of communication.

11.
A Statement of Account shall be sent at the end of each month to each client in whose account there have been any transactions recorded therein, exclusive of entries regarding interest and dividends. Statements shall also be sent to all clients having open security positions or money balances at the end of each quarter.  Quarterly statements shall set forth the dollar balance carried forward, and security position as of the statement date. Statements shall indicate all securities which are segregated or held for safekeeping.

a.
Every statement of account issued to a client by a member or affiliated company shall bear the following notation:

"Any free credit balances represent funds payable on demand which, although properly recorded on our books, are not segregated and may be used in the conduct of our business."

b.
Where a register and transfer agent will not transfer a security for reasons other than because of the issuance of a cease trading order or suspension from trading, a member shall not be required to deliver to a client the statement of account required above more frequently than once every twelve months.

c.
A copy of all statements shall be retained by each member for a period of five years.
G.3.01.1
Confirmation

1.
A member that has acted in the purchase or sale of a security upon the Exchange (which also includes a purchase or sale made through the facilities of the Exchange) shall promptly send or deliver to his client, a written confirmation of the purchase or sale setting forth the following:


1)
the quantity and description of the security;

2)
the consideration;

3)
whether the member was acting as principal or agent;

4)
if acting as agent, the name of the member from or to or through whom the security was bought or sold;

5)
the day upon which the purchase or sale took place;

6)
the commission, if any, charged in respect of such purchase or sale;

7)
the name of the registered representative or other person instructed by the client to make the purchase or sale;

8)
the Exchange on which the purchase or sale took place.

9)
and in the case of stripped coupons and residual debt instruments, the confirmation shall also disclose:

(a)
the yield thereon calculated on a semi-annual basis in a manner consistent with the yield calculation for the debt instrument which has been stripped; and

(b)
the yield thereon calculated on an annual basis in a manner consistent with the yield calculation for other debt securities which are commonly regarded as being competitive in the market with such coupons or residuals such as guaranteed investment certificates, bank deposit receipts and other indebtedness for which the term and interest rate is fixed.

2.
For the purposes of the above, the member or registered representative may be identified in a written confirmation by means of a code or symbols provided the written confirmation also contains a statement that the name of the member or registered representative will be furnished to the client on request.

3.
Where a member uses a code or symbols for identification in a confirmation, the member shall, if requested by the Exchange, file the code or symbols and their meaning within five days of any change in or addition to the code or symbols or their meaning.

4.
Every member who has acted as agent or principal in connection with any trade in a security shall promptly disclose to the Exchange, upon request by the Exchange, the name of the client for whom the security was bought or sold.

5.
Subclause (4) of clause (1), need not be complied with if the written confirmation contains a statement that the name of the member from or to or through whom the security was bought or sold will be furnished to the client on request.

6.
A copy of all confirmations shall be retained by each member for a period of five years.
7.
If the client is located in the United Kingdom and the security is classified as a venture listing, the Member must advise that the security is classified as a venture listing and thereby may carry a high degree of risk.

8.
Notwithstanding the provisions of this Rule, a member shall not be required to provide a confirmation to a client in respect of a trade in:


an account of a client managed on a discretionary basis by a person (other than the member), registered under any applicable legislation to so manage such account provided that:

a.
the client has given prior written waiver of the requirement to be sent a confirmation; and

b.
the confirmation required pursuant to this Rule is sent to the person managing the account as if they were the client.

Each such waiver may be terminated by the client by notice in writing.  The termination notice shall be effective upon receipt of the written notice by the member except with respect to transactions entered into prior to the receipt of such notice.

G.3.01.2
Electronic Confirmations

If a client falls within the definition of "Acceptable Counterparties" or  "Acceptable Institutions" as defined in the General Notes and Definition Section of the Joint Regulatory Financial Questionnaire & Report (Form 1), Rule G.3.01.1 may be complied with by delivery of the confirmation of purchase and sale to the client by electronic means, provided that

1.
the client has authorized the member to deliver the confirmation by electronic means,

2.
the system conducting the electronic transfer has been approved by the Exchange,

3.
the electronic transfer of the confirmation complies with all other requirements in Rule G.3.01.1, and

4.
the electronic transmission is capable of being readily reproduced in printed form.

G.3.01.3
Record of Complaints 

1.
Each member must keep an up-to-date record in a central place of all written complaints received by the member that relate in any way to the conduct, business or affairs of the member or of a director, partner, officer or employee of the member.

2.
A complaint and any reply to the complaint must be retained for twenty-four months from the date of receipt of the complaint by the member and must be made available to the Exchange upon the request of the Exchange.

Guide to interpretation of Rule G.3.01


Rule G.3.01 represents a codification of record keeping practices now followed by members in that it specifies the various items of information which must be reflected upon the member's books.  The rule does not, however, require the various books and records specified therein to be kept on any prescribed form or type of book, ledger or card system.  Records may be kept by means of mechanical, electronic or other devices where such method of record keeping is not prohibited under applicable legislation and the member:

a.
takes adequate precautions, appropriate to the means used, to guard against the risk of falsification of the information recorded; and

b.
provides a means for making the information available in an accurate and intelligible form within a reasonable time to any person lawfully entitled to examine the records.

G.3.02
Auditors - Panel

The Exchange shall select a panel of auditors each of whom shall have practiced in Canada for not fewer than five years and shall be known as a Panel Auditor and each member shall appoint an auditor from the panel of auditors.

G.3.03
Annual Audits and Periodic Questionnaires

1.
The Panel Auditor appointed by the member under Rule G.3.02 shall, in each year as at a permanent date fixed by the Exchange, make an examination of the financial affairs of such member and affiliated company of which they have been appointed auditor and shall prepare a balance sheet as at such date together with such other statements and reports as deemed advisable and shall also make such further examinations and prepare such further statements and reports as the Exchange may direct.

All such statements and reports shall be filed by the Panel Auditor with the Exchange within seven weeks of the date as of which such statements are required to be prepared.  If an extension is required, a written request should be made to the Exchange indicating the reason for the extension, an estimate of the Risk Adjusted Capital and specifying the date on which the statements and reports are proposed to be delivered.

2.
Each member and affiliated company shall, as at such time as the Exchange may require, file with the Exchange an answer to a financial questionnaire in such form as may be prescribed by the Exchange.

3.
The Exchange may from time to time specify the form of balance sheets, statements and reports to be supplied by the Panel Auditors and the members and affiliated companies.

G.3.04
Special Examinations

The Exchange may at any time require any Panel Auditor or the Exchange auditor or Exchange to make any general or special examination of the financial affairs of any member or affiliated company or to report upon the whole or any aspect of the business or affairs thereof and in either case and in addition thereto to regulate and generally supervise the operations of the member or affiliated company for such period and in such manner as the  Exchange may direct.

