
M ay 15, 2 0 19

VIA EL EC TRO N IC EM A IL

B ritis hC olu mbia S ec u rities C ommis s ion
A lberta S ec u rities C ommis s ion
Financ ialand C ons u merA ffairs A u thority ofS as katc hewan
M anitoba S ec u rities C ommis s ion
O ntario S ec u rities C ommis s ion
A u torité d es marc hé s financ iers
Financ ialand C ons u merS ervic es C ommis s ion (N ew B ru ns wic k)
S u perintend entofS ec u rities , D epartmentofJu s tic e and P u blic S afety, P rinc e Ed ward Is land
N ova S c otia S ec u rities C ommis s ion
S ec u rities C ommis s ion ofN ewfou nd land and L abrad or
S u perintend entofS ec u rities , N orthwes tTerritories
S u perintend entofS ec u rities , Y u kon
S u perintend entofS ec u rities , N u navu t

The S ec retary
O ntario S ec u rities C ommis s ion
20 Q u een S treetW es t
22nd Floor, B ox 55
Toronto, O ntario M 5H 3S 8
Fax: 416-593-231 8
c omments @ os c . gov. on. c a

M e A nne-M arie B eau d oin
C orporate S ec retary
A u torité d es marc hé s financ iers
8 0 0 , s q u are Vic toria, 2 2e é tage
C . P . 246, tou rd e la B ou rs e
M ontré al(Q u é bec )H 4Z 1G3
Fax : 514-8 64-638 1
C ons u ltation-en-c ou rs @ lau torite. q c . c a

IIRO C
Vic toria P innington
S eniorVic e P res id ent, M arketRegu lation
Inves tmentInd u s try Regu latory O rganization ofC anad a
S u ite 20 0 0 , 1 2 1 King S treetW es t
Toronto, O ntario M 5H 3T9
vpinnington@ iiroc . c a

Re: P roposed Fram eworkforC rypto-A ssetTrad ing P latform s (“the P roposal”)

A q u anow d evelops tec hnology-enabled liq u id ity, exec u tion, and marketintelligenc e s olu tions for
bu s ines s es thatu s e d igitalas s ets fortrad ingorc ommerc e. A q u anow c ons olid ates global



liq u id ity from majormarketplac es and d elivers itto inves tors throu gha s ingle pointofac c es s to
provid e a bettertrad ingexperienc e.

A q u anow is pleas ed to take this opportu nity to provid e ou rc omments on the c ons u ltation paper
(“C ons u ltation P aper”)regard ingthe P ropos alby the C anad ian S ec u rities A d minis trators
(“C S A ”)and Inves tmentInd u s try Regu latory O rganization ofC anad a (“IIRO C ”)to es tablis ha
frameworkthatprovid es regu latory c larity to P latforms , ad d res s es ris ks to inves tors (“Inves tors ”)
and c reates greatermarketintegrity.

W e applau d the efforts ofC S A and IIRO C to es tablis ha regu latory frameworkin res pons e to
the rapid growthofthe d igitalas s ets in rec entyears . In lightofthe rec entevents withP latforms
in bothd omes tic and internationalmarkets , its is c learthatregu latory overs ightis need ed to
protec tP artic ipants , and gain the c onfid enc e ofretailand ins titu tionalinves tors beyond the early
ad opters who are c u rrently partic ipating.

3. A re there any globalapproac hes to regu lating P latform s thatare appropriate to be
c onsid ered in C anad a?

W e are ad voc atingfora balanc ed regu latory approac hthatgives entrepreneu rs boththe
flexibility and inc entive to c reate innovative s olu tions while protec ting C anad ian Inves tors . D u e
to the globalnatu re ofthis new ind u s try, overregu lation c ou ld potentially c reate regu latory
arbitrage. A ls o importantis regu latory c larity thatwillgive entrepreneu rs the c onfid enc e to
es tablis hand grow bu s ines s es in C anad a withou tfearofd ras tic regu latory c hanges thatc ou ld
d es troy theirbu s ines s es .

6. A re there c hallenges assoc iated with aP latform being stru c tu red so as to m ake ac tu al
d elivery ofc rypto assets to apartic ipant’ s wallet?W hatare the benefits to partic ipants, if
any, ofthe P latform s hold ing orstoring c rypto assets on theirbehalf?

