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Derivatives Regulation

Derivatives Act
(chapter 1-14.01, s. 175)

DIVISION |
MINIMUM ASSETS OF AN ACCREDITED COUNTERPARTY

1. The minimum assets, for the purposes of subparagraph b of paragraph 7 of the definition of
accredited counterparty in section 3 of the Derivatives Act (chapter -14.01), must consist of
cash, securities, insurance contracts or deposits having an aggregate realizable value, before
taxes, but after deduction of the corresponding liabilities, of more than $10,000,000 or an
equivalent amount in another currency.

In the case of an individual, the minimum assets held by him personally or through other persons
under his control must, in the manner set forth in the first paragraph of this section, have a value
of more than $5,000,000 or an equivalent amount in another currency.

M.O.2009-01,s.1.

DIVISION I
SELF-CERTIFICATION OF AN OPERATING RULE OF A RECOGNIZED REGULATED
ENTITY

2. A recognized regulated entity that seeks self-certification of an operating rule pursuant to
section 22 of the Act must proceed in accordance with this division.

M.O. 2009-01, s. 2.

3. Subject to section 7 hereof, the entity must submit for public consultation of not less than 30
days any amendment to its operating rules governing in particular its organization, operation,
market, derivatives clearing, market regulation services, any change in accessing its services or
the activities of its members or participants.

To this end, it must send the proposed rule amendment to every member and participant and to
the Authority, which will publish it in its Bulletin.

M.O. 2009-01, s. 3.

4. A proposed rule amendment must be accompanied by a notice of publication indicating in
particular the time period during which interested parties may send comments to the persons
designated therein by the entity and the Authority.

M.O. 2009-01, s. 4.

5. The rule approved by the entity becomes enforceable when a notice self-certifying the rule
is sent to the Authority by the entity at the completion of the public consultation process, if any.

M.O. 2009-01, s. 5.
6. The notice of self-certification of a rule must include the following information:

(1) the approved text;
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(2) a summary of all comments made in the course of the consultation process;

(3) a summary of any research, studies or comparative evaluations carried out with respect to
the measures proposed in the rule;

(4) an analysis of the advantages and disadvantages of the measures proposed in the rule as
well as the reasons for which the entity believes they should be approved;

(5) the effective date of the rule;
(6) the compliance notice provided for in the first paragraph of section 22 of the Act; and

(7) any other information required from the entity, in particular pursuant to a procedure,
agreement, authorization or decision.

M.O. 2009-01, s. 6.

7. The entity is not required to hold a public consultation or furnish the information stipulated in
paragraphs 2 to 4 of section 6 hereof where the proposed rule meets any of the following
conditions:

(1) its impact on an entity, a member or a participant thereof or on a market participant is minor;
(2) it pertains to an issue related to a routine operational process or an administrative practice;

(3) it is intended for purposes of harmonization or compliance with an existing rule or with
legislation; or

(4) it corrects an error of form, a clerical error or a mistake in calculation or makes stylistic
changes, such as an amendment to a title or to paragraph numbering.

The rule may pertain to a derivative already approved by the entity in accordance with section 10
hereof.

M.O. 2009-01, s. 7.
8. Where section 7 hereof applies, the entity must give the Authority the reasons thereof.

Where the Authority disagrees with the reasons, it must give the entity an explanation thereof in
writing within 21 days following receipt of the rule.

The entity must then submit the rule for public consultation as provided for in this Regulation.

M.O. 2009-01, s. 8.

9. A rule may also be approved without a public consultation where the entity is of the opinion
that an emergency situation so requires.

Such a rule may only become effective after a written notice has been filed with the Authority
informing it of the approved text.

No later than the working day following the effective date of the rule, the reasons for the
emergency must be given to the Authority together with the notice of self-certification provided
for in this Regulation, with the necessary modifications regarding the information to be included.

M.O.2009-01, s.9;.N.2016-01-01 (NCCP).
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10. Where an entity approves a rule in respect of a new derivative, it must, no later than the
effective date of the rule, send the approved text to the Authority together with information on the
product, namely:

(1) a description of all the terms related to the new product, of any ancillary agreement made in
respect thereof and, if applicable, of the circumstances surrounding the offer or trading thereof;
and

(2) the other information required in the notice of self-certification provided for in this Regulation,
with the necessary modifications.