G.3.05
Access to Records

Every Panel Auditor, Exchange auditor and the Exchange, for the purpose of any examination under this section, shall, with the knowledge of the member, be entitled to free access to all books of account, securities, cash, documents, bank accounts, vouchers, correspondence and records of every description of the member or affiliated company whose financial affairs are being examined and no person, member or affiliated company shall withhold, conceal, destroy or refuse to give any information or thing reasonably required by Panel Auditor, Exchange auditor, or Exchange for the purpose of their examination.

G.3.06
Expenses of Panel Auditor

The member shall pay to the Panel Auditor the expenses of every examination, report, regulation and supervision under this Rule G made by them subject to full repayment thereof forthwith by the member or affiliated company concerned.

G.3.07
Change of Accounting System, Business, Association, etc.

The Exchange may in writing require any member or affiliated company to alter, supplement or replace any system of bookkeeping or record keeping, or the course or method of handling securities, borrowing monies or generally conducting business, or to alter or dispense with any financial arrangement or business association or affiliation direct or indirect of which the Exchange disapproves, and to comply with any requirement of the Exchange.

G.3.08
Suspension if Audit or Report Unsatisfactory 

Where the Board determines as a result of the report of the Exchange Auditor, the Exchange or Panel Auditor or from any other information given to or obtained by it that a member or affiliated company is insolvent or does not have risk adjusted capital (after deductions) satisfying the requirements hereinafter referred to or otherwise is in such financial condition that the Board in its discretion deems it is undesirable in the public interest or in the interest of the Exchange that such member or affiliated company should continue to carry on business, the Board may at any time suspend such member or revoke the approval of such affiliated company concerned for such period and on such terms and conditions as the Board may determine and notice thereof shall be forthwith mailed or delivered to each member and may be announced through the facilities of the Exchange.

G.3.09
Requirement to Provide Information

Every member shall give or procure and give to the Exchange such material, information, reports and financial statements as the Board may from time to time prescribe.

G.3.10
Conduct of Audit

Audits by Panel Auditors shall be conducted in accordance with generally accepted auditing standards and shall include a review of the accounting system, the internal accounting control and procedures for safeguarding assets. It shall include all audit procedures necessary under the circumstances to support the opinions which must be expressed in the Panel Auditor's reports of Parts I and II of the Joint Regulatory Financial Questionnaire and Report (Form 1).  Because of the nature of the industry, the substantive audit procedures relating to the financial position must be carried out as of the audit date and not as of an earlier date, notwithstanding that the audit is otherwise conducted in accordance with generally accepted auditing standards.

G.3.11
Scope

The scope of the audit shall include the following procedures, but nothing herein shall be construed as limiting the audit or permitting the omission of any additional audit procedure which any Panel Auditor, would deem necessary under the circumstances. For purposes of this rule, tests fall into two basic categories (as described in the CICA Handbook);

(i)
specific item tests, whereby the auditor examines individual items which he or she considers should be examined because of their size, nature or method of recording; and

(ii)
representative item tests, whereby the auditor’s objective is to examine an unbiased selection of items.  The determination of an appropriate sample on a representative basis may be made using either statistical or non-statistical methods.
In determining the extent of the tests appropriate in subclauses (a), (b), (c) and (d) of (1) below, the Panel Auditor should consider the adequacy of the system of internal control and the level of materiality appropriate in the circumstances so that in the auditor’s professional judgment the risk of not detecting a material misstatement, whether individually or in the aggregate is reduced to an appropriately low level (e.g., in relation to the estimated Risk Adjusted Capital and Early Warning reserves).

The Panel Auditor shall:

1.
As of the audit date:

a.
compare ledger accounts with the trial balances obtained from the general and subsidiary ledgers and prove the subsidiary ledger totals with their respective control accounts (see below re: Electronic Data Processing);

b.
account for, by physical examination and comparison with the books and records, all securities, including those held in safekeeping or in segregation, currencies and other like assets on hand, in vault or otherwise in the physical possession of the member. Where the nature and size of a member's operation is such that there are employees who are independent of those employees who handle or record securities, such independent employees may undertake all or a portion of the count and examination under the Panel Auditor's supervision.  The Panel Auditor should test count and compare with the independent employees' counts and the security position records, sufficient securities so as to be satisfied that the entire count was materially correct. The Panel Auditor must maintain control over these assets until the physical examination has been completed;

c.
on a test basis, verify securities in transfer and in transit between offices of the member;

d.
review the balancing of security positions and open commodity and option contracts. Review the reconciliation of all mutual funds, brokers, dealers and clearing accounts.  Where a position or account is not in balance according to the records (after adjustment to the physical count), ascertain that an adequate provision has been made in accordance with the Notes and Instructions for out of balance positions embodied in Statement B of the Joint Regulatory Financial Questionnaire and Report (Form 1) for any potential loss;
e.
review bank reconciliations.  After allowing at least ten business days to elapse, obtain bank statements, cancelled cheques and all other debit and credit memos directly from the banks and by appropriate audit procedures substantiate on a test basis the reconciliations with the ledger control accounts as of the audit date;

f.
ensure that all custodial agreements are in place for securities lodged with acceptable locations.  In addition, for locations classified as other foreign securities locations, the Panel Auditor must obtain evidence, on an annual basis of approval of such locations as documented in the minutes of the Board of Directors and/or other duly constituted Board committee meetings of the member;

g.
shall obtain written confirmation with respect to the following: 

1)
bank balances and other deposits including hypothecated securities;

2)
money, security positions and open commodity and option contracts including deposits with the clearing houses and like organizations and money and security positions with mutual fund companies;

3)
money and securities loaned or borrowed (including subordinated loans) together with details of collateral received or pledged, if any;

4)
accounts of or with brokers or dealers representing regular, joint and contractual commitment positions including money and/or security positions and open commodity and option contracts;

5)
accounts of directors and officers or partners, including money and/or security positions and open commodity and option contracts;

6)
accounts of clients, employees and shareholders, including money and/or security positions and open commodity and option contracts;

7)
guarantees in cases where required to margin (protect) accounts guaranteed as at the end of the year subject to audit;

8)
statements from the member's lawyers as to the status of lawsuits and other legal matters pending which, if possible, should include an estimate of the extent of the liabilities so disclosed;

9)
all other accounts which, in the opinion of the Panel Auditor, should be confirmed;


Compliance with the confirmation requirements shall be deemed to have been made if positive requests for confirmation have been mailed by the Panel Auditor in an envelope bearing his return address and second requests are similarly mailed to those not replying to the initial request.  Appropriate alternate verification procedures must be used where replies to second requests have not been received.  For accounts mentioned in (4), (6) and (7) above, the Panel Auditor shall:

(i)
select specific accounts for positive confirmation based on (a) their size (all accounts with equity exceeding a certain monetary amount, such amount being related to the level of materiality) and (b) other characteristics such as accounts in dispute, accounts that are significantly undermargined, nominee accounts and accounts that would require significant margin without the existence of an effective guarantee, and 

(ii)
select a representative sample from all other accounts and sufficient extent to provide reasonable assurance that a material error, if it exists, will be detected.  For accounts in (4), (6) and (7) above that are not confirmed positively, the Panel Auditor shall mail statements with a request that any differences be reported directly to the Panel Auditor.  Clients' accounts without any balance whatsoever and those closed since the last audit date shall also be confirmed on a test basis using either positive or negative confirmation procedures, the extent to be governed by the adequacy of the system of internal control.