D u e to the natu re ofonc hain d igitalas s ettrans ac tions whic hreq u ire a period oftime to be
valid ated , P latforms may experienc e operationalc hallenges fac ilitatingtimely exec u tion of
trad es and d elivery ofas s ets . P artic ipants may c hoos e to c u s tod y as s ets witha P latform for
c onvenienc e pu rpos es , orto red u c e latenc y time to proc es s a trad e. M os ts elf-c u s tod y s olu tions
req u ire a reas onably highleveloftec hnic alprofic ienc y to u s e in theirc u rrentform , where errors
mad e by the Inves toroften res u ltin an irrevers ible los s oftheirinves tmentwhic hmay be
anotherreas on why a P artic ipantwou ld c hoos e to s tore theird igitalas s ets on the P latform.

7 . W hatfac tors shou ld be c onsid ered in d eterm ining afairpric e forc rypto assets?

The fairpric e ford igitalas s ets s hou ld be bas ed arou nd the s ame bes texec u tion princ iples that
are req u ired in the trad ingoftrad itionalas s ets . In ord erto d o s o, a P latform mu s tbe able to
d emons trate thatitc ons id ers the pric es s etin the mos timportantglobalmarkets and c an
d emons trate thatInves tortrad es were matc hed to the bes tavailable trad e. Regu lators s hou ld
monitorthe varianc e between globalaverage pric es and the pric es q u oted on d omes tic
P latforms and promote C anad ian s potpric es thatare c ompetitive withthe globalmarkets .
Fu rthermore, fairpric e s hou ld c ons id erthe “allin”c os tofa potentialtrad e inc lu d ing
d epos it/withd rawaland any otherproc es s ingfees . C u rrently itc ou ld be c hallengingforInves tors



to c ompare P latforms forthe pu rpos e ofmakingan ed u c ated d ec is ion abou twhere to plac e
theirtrad es .

8 . A re there reliable pric ing sou rc es thatc ou ld be u sed by P latform s to d eterm ine afair
pric e, and forregu lators to assess whetherP latform s have c om plied with fairpric ing
requ irem ents?W hatfac tors shou ld be u sed to d eterm ine whetherapric ing sou rc e is
reliable?

D u e to the fragmented natu re ofthe d igitalas s etmarkets , P latforms and regu lators mu s ttake
mu ltiple fac tors into ac c ou ntin ord erto d etermine a fairpric e. S ome as s es s mentc ons id erations
inc lu d e liq u id ity ofa partic u larvenu e, ju ris d ic tion and the regu latory overs ightthatgoverns a
partic u larvenu e. Untila bes texec u tion s tand ard has been es tablis hed , we believe the onu s is
on the P latform to c ommu nic ate theirbes texec u tion s trategy and provid e s u ffic ientd ata to
s u bs tantiate bes texec u tion bas ed on theirown method ology. A s the ind u s try matu res , we
believe the P latforms and regu lators willagree on a bes texec u tion s tand ard thatd elivers fair
pric ingto C anad ians .

9. Is itappropriate forP latform s to setru les and m onitortrad ing ac tivities on theirown
m arketplac e?Ifso, u nd erwhic h c irc u m stanc es shou ld this be perm itted ?

W e believe itis nec es s ary forP latforms to monitortrad ing in ord erto id entify potentially
manipu lative orabu s ive trad ingac tivities . H owever, itis importantto es tablis hc ommon
prac tic es thatwillu phold the princ iples offairac c es s and preventc onflic ts ofinteres t.

10 . W hic h m arketintegrity requ irem ents shou ld apply to trad ing on P latform s? P lease
provid e spec ific exam ples.

W e ad voc ate fortrad e exec u tion s u rveillanc e to monitortrad ing, id entify mis c ond u c t, and
hand le d is c iplinary ac tions when req u ired . Fu rthermore, we believe in c omplianc e reviews of
P latforms to ens u re thatproperknow-you r-c lient(“KYC ”)proc ed u res are beingfollowed to
protec tthe integrity ofthe ec os ys tem .

11 . A re there bestprac tic es oreffec tive su rveillanc e tools forc ond u c ting c rypto asset
m arketsu rveillanc e? S pec ific ally, are there any skills, tools orspec ialregu latory powers
need ed to effec tively c ond u c tsu rveillanc e ofc rypto assettrad ing?

The mos timporttoolford igitalas s ets u rveillanc e is highq u ality d ata, whic his u ns tru c tu red in
natu re. In ord erto effec tively c ond u c ttrad ing s u rveillanc e, regu latory powers need an aggregate
view ofthe highly fragmented market. W hen this c an be ac hieved , regu lators willbe able to s ee
when and where Inves tors are beingforc ed into s ys tematic ally d is ad vantaged pos ition.