Such a rule is not subject to public consultation.
M.0.2009-01, s. 10.

11. A rule in respect of a derivative, whether new or already approved by the entity, sets out
an attribute of a derivative or its underlying interest, or sets out a specific condition for the trading
or clearing of a derivative.

M.O. 2009-01, s. 11.

DIVISION II.1
DEALERS AND ADVISERS

M.O. 2009-07,s. 1.

11.1. Regulation 31-102 respecting National Registration Database (chapter V-1.1, r. 9),
sections 1.1, 1.3, 2.2, 3.1 to 3.4, 3.11 to 3.13, 3.15(1), 3.16(1), 4.1, 4.2, 8.23 to 8.25, 8.30, 9.1,
9.3(1), Part 11, sections 12.1 to 12.4, 12.6 to 12.13, Part 13 and sections 14.2 to 14.14 of
Regulation 31-103 respecting Registration Requirements, Exemptions and Ongoing Registrant
Obligations (chapter V-1.1, r. 10), and Regulation 33-109 respecting Registration Information
(chapter V-1.1, r. 12), apply, with the necessary modifications, to the persons contemplated in
subdivision 1.

M.0.2009-07,s. 1.

§ 1. — Registration

M.0.2009-07,s. 1.

11.2. A dealer must register in the category of derivatives dealer.

M.0.2009-07,s. 1.

11.3. A dealer must participate in a contingency fund deemed acceptable by the Authority.
M.0.2009-07,s. 1.

11.4. An adviser must register in the category of derivatives portfolio manager.
M.0.2009-07,s. 1.

11.5. A representative must register in one of the following categories:

(1) derivatives dealing representative;
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(2) derivatives advising representative;

(3) derivatives associate advising representative.
M.O.2009-07,s. 1.

11.6. In addition to the education and experience requirements of sections 3.11 and 3.12 of
Regulation 31-103 respecting Registration Requirements, Exemptions and Ongoing Registrant
Obligations (chapter V-1.1, r. 10), the advising representative or the associate advising
representative must meet the following requirements to act on behalf of a derivatives portfolio
manager:

(1) have at least 2 years of relevant derivatives experience;

(2) have passed all required exams of the Investment Industry Regulatory Organization of
Canada with respect to derivatives for a dealing representative.

M.O. 2009-07,s. 1.

11.7. To register as an ultimate designated person, a person must be designated by the
derivatives dealer or portfolio manager. The dealer or portfolio manager must designate one of
the following:

(1) the chief executive officer or sole proprietor of the dealer or portfolio manager;

(2) the officer in charge of a division of the dealer or portfolio manager, if the activity that
requires the dealer or portfolio manager to register occurs only within the division;

(3) an individual acting in a capacity similar to that of an officer described in paragraph 1 or 2.
M.0.2009-07,s. 1.
11.8. The ultimate designated person must do all of the following:

(1) supervise the activities of the derivatives dealer or portfolio manager that are directed
towards ensuring compliance with the Act by such dealer or portfolio manager and each officer,
representative and employee of such dealer or portfolio manager;

(2) promote compliance with the Act by the derivatives dealer or portfolio manager as well as by
the officers, representatives and employees of such dealer or portfolio manager.

M.O. 2009-07,s. 1.

11.9. The derivatives dealer or portfolio manager must designate a replacement for the
ultimate designated person where such person no longer qualifies under section 11.7.

M.O. 2009-07,s.1.

11.10. To register as a chief compliance officer, a person must be designated by the
derivatives dealer or portfolio manager. The dealer or portfolio manager must designate one of
the following:

(1) an officer or partner of the dealer or portfolio manager;

(2) the sole proprietor of the dealer or portfolio manager.