Where a reply to a positive confirmation request for a guarantee in (7) above has not been received, the guarantee shall not be accepted for margin purposes in respect of the account guaranteed unless and until a written form of confirmation of the guarantee has been received by the Panel Auditor [or by the member if subsequent to the filing of the Joint Regulatory Financial Questionnaire & Report (Form 1)], or a new guarantee agreement is signed by the client.  If a guarantor responds to a positive or negative confirmation disputing the validity of the guarantee or the extent of the guarantee, such guarantee shall not be accepted for margin purposes until the dispute is resolved and the confirmation of the guarantee is provided in acceptable form.  In addition to the confirmation procedures, the Panel Auditor should review a sample of guarantee agreements to ensure duly executed and completed agreements exist and such agreements comply with the minimum requirements of Rule G.2.00;

h.
subject the Statements in Part I and Schedules in Part II to audit tests and/or other auditing procedures to determine that the margin and capital requirements, which are used in the determination of the excess (deficiency) of risk adjusted capital are calculated in accordance with the rules in all material respects in relation to the financial statements taken as a whole;

i.
obtain a letter of representation from the senior officers of the member with respect to the fairness of the financial statements including, among other things, the existence of contingent assets, liabilities and commitments.

2.
Review the accounting system and the system of internal control of the member, paying particular attention to the procedures maintained for the safeguarding of securities and in this regard shall ensure that the tests are designed in such a way as to cover the entire period under review and:

a.
check on a test basis that the member's procedures are such that securities held for safekeeping are described on both statements rendered to the client and on the member's security position record as being so held;

b.
Complete and report on the results of applying the prescribed procedures contained in the Report on Compliance for Segregation of Securities in the Joint Regulatory Financial Questionnaire & Report (Form 1).


"Securities held for safekeeping" means those securities held by a member for a client pursuant to a written safekeeping agreement.  These securities must be free from any encumbrance, be kept apart from all other securities and be identified as being held in safekeeping for a client in a member's security position record, client's ledger and statement of account.  Securities so held can only be released pursuant to an instruction from the client and not solely because the client has become indebted to the member.


"Segregated securities" means those clients' securities which are unencumbered and which have either been fully paid for or are excess margin securities.  Segregated securities must be distinguished as being held in trust for the client owning the same. These securities must be described as being held in segregation on the member's security position record (or related records), client's ledger and statement of account.  Whenever a client becomes indebted to a member, the member has the right to use, by sale or loan, previously segregated securities to the extent reasonably necessary to cover the indebtedness.

G.3.12
Additional Reporting Requirements

In addition, the Panel Auditor shall:

1.
Complete and report on the results of applying the prescribed procedures contained in the Report on Compliance for Insurance in the Joint Regulatory Financial Questionnaire & Report (Form 1);

2.
report whether the Exchange seats operated by the member are owned outright and free of any encumbrance; and

3.
report on any subsequent events, to date of filing, which have had a material adverse effect on the excess (deficiency) of risk adjusted capital.

4.
comment on any material inadequacies found to exist in the accounting system, the internal accounting control or in the procedures for safeguarding securities and shall indicate any corrective action the member has taken or which the member proposes to implement.  These comments may form part of the complete filing or may be submitted in a separate filing.

5.
notify immediately the self-regulatory body having primary audit jurisdiction of a capital deficiency or any situation which would, in the Panel Auditor’s opinion, affect the member’s ability to continue as a member in good standing.  In situations involving uncertainties or doubt, immediate consultation with the applicable self-regulatory body in advance of submitting the formal report would be appropriate.    

G.3.13
Computer Control and Audit Guidelines

The Panel Auditor's review of the accounting system, the internal accounting control and procedures for safeguarding securities prescribed in the above audit requirements should encompass any in-house or service bureau EDP operations.  As a result of such review and evaluation, the Panel Auditor may be able to reduce the extent of detailed checking of clients and other account statements to trial balances and security position records.

G.3.14
Retention of Audited Questionnaire and Working Papers

Copies of the Joint Regulatory Financial Questionnaire and Report (Form 1) and all audit working papers shall be retained by the Panel Auditor for six years.  The two most recent years shall be kept in a readily accessible location.  All working papers shall be made available for review by the Exchange and the Canadian Investor Protection Fund.

G.3.15
Reporting Breaches of Exchange By-laws or Rules

If the Panel Auditor observes, during the regular conduct of his audit, any material breach of the by-laws or rules of the Exchange pertaining to the calculation of the member's financial position, handling and custody of securities and maintenance of adequate records he shall make a report to the Exchange.

G.3.16
Monthly Margin Report

1.
Each member and related company of a member shall, within seven business days of the end of each month, file with the Exchange a report, in the form prescribed by the Exchange, in respect of all cash, margin and inventory (positions) accounts carried by them on which the debit balance (loan value) as of the immediately preceding month-end exceeded $50,000 to a maximum of twenty accounts, of which no more than ten shall be the largest reportable inventory positions and the balance shall be the largest reportable cash or margin accounts.

2.
Where a member or a related company of a member does not have any margin accounts to report under clause (1), the member or the related company shall file a nil report under that clause.

3.
The report filed under clause (1) shall be certified as being correct by:

a.
the chief financial officer or the vice-president of Finance, or the treasurer, and

b.
the chief executive officer, or the chief operating officer,

of the member or the related company of the member, and the certification shall include confirmation by the certifying officers that they have reviewed the report in its entirety, notwithstanding that it may be comprised of a number of separate schedules.

4.
members and related companies of members which do not maintain inventory accounts or client accounts may request an exemption from the requirements of this section, provided that the exemption shall only be granted upon receipt by the Exchange of an undertaking by the member or the related company in a form acceptable to the Exchange, not to commence to open and maintain client and inventory accounts while the exemption remains in force.

G.3.17
Release of Information by the Exchange

1.
The Exchange may at any time provide information to Canadian or foreign law enforcement organizations, regulatory organizations, self-regulatory organizations or clearing houses.

2.
The Exchange shall not release any information pursuant to this Rule without the approval of the President, the Executive Vice-President or the Vice-President of Compliance.

3.
The Exchange shall not release information pursuant to this Rule unless, in the opinion of the Exchange, such information is relevant to the preservation of the integrity of the financial services industry or the provision of such information is in the public interest.

4.
The Exchange may enter into arrangements for the release of information in a manner consistent with the terms of this Rule.

5.
The term "information" in this Rule includes any information which the Exchange obtains by any means and any document or other medium upon which such information is stored.

6.
All persons under the jurisdiction of the Exchange shall be deemed to have authorized the Exchange to provide information in accordance with this Rule, including, without limiting the generality of the above, information obtained by the Exchange in accordance Exchange requirements.  Further, all persons under the jurisdiction of the Exchange shall be deemed to have released the Exchange and each of its Board members, officers and employees from any and all liability whatsoever which may arise by the provision of such information in accordance with this Rule .