12 . A re there otherrisks spec ific to trad ing ofc rypto assets thatrequ ire d ifferentform s
ofsu rveillanc e than those u sed form arketplac es trad ing trad itionalsec u rities?

The firs tris kwe id entified is was htrad ingwhic hhas bec ome a c ommon prac tic e u s ed on many
P latforms in ord erto inflate u nau d ited markets hare. The s ec ond ris krelates to trad ingthat



happens ou ts id e ofd is played venu es . Thes e trad es c annotbe eas ily monitored as they are
s eld omly reported and itmay res u ltin the trad es exec u ted atlarge d is c ou nts orpremiu ms ofthe
c ons olid ated marketpric e.

13. Und erwhic h c irc u m stanc es shou ld an exem ption from the requ irem entto provid e an
IS R by the P latform be appropriate?W hatservic es shou ld be inc lu d ed /exc lu d ed from the
sc ope ofthe IS R? P lease explain.

This rapid ly evolving ind u s try is c harac terized by new tec hnologies and bu s ines s mod els
emerging on a regu larbas is . W e believe thatthe ind u s try willbenefitfrom a s imple framework
thatwillpu tinves torprotec tion firs twhile atthe s ame time enc ou raging entrepreneu rs and
you ng c ompanies to c ontinu e innovating.

14. Is there d isc losu re spec ific to trad es between aP latform and its partic ipants that
P latform s shou ld m ake to theirpartic ipants?

P latform operators s hou ld be req u ired to d is c los e theirrelations hipwiththe P artic ipants they
interac twith, whetherthatbe an agenc y relations hipworkingon behalfofa c lient, or
c ou nterparty. M any Inves tors are u nd erthe impres s ion thatthe P latform they interac twithis an
agenc y when in fac tis a c ou nterparty in theirtrad e.

15. A re there partic u larc onflic ts ofinterestthatP latform s m ay notbe able to m anage
appropriately given c u rrentbu siness m od els?Ifso, how c an bu siness m od els be
c hanged to m anage su c h c onflic ts appropriately?

The hand ling ofthe marketmakingfu nc tion s hou ld be c arefu lly c ons id ered . The lac kof
overs ighthas c reated a s itu ation where many P latforms operators are the s ole marketmakeron
the P latform , orwhere the P latform operatoris workingtogetherwitha marketmakertoward s a
c ommon goalofP latform profitability withlittle regard forthe fairpric ing ofc lienttrad es . S ome
P latform operators thatad vertis e thems elves as “exc hanges ”may res tric t“ou ts id e”market
makers from provid ing liq u id ity ormake itvery fric tional–we believe trans parenc y is important
in thes e s itu ations .

17 . A re there spec ific d iffic u lties with obtaining insu ranc e c overage? P lease explain.

Itis c u rrently very d iffic u ltto obtain ins u ranc e c overage d u e to lac kofavailability orwillingnes s
from ins u ranc e provid ers .

20 . W hat, ifany, signific antd ifferenc es in risks existbetween the trad itionalm od elof
c learing and settlem entand the d ec entralized m od el?P lease explain how these d ifferent
risks c ou ld be m itigated .

D ec entralized exc hanges pres ents ome u niqu e ris ks thatare notpres entin c entralized mod els .
A lthou ghc ou nterparty ris kis eliminated throu ghthe u s e ofa s martc ontrac t, there is als o no
way to know who you rtrad e is beingmatc hed to. This pres ents a d iffic u lts itu ation forInves tors



and regu lators to manage c omplianc e ris ks . Gamingris ks u c has frontru nning is als o pres ent
on d ec entralized exc hanges , and mu c hmore d iffic u ltto prevent.

C onc lu sion

A n effec tive regu latory frameworkford igitalas s ets s hou ld fos terinnovation while maintaining
the integrity ofthe C anad ian markets . Inc reas ed c ompetition c ou pled withfairmarketac c es s
willred u c e the influ enc e ofbad ac tors and improve the trad ingexperienc e forC anad ians .

W e applau d the C anad ian regu lators fors tartingan open d ialogu e abou tthes e is s u es and thank
you forthe opportu nity to provid e ou rc omments on the propos ed framework. P leas e feelfree to
c ontac tu s withany q u es tions orreq u es ts forc larific ation.

Res pec tively s u bmitted ,

P hilS ham

C hiefExec u tive O ffic er

A q u anow