7.
When it does not prejudice the confidentiality of an investigation to do so, an Exchange officer referred to in clause (2) may advise the member of any information released under this rule.

G.3.18
Member Application Audit Requirement

1.
The new membership applicant shall submit to the Exchange:

a.
financial statements of the applicant as of a date not more than 45 days prior to the date of application for membership (or as of such other date as the Exchange may require), prepared in accordance with the Joint Regulatory Financial Questionnaire & Report (Form 1), as prescribed by the Exchange for filing annually by its members, and audited by an auditor acceptable to the Exchange;

b.
an additional report by the applicant's auditor to the effect that, based on his examination of the affairs of the applicant, the applicant keeps a proper system of books and records; and

c.
such additional financial information, if any, relating to the applicant as the Exchange may, in its discretion, request.

2.
Notwithstanding the provision of clause (a) above, if the applicant has been a member of a recognized Canadian self-regulatory organization for a period in excess of fifteen months, such applicant may, in lieu of the financial statements referred to in said subclause (a), submit to the Exchange its latest audited financial statements together with:

a.
a copy of the last monthly financial report filed by such applicant with the relevant self-regulatory organization; and

b.
a "comfort" letter from the recognized self-regulatory organization having primary audit jurisdiction over the applicant, relating to the applicant's standing with such organization in compliance, disciplinary and regulatory matters and in a form which is satisfactory to the Exchange.


If such applicant wishes to transfer to the audit jurisdiction of the Exchange, the applicant shall submit to the Exchange audited financial statements as of a date not more than 90 days prior to the date of application for transfer.

G.3.19
Late Filing Fees

Each member shall be liable for and pay to the Exchange fees in the amounts prescribed from time to time by the Board for the failure of the member, its auditors or any person acting on its behalf, to file any report, form, financial statement or other information required under this Rule G.3.00 within the times prescribed by this Rule G.3.00, the  Board, the Exchange or the terms of such report, form, financial statement or other information, as the case may be.

G.3.20
Internal Controls 

Every member shall establish and maintain adequate internal controls in accordance with the Internal Control Policy Statements.

G.3.21
Affiliated Companies

Affiliated companies as defined by the self-regulatory bodies will be subject to the audit as follows:

a.
All such affiliated companies of members will be subject to these audit instructions and capital requirements except as provided hereunder;

b.
Affiliated companies who are regulated under the S.E.C. will be subject to the audit procedures and capital requirements of that organization and will not be examined under these instructions.  However, they are required to forward a copy of all statements and questionnaires filed under all S.E.C. audit rules to the applicable self-regulatory body at the same time as the statements and questionnaires are sent to the S.E.C.;

c.
Affiliated firms and corporations which have been specifically exempted from audit and capital requirements by the applicable self-regulatory body will not be examined under these instructions; and

d.
If any doubts arise concerning any associated corporation which may or may not be covered by the above, the auditor should refer the matter in writing to the applicable self-regulatory body forthwith for clarification.

Rule G.4.00 
 Insurance

G.4.01
Mail Insurance

Every member shall effect and keep in force mail insurance against loss arising by reason of any outgoing shipments of money or securities, negotiable or non-negotiable, by first-class mail, registered mail, registered air mail, express or air express, such insurance to provide at least 100% coverage.

G.4.02
Financial Institution Bond

Every member shall, by means of a Financial Institution Bond or Bonds (with Discovery Rider attached or Discovery Provisions incorporated in the Bond) effect and keep in force insurance against losses arising as follows:

Clause A - Fidelity

Any loss through any dishonest, fraudulent, or criminal act of any of its employees, committed anywhere and whether committed alone or in collusion with others, including loss of property through any such act of any of its employees;

Clause B - On Premises

Any loss of money or securities or other property through robbery, burglary, theft, hold-up or other fraudulent means, mysterious disappearance, damage or destruction while within any of the insured's offices, the offices of any banking institution or clearing house or within any recognized place of safe-deposit, as more fully defined in the Standard Form of Financial Institution Bond (herein referred to as the "Standard Form");

Clause C - In Transit

Any loss of money and securities or other property through robbery, burglary, theft, hold-up, misplacement, mysterious disappearance, damage or destruction, while in transit in the custody of any employee or any person acting as messenger except while in the mail or with a carrier for hire other than an armoured motor vehicle company, as more fully defined in the Standard Form;

Clause D - Forgery or Alterations

Any loss through forgery or alteration of any cheques, drafts, promissory notes or other written orders or directions to pay sums in money, excluding securities, as more fully defined in the Standard Form;

Clause E - Securities

Any loss through having purchased or acquired, sold or delivered, or extended any credit or acted upon securities or other written instruments which prove to have been forged, counterfeited, raised or altered, or lost or stolen, or through having guaranteed in writing or witnessed any signatures upon any transfers, assignments or other documents or written instruments, as more fully defined in the Standard Form.

G.4.03
Notice of Termination or Cancellation
Each Financial Institution Bond maintained by a member shall contain a rider containing provisions to the following effect:

1.
The underwriter shall notify the Exchange at least thirty (30) days prior to the termination or cancellation of the Bond, except in the event of termination or cancellation of the Bond due to:

a.
The expiration of the Bond period specified;

b.
Cancellation of the Bond as a result of the receipt of written notice from the insured of its desire to cancel the Bond;

c.
The taking over of the insured by a receiver or other liquidator, or by Provincial, Federal or State officials; or

d.
The taking over of the insured by another institution or entity.

2.
In the event of termination or cancellation of the Bond as an entirety in accordance with clauses 1(b), 1(c), or 1(d), the underwriter shall, upon becoming aware of such termination or cancellation, give immediate written notice of the termination or cancellation to the Exchange.  Such notice shall not impair or delay the effectiveness of the termination or cancellation.

3.
In the event of the takeover of a member by another institution or entity as described in paragraph 1(d); the member shall ensure that there is a bond coverage which provides a period of twelve (12) months from the date of such takeover within which to discover the losses, if any, sustained by the member prior to the effective date of such takeover and the member shall pay, or cause to be paid, any applicable additional premium.

G.4.04
Amounts Required

The minimum amount of insurance to be maintained for each Clause under Rule G.4.02 shall be the greater of:

1.
$500,000 or, in the case of an introducing Type I Arrangement, $200,000; and

2.
1% of the base amount (as defined herein);

provided that for each Clause such minimum amount need not exceed $25,000,000.

For the purposes of this rule, the term "base amount" shall mean the greater of:

1.
The aggregate of net equity for each client determined as the total value of cash and securities owed to the clients by the member less the total value of cash and securities owed by that client to the member; and

2.
The aggregate of total liquid assets and total other allowable assets of the member determined in accordance with Statement A of Form 1 (JRFQR).

G.4.05
Provisos  (Provisos with respect to Rules G.4.02, G.4.03 and G.4.04)

1.
The value of securities in transit in the custody of any employee or any person acting as a messenger shall not at any time exceed the protection provided under Rule G.4.02;

2.
The amounts of insurance required to be maintained by a member shall, as a minimum, be by way of a Financial Institution Bond with a double aggregate limit or a provision for full reinstatement;

3.
Should there be insufficient coverage, a member shall be deemed to be complying with Rule G.4.00 provided that any such deficiency does not exceed 10% of the insurance requirement and that evidence is furnished within two (2) months of the dates of completion of the Quarterly Operations Questionnaire and the annual audit that the deficiency has been corrected.  If the deficiency is 10% or more of the insurance requirement, action must be taken by the member to correct the deficiency within ten (10) days of its determination and the member shall immediately notify the Exchange;

4.
Insurance against Clause E losses (Securities) may be incorporated in the Financial Institution Bond or may be carried by means of a rider attached thereto or by a Separate Securities Forgery Bond;

5.
A Financial Institution Bond maintained pursuant to Rule G.4.02 may contain a clause or rider stating that all claims made under the bond are subject to a deductible, provided that the member’s minimum margin requirement is increased by the amount of the deductible; and

6.
For the purposes of calculating insurance requirements, no distinction is to be made between securities in non-negotiable form and those in negotiable form.

G.4.06
Qualified Carriers

Insurance required to be effected and kept in force by a member pursuant to this Rule G.4.00 must be underwritten directly by either (i) an insurer registered or licensed under the Laws of Canada or any Province in Canada or (ii) any foreign insurer approved by the Exchange.  No foreign insurer shall be approved by the Exchange unless the insurer has the minimum net worth required of $75 million on the last audited balance sheet, provided that acceptable financial information with respect to such corporation is available for inspection and the Exchange is satisfied that the insurer is subject to supervision by regulatory authorities in the jurisdiction of incorporation for the insurer which is substantially similar to the supervision of insurance companies in Canada.

G.4.07
Global Financial Institution Bonds

Where the insurance maintained by a member in respect of any of the requirements under this Rule G.4.00 names as the insured or benefits the member, together with any other person or group of persons, whether within Canada or elsewhere, the following must apply:

1.
The member shall have the right to claim directly against the insurer in respect of losses, and any payment or satisfaction of such losses shall be made directly to the member; and

2.
The individual or aggregate limits under the policy may only be affected by claims made by or on behalf of:

a.
the member,

b.
any of the member's subsidiaries, whose financial results are consolidated with those of the member, or

c.
a holding company of the member provided that the holding company does not carry on any business or own any investments other than its interest in the member


without regard to the claims, experience or any other factor referable to any other person.


G.4.08
Notice

Every member shall give, to the Exchange, written notice with all available particulars of any loss (other than client losses relating to lost document bonds) reported in writing by the member to its insurers or their authorized representatives arising under the financial institution bond or bonds which such member is required to effect and keep in force under Rule G.4.02.  Such notice shall be given within two business days of the member so reporting to the insurer or its authorized representative.

Rule G.5.00 
Concentration of Securities

G.5.01
Definition

1.
"Amounts loaned" includes:

a.
Long Positions

1)
loan value of long securities in margin accounts on settlement date; 

2)
loan value of long securities in regular settlement cash accounts when any portion of the account is outstanding after settlement date;

3)
loan value of long securities in delivery against payment cash accounts when such securities are outstanding after settlement date;

4)
loan value of long inventory positions on trade date;

5)
loan value of new issues carried in inventory twenty business days after new issue settlement date.

b.
Short Positions

1)
market value of short positions in margin accounts on settlement date; 

2)
market value of short positions in regular settlement cash accounts when any portion of the account is outstanding after settlement date;

3)
market value of short positions in delivery against payment cash accounts when such securities are outstanding after settlement date;

4)
market value of short inventory positions on trade date. 

2.
"Security" includes:

a.
all long and short positions in equity and convertible securities of an issuer; 

b.
all long and short positions in debt or other securities other than debt securities with a margin requirement of 10% or less.

3.
“Risk Adjusted Capital” means a member’s Risk Adjusted Capital as calculated before the securities concentration charge (Statement B, line 25 of Form 1) plus minimum capital (Statement B, line 6 Form 1).

G.5.02
Calculation

1.
Security positions which qualify for margin offsets pursuant to Rule G, may be netted for purposes of computing the amount loaned.

2.
Separate calculations must be made for long security positions and short security positions.  The exposure to be compared to the threshold is the greater of the long or short exposure.

3.
In computing the total amount being loaned on long (short) positions for each client on any one security, there may be deducted from the loan value (market value) of the long (short) position:

a.
any excess margin in the client's account, and

b.
25% of the market value of long positions in any non-marginable securities in the account provided that such securities are carried in readily saleable quantities only.

4.
In calculating the amount loaned on long positions for a client, where such client (the “Guarantor”) has guaranteed another client account (the “Guaranteed Account”), any securities in the Guarantor’s account which are used as collateral to reduce margin required in the Guaranteed Account in accordance with Rule G.2.01 shall be included in calculating the amount loaned on each security for the purposes of the Guarantor’s account.

5.
Values of trades with Acceptable Institutions or Acceptable Counterparties, and regulated entities which are outstanding ten business days after settlement date and are:

a.
not confirmed for clearing through a recognized clearing corporation or,

b.
not confirmed by the Acceptable Institutions, Acceptable Counterparties or regulated entities, 


must be included in the concentration calculation in the same manner as delivery against payment cash accounts.

6.
For DAP/RAP accounts of parties which are not Acceptable Institutions or Acceptable Counterparties or regulated entities trades less than ten days past settlement date do not have to be included in the calculation of potential concentrations if they have been confirmed on or before settlement date by a settlement agent which qualifies as an Acceptable Institution.

G.5.03
Concentration - Capital Requirement

1.
Subject to Rule G.5.04, where the total amount being loaned by a member on any one security for all clients and/or inventory accounts as computed under this rule, exceeds an amount equal to two-thirds of the member's Risk Adjusted Capital, before securities concentration charge plus minimum capital, as most recently calculated, an amount equal to 150% of the excess of the amount loaned over two-thirds of the member's Risk Adjusted Capital, before securities concentration charge plus minimum capital, shall be deducted from the Risk Adjusted Capital of the member, unless the excess amount is eliminated within five (5) business days of the date it first occurs.  For long positions, the concentration charge as calculated herein shall not exceed the loan value of the security for which the charge is incurred.

2.
In the event that the total amount being loaned by a member on any one security for all clients and/or inventory accounts as computed under this rule, exceeds an amount equal to one-half of the member's Risk Adjusted Capital before minimum capital, as most recently calculated, and the amount being loaned on any other security which is being carried by a member for all clients and/or inventory accounts as computed under this rule, exceeds an amount equal to one-half of the member's Risk Adjusted Capital before minimum capital as most recently calculated, an amount equal to 150% of the excess amount loaned on the other security over one-half of the member's Risk Adjusted Capital before minimum capital shall be deducted from the Risk Adjusted Capital of the member, unless the excess amount is eliminated within five business days of the date it first occurs.

G.5.04
Concentration of Member's Own Securities 

Notwithstanding Rule G.5.03 above, where the loaned security is a security issued by:

i.
the member, or

ii.
a company where the accounts of a member are included in the consolidated financial statements and where the assets and revenues of the member constitute more than 50% of the consolidated assets and 50% of the consolidated revenue, respectively, of the company, based on the amounts shown in the audited consolidated financial statements of the company and the member for the preceding fiscal year,

and the total amount loaned by the member on any one such security for all clients, as calculated hereunder, exceeds an amount equal to one-third of the member's Risk Adjusted Capital before securities concentration charge plus minimum capital as most recently calculated, an amount equal to 150% of the excess of the amount loaned over one-third of the member's Risk Adjusted Capital before securities concentration charge plus minimum capital shall be deducted from the Risk Adjusted Capital of the member, unless the excess amount is eliminated within five (5) business days of the date it first occurs.  For long positions, the concentration charge as calculated herein shall not exceed the loan value of the security for which the charge is incurred.

G.5.05
Application of Concentration Charge

For the purposes of calculating the concentration charges as required by Rule G.5.03 and Rule G.5.04, such calculations shall be performed for the first five securities in which there is a concentration.

G.5.06
Reporting

Where there is an over exposure in a security and the special capital charge as referred to in Rule G.5.03 or G.5.04 would produce either a capital deficiency or a violation of the Early Warning Rule, the member must report the over concentration situation to the Exchange on the date the over concentration first occurs.

Rule G.6.00
Cash and Securities Loan Agreements

G.6.01
General

1.
For the purposes of this section,

a.
"overnight cash loan agreements" mean oral or written agreements whereby a member deposits cash with another member for a period not exceeding two business days; and

b.
"Schedule I Bank" means a Schedule I Bank pursuant to the Bank Act (Canada) that has a capital and reserves position of one billion dollars ($1,000,000,000) or more at the time of the securities loan transaction.

2.
Written Agreements - with the exception of overnight cash loan agreements, all other cash and securities loan agreements must be in writing and provide, at a minimum, for the following:

a.
the rights of either party to retain (and/or realize on) the securities delivered to it by the other party pursuant to the loan in the event of default by the other party;

b
events of default;

c.
for the treatment of the value of securities or collateral held by the non-defaulting party that is in excess of the amount owed by the defaulting party;

d.
either:

1)
for the provisions enabling the parties to set off their debts; or

2)


a)
for provisions enabling the parties to effect a secured loan and, in particular, for the continuous segregation by the lender of securities held by it as collateral for the loan; and

b)
if the parties intend to effect a secured loan, where there is available to the lender more than one method of perfecting its security interest in the collateral, the lender must perfect such interest in a manner that provides it with the higher priority in a default situation; and

e.
if the parties intend to rely on set off or effect a secured loan, for the securities borrowed and the securities loaned to be, pursuant to applicable legislation, free and clear of any trading restrictions and duly endorsed by the transfer.

3.
Failure to fulfil the condition of clause (2) will result in:

a.
the cash or market value of the collateral given by the borrower to the lender being deducted from net allowable assets of the borrower; and

b.
the cash or market value of the loan given by the lender to the borrower being deducted from the net allowable assets of the lender.


except where the counterparty is an acceptable institution in which case, no margin need be provided.

G.6.02
Buy-in (Liquidity Transactions) Procedures

Buy-ins must be commenced within two business days of the giving of notice for the buy-in.

G.6.03
Accounting System

Rule G.3.00 applies with respect to record-keeping and control for all securities borrowed and loaned.

G.6.04
Rules for Cash and Securities Loan Transactions between Regulated Entities

1.
Written Agreement - in addition to the clauses required in Rule G.6.01(2), a written cash or securities loan agreement shall provide that the parties acknowledge that either has the right to call for any shortfall in the difference between the collateral and the borrowed securities at any time.

2.
where the cash or securities loan is processed through an acceptable clearing corporation, confirmation and month-end statements need not be issued between members.

3.
letters of credit issued by Schedule I Banks may be used as collateral.

4.
for purposes of this rule, acceptable clearing corporations are as defined in Form 1.

G.6.05
Rules for Cash and Securities Loan Transactions between Members and Acceptable Institutions or Acceptable Counterparties

1.
Confirmations and month-end statements shall be issued.

2.
Letters of credit issued by Schedule I Banks may be used as collateral.

G.6.06
Rules for Cash and Securities Loan Transactions between Members and all Other Lenders

1.
Marking to Market


Borrowed securities and collateral must be marked to market daily on a one-for-one basis.

2.
Loan Accounts


Loan accounts must be maintained separate from securities trading accounts maintained by members.

3.
Collateral

a.
Securities Pledged


The securities pledged as collateral must be held by the member on a fully segregated basis or must be held by a custodian that is an Acceptable Institution or Acceptable Counterparty pursuant to an escrow agreement, acceptable to the Exchange, between the member and the Acceptable Institution or Acceptable Counterparty;

b.
subject to subclause (c) below, securities pledged as collateral must have a margin rate of 5% or less; and

c.
preferred shares convertible into the common shares borrowed or convertible debt securities convertible into the common shares borrowed may be pledged against common stock of the issuer.

4.
Confirmations and Month-end statements

a.
confirmations and month-end statements shall be issued; and 

b.
loans of securities from retail clients shall be recorded separately from trading accounts for retail clients.

5.
Charge to Net Allowable Assets

Failure to fulfil the conditions of clause 2 or 3(c) above will result in a charge to the net allowable assets of the member as provided in Rule G1.05 for short securities balances in the accounts of clients.

G.6.07
Letters of Credit

In a cash or securities loan transaction between an acceptable institution, an acceptable counterparty or a regulated entity, where a letter of credit issued by a Schedule I Bank is used as collateral for the cash or securities loan transaction pursuant to Rules 6.04(3) or 6.05(2), there shall be no charge to the member's capital for any excess of the value of the letter of credit pledged as collateral over the market value of the securities borrowed.

Rule G.7.00
Early Warning System

G.7.01
Designation

A member shall be designated in Early Warning Level 1 or Level 2 according to its capital, profitability and liquidity position from time to time and frequency of designation or at the discretion of the Exchange as provided in this Rule G.7.00.  The terms and definitions used in this rule shall have the same meanings as used in Statement C and Schedules 13, 13A of Form 1 of the Exchange, unless otherwise defined in the by-laws or rules or the context requires, and reference shall be made to such Statements and Schedules in interpreting this rule.

G.7.02
Level 1

A member shall be designated in Early Warning Level 1 if at any time:

Liquidity

Its Early Warning Reserve is a negative number; or

Capital

Its risk adjusted capital is less than 5% of total margin required; or

Profitability

1.
The quotients obtained by dividing each of

a.
risk adjusted capital as at (the date of calculation); and

b.
risk adjusted capital as at the end of the preceding month,


by the average of the net profit or loss (before interest on internal subordinated debt, bonuses, income taxes and extraordinary items) for the six month period ending with (i) the current month and (ii) the preceding month, respectively, where such average is a loss, are

c.
both greater than or equal to three but less than six, or

d.
the quotient obtained using the number in subclause (a) above as a divisor is greater than or equal to three but less than six and the quotient using the number in subclause (b) above as a divisor is less than three; or

2.
The risk adjusted capital (at the time of calculation) is less than six times the net loss (as defined above) for the current month; or

Discretionary

The condition of the member, in the sole discretion of the Exchange, is not satisfactory for any reason including, without limitation, financial or operating difficulties, problems arising from record keeping conversion or significant changes in clearing methods, the fact that the member is a new member or the member has been late in any filing or reporting required pursuant to the by-laws and rules.

G.7.03
Level 1 Provisions

If a member is designated in Early Warning Level 1 then, notwithstanding the provisions of any rule (other than Rule G.7.05), regulation, ruling or policy of the Exchange, the following provisions shall apply:

1.
The Chief Executive Officer and Chief Financial Officer of the member shall immediately deliver to the Exchange a letter containing the following:

a.
advice of the fact that any of the circumstances in Rule G.7.02 are applicable;

b.
an outline of the problems associated with the circumstances referred to in (a) above;

c.
an outline of the proposal of the member to rectify the problems identified; and

d.
an acknowledgement that the member is in Early Warning category and that the restrictions contained in Rule G.7.03, clause (4) below, apply;


a copy of which letter will be provided to the member's auditor and to the Canadian Investor Protection Fund.

2.
The Exchange shall immediately designate the member as being in an Early Warning category Level 1 and shall deliver to the Chief Executive Officer and Chief Financial Officer a letter containing the following:

a.
advice that the member is designated as being in Early Warning category Level 1;

b.
a request that the member file its next monthly financial report required pursuant to Rule G.1.03 no later than fifteen business days or, in the discretion of the Exchange if he considers it to be practicable, such earlier time following the end of the relevant month;

c.
a request that the member respond to the letter as required in clause (3) below and that such response, together with the notice received pursuant to clause (1) above, will be forwarded to the Canadian Investor Protection Fund and may be forwarded to any securities commission having jurisdiction over the member;

d.
advice that the restrictions referred to in clause (4) below shall apply to the member;

e.
such other information as the Exchange shall consider relevant.

3.
The Chief Executive Officer and the Chief Financial Officer of the member shall  respond by letter signed by them both within five business days of receipt of the letter referred to in clause (2) above, with a copy to be sent to the auditor of the member, containing the information and acknowledgement required pursuant to clause (1), subclauses (b), (c) and (d) above, to the extent not previously provided, or an update of such information if any material circumstances or facts have changed.

4.
If and so long as the member remains designated as being in an Early Warning category, it shall not without the prior written consent of the Exchange:

a.
reduce its capital in any manner including by redemption, repurchase or cancellation of any of its shares;

b.
reduce or repay any indebtedness which has been subordinated with the approval of the Exchange;

c.
directly or indirectly make any payments, including those by way of loan, advance, bonus, repayment of capital, contractual agreement or other distribution of assets to any director, officer, partner, shareholder, or any related connected, associated party or affiliated company; or

d.
increase its non-allowable assets (as specified by the Exchange) unless a prior binding commitment to do so exists or enter into any new commitments which would have the effect of materially increasing the non-allowable assets of the member.

5.
If and so long as the member remains designated as being in an Early Warning category, it shall continue to file its monthly financial reports within the time specified pursuant to subclause (b) of this Rule G.7.03, clause (2).

6.
As soon as practicable after the member is designated as being in an Early Warning category, the Exchange shall conduct an on-site review of the member's procedures for monitoring capital on a daily basis and prepare a report as to the results of the review.


The Exchange shall also advise any Exchange Committee as required by the Board of the fact that a member has been designated as being in an Early Warning category Level 1 and shall, at the request of that Committee, disclose the name of the member to the Committee.

No member shall enter into any transaction or take any action, as described in any of subclauses (a), (b), (c), or (d), of clause (4) of this Rule G.7.03 which when completed would have, or would reasonably be expected to have, the effect on the member as described in Rule G.7.02, without first notifying the Exchange in writing of its intention to do so and receiving the written approval of the Exchange prior to implementing such transaction or action.

G.7.04
Level 2

A member shall be designated in Early Warning Level 2 if at any time:

Liquidity

Its Early Warning Excess is a negative number

Capital

Its risk adjusted capital is less than 2% of total margin required or

Profitability

1.
The quotients obtained by dividing each of

a.
risk adjusted capital as at (the date of calculation) and

b.
risk adjusted capital as at the end of the preceding month by the average of the net profit or loss (before interest on internal subordinated debt, bonuses, income taxes and extraordinary items) for the six month period ending with (i) the current month and (ii) the preceding month, respectively, where such average is a loss, are

c.
both less than three or

d.
the quotient obtained by using the number in subclause b. as a divisor is greater than or equal to three but less than six, and the quotient obtained by using the number in clause (1) above is less than three or

2.
The risk adjusted capital (as at the time of calculation) is less than three times the net loss (as defined above) for the current month or

3.
The risk adjusted capital (as at the time of calculation) is less than the total net profit or loss (as defined above) for the three months ending with the current month.

Frequency

a.
It has been designated in an Early Warning level (any combination of Levels 1 and 2) three or more times in the preceding six months or

b.

It has been designated in Early Warning Level 1 under the profitability criteria and at the time has been designated in Early Warning Level 1 under either the liquidity or capital criteria.

Discretionary

The condition of the member, in the sole discretion of the Exchange, is not satisfactory for any reason including, without limitation, financial or operating difficulties, problems arising from record keeping conversion or significant changes in clearing methods, the fact that the member is a new member or the member has been late in any filing or reporting required pursuant to the by-laws and rules.

G.7.05
Level 2 Provisions

If the member is designated as being in Early Warning Level 2, the following provisions shall apply in addition to the provisions of Rule G.7.03 which shall continue to apply except to the extent inconsistent with this Rule G.7.05:

1.
The Chief Executive Officer and Chief Financial Officer of the member shall immediately deliver to the Exchange a letter advising that the circumstances of this Rule G.7.05 are applicable to the member.

2.
The member shall file its monthly financial reports no later than ten business days or, at the discretion of the Exchange if he considers it to be practicable, such earlier time following the end of the relevant month.

3.
The Chief Executive Officer and the Chief Financial Officer of the member shall attend at the offices of the Exchange to outline the proposals of the member for rectifying the problems which account for the member being designated as being in Early Warning Level 2.

4.
The member shall file a weekly financial report containing the same information required in a monthly financial report pursuant to Rule G.1.03 no later than five business days or, at the discretion of the Exchange if it considers it to be practicable, such earlier time following the end of the relevant week.

5.
The member shall file weekly, on a form prescribed by the Exchange, a report of its aged segregation deficiencies and an explanation of the actions proposed to be taken pursuant to Rule F.4.00 to correct such deficiencies.

6.
The member shall prepare and file, within such time of the member being designated in Early Warning Level 2, a business plan relating to the member's business for such period and covering such matters as the Exchange may direct.

7.
The Exchange may request and the member shall provide in such time as the Exchange considers practicable, such reports or information, on a daily or a less frequent basis, as may be necessary or desirable in the opinion of the Exchange to assess and monitor the financial condition or operations of the member.

8.
The Exchange, as soon as practicable after it becomes aware that a member is designated as being in Early Warning category Level 2, shall prepare and submit a report to an Exchange Committee as directed by the Board outlining the financial condition and operations of the member and shall, at the request of the Committee, disclose the name of the member to the Committee.

9.
The member shall pay at the discretion of the Exchange, the reasonable costs and expenses of the Exchange (including staff time) incurred in connection with the administration of this Rule G.7.00 in respect of the member.

10.
The amount of client's free credit balances permitted to be used by a member may be reduced to such amount as the Exchange may, in his opinion, consider desirable.

G.7.06
Discretion

The Exchange and/or the designated Exchange Committee may, in its discretion, without affording the member a hearing, prohibit a member which is designated as being in Early Warning category Level 2 from opening any new branch offices, hiring any new registered representatives, opening any new client accounts or changing, in any material respect, the inventory positions of the member.  Any such prohibitions which have been imposed shall continue to apply until the member is no longer designated as being in an Early Warning category Level 1 or Level 2, as demonstrated by the latest, filed monthly financial report of the member.

G.7.07
Notice

The Exchange shall promptly advise any other participating institution of the Canadian Investor Protection Fund of which a member is also a member of the fact that the member has been designated as being in Early Warning category Level 2, the reasons for such designation and any sanctions or restrictions that have been imposed upon the member pursuant to Rule G.7.06.

G.7.08
Designation in Force

A member shall remain designated as being in Early Warning Level 1 or Level 2, as the case may be, subject to the provisions of this rule, at the discretion of the Exchange and until the member demonstrates, in the opinion of the Exchange, that the member no longer is required to be designated as being in an Early Warning category and has otherwise complied with this rule.

Rule G.8.00
Disclosure to Clients of Members' Financial Condition

G.8.01
Available to Clients

Each member shall make available to its clients, on request, a statement of its financial condition as of the close of its latest financial year and based on the latest annual audited financial statements provided that, in order to prepare such statement, the member shall have 75 days from the close of such financial year.  The term "client", as used in this rule, shall mean any person who has had a transaction with a member within one year of the day on which a request for a settlement of financial condition is made.

G.8.02
Published Statements

Any statement of financial condition published in a newspaper or other medium in Canada shall be in the same form and of the same substance as the statement made available to clients.

G.8.03
Form and Content

The statement of financial condition shall contain information such as the following or similar headings for items which are material:

1.
Current Assets

a.
Cash

b.
Receivable from brokers and dealers

c.
Receivable from clients

d.
Inventory of securities at the lower of cost or market value or at market value (state basis of valuation)

2.
Miscellaneous accounts receivable

3.
Other assets (state basis of valuation)


Investment in subsidiary and affiliated companies Fixed assets

4.
Current liabilities

a.
Call loans and bank overdrafts

b.
Payable to brokers and dealers

c.
Payable to clients

d.
Accounts payable, accrued expenses and income taxes

e.
Securities sold short at the higher of cost or market value or at market value (state basis of valuation)

5.
Capital in the business

a.
Shareholders' equity (including subordinated loans and retained earnings)

b.
Partners' equity

G.8.04
Auditor's Report

The statement of financial condition shall be accompanied by a report by the member's auditor stating that it fairly summarizes the financial position of the member.

G.8.05
Officers and Directors List

Each member shall make available to its clients, on request, a current list of the names of its partners or its directors and senior officers made up as of a recent date.

G.8.06
Disclosure

Each member shall indicate to its clients on each statement of account or in such other manner as may be approved by the Exchange that the statement of financial condition and list of partners, directors and senior officers are available upon request.

G.8.07
Holding Companies, Related Companies & Affiliates

Where the accounts of a member are included in the consolidated financial statements of any holding company, related company or affiliate of the member which are published in a newspaper or other medium in Canada and where the holding company, related company or affiliate has a name similar to that of the member either:

1.
such statement shall be accompanied by a note to the effect that the entity to which the consolidated statements relate is not a member of the Exchange or another recognized self-regulatory organization and, while the statements include the accounts of the member, the consolidated statements are not the financial statements of the member; or

2.
if such note disclosure is not included in the consolidated statement of financial condition, the member shall, contemporaneously with the publication, send to each of its clients the unconsolidated statement of financial condition of the member together with a letter explaining why such statement is being sent.

Rule G.9.00
Clients' Free Credit Balances

G.9.01
Definition

For the purposes of this Rule G.9.00 "free credit balances" shall mean:

1.
For cash and margin accounts - the credit balance less an amount equal to the aggregate of (i) the market value of short positions, and (ii) margin as required pursuant to the rules on those short positions; and

2.
For commodity accounts - the credit balance less an amount equal to the aggregate of (i) margin required to carry open futures contracts and/or futures contract option positions, (ii) less any equity in such contracts, (iii) plus any deficits in such contracts, provided that such aggregate amount may not exceed the dollar amount of the credit balance.

G.9.02
Disclosure

Each member which does not keep its clients' free credit balances segregated in trust for clients in an account with an acceptable institution separate from the other monies from time to time received by such member shall legibly make a notation on all statements of account sent to its clients in substantially the following form:

"Any free credit balances represent funds payable on demand which, although properly recorded in our books, are not segregated and may be used in the conduct of our business."

G.9.03
Calculation

No member shall use in the conduct of its business clients' free credit balances in excess of the aggregate of the following amounts:

1.
Eight times the net allowable assets of the member; plus

2.
Four times the Early Warning reserve of the member.

Each member shall hold an amount at least equal to the amount of clients' free credit balances in excess of the foregoing either (i) in cash segregated in trust for clients in a separate bank account or accounts with an acceptable institution, or (ii) segregated and separate and apart as the member's property in bonds, debentures, treasury bills and other securities with a maturity of less than one year of or guaranteed by the Government of Canada, the United Kingdom, the United States of America and any other national, foreign government (provided such other foreign government is a member of the Basle Accord).

G.9.04
Compliance

1.
members shall determine, at least weekly, the amounts required to be segregated in accordance with Rule G.9.03.  In determining such amount, net allowable assets and Early Warning reserve balances as at the end of the month-end for which the last monthly report has been filed, shall be used.  Such monthly report shall also include the amount required to be segregated in accordance with Rule G.9.03.

2.
members shall review, on a daily basis, compliance with Rule G.9.03 against the latest determination under this Rule G.9.00 of amounts to be segregated with a view to identifying and correcting any deficiency in amounts of free credit balances to be segregated.

G.9.05
Rectification of Deficiency

In the event that a deficiency exists in amounts of free credit balances required to be segregated by a member, the member shall expeditiously take the most appropriate action to rectify the deficiency.
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