M.O. 2009-07,s. 1.
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11.11. The chief compliance officer must do all of the following:

(1) establish and maintain policies and procedures for assessing compliance with the Act by the
dealer or portfolio manager, and by the officers, representatives and employees of such dealer or
portfolio manager;

(2) monitor and assess compliance with the Act by the dealer or portfolio manager, and by the
officers, representatives and employees of such dealer or portfolio manager;

(3) report to the ultimate designated person as soon as possible if the chief compliance officer
becomes aware of any circumstances indicating that the dealer, portfolio manager or any
individual acting on its behalf may be in non-compliance with the Act and any of the following

apply:

(a) the non-compliance creates, in the opinion of a reasonable person, a risk of harm to a client
or the capital markets;

(b) the non-compliance is part of a pattern of noncompliance;

(4) submit an annual report to the dealer’s or portfolio manager’s board of directors, or
individuals acting in a similar capacity on its behalf, for the purpose of assessing compliance with
the Act by the dealer or portfolio manager, and by the officers, representatives and employees of
such dealer or portfolio manager.

M.O. 2009-07,s.1.

11.12. The derivatives dealer or portfolio manager must designate a replacement for the chief
compliance officer where such officer no longer qualifies under section 11.10.

M.O. 2009-07,s. 1.

11.13. In addition to the education and experience requirements of section 3.13 of Regulation
31-103 respecting Registration Requirements, Exemptions and Ongoing Registrant Obligations
(chapter V-1.1, r. 10), the chief compliance officer of a derivatives portfolio manager must meet
the following requirements:

(1) have at least 3 years of relevant derivatives experience;

(2) have passed all required exams of the Investment Industry Regulatory Organization of
Canada with respect to derivatives for an officer of a dealer.

M.O.2009-07,s.1.

§ 2. — Exemptions
M.0.2009-07, s. 1.

11.14. The provisions under Title Ill of the Act, other than section 60, do not apply to a person
authorized to act as a dealer or adviser or authorized to exercise similar functions under
legislation applicable in a jurisdiction outside Québec where its head office or principal place of
business is located to the extent it carries on business solely for an accredited counterparty and
its activity involves a standardized derivative that is offered primarily outside Québec.

M.O. 2009-07,s. 1.
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11.15. The best execution obligation under the second paragraph of section 68 of the Act
does not apply to an alternative trading system, where it carries out an activity of a published
market and its processing of client orders is limited to accepting such orders for execution in the
system.

M.O. 2009-07, s. 1.

§ 3. — Suspension and revocation
M.0.2009-07,s. 1.

11.16. If a registered derivatives dealer or portfolio manager has not paid the annual fees due
under section 5 of the Tariffs for Costs and Fees Payable in respect of Derivatives (chapter |-
14.02, r. 2), by the 30th day after the date the fees were due, the registration of the dealer or
portfolio manager is suspended until reinstated or revoked under the Act and this Regulation.

The first paragraph applies as well to a derivatives dealer or portfolio manager deemed to be
registered under section 57 of the Act that has not paid the annual fees due under section 271.5
of the Securities Regulation (chapter V-1.1, r. 50).

M.O. 2009-07,s.1.

11.17. The suspension of the registration of a dealer, adviser or any of its representatives
registered under sections 148 or 149 of the Securities Act (chapter V-1.1) results in the
suspension of the registration of a derivatives dealer or portfolio manager or its representative,
as the case may be, deemed to be registered under section 57 of the Derivatives Act (chapter I-
14.01).

M.O. 2009-07,s. 1.

11.18. If the Investment Industry Regulatory Organization of Canada revokes or suspends the
membership of a registered derivatives dealer or the authorization of a registered representative,
ultimate designated person or chief compliance officer, such registration is suspended until
reinstated or revoked under the Act and this Regulation.

M.O.2009-07,s. 1.

11.19. If the registration of a derivatives dealer or portfolio manager is suspended, the
registration of each registered representative acting on behalf of such dealer or portfolio
manager is suspended until reinstated or revoked under the Act and this Regulation.

M.0.2009-07,s. 1.

11.20. The registration of a representative, ultimate designated person or chief compliance
officer who ceases to have authority to act on behalf of a registered derivatives dealer or portfolio
manager because of the end of, or a change in, his employment, partnership, or mandatary
relationship with the dealer or portfolio manager is suspended until reinstated or revoked under
the Act and this Regulation.

M.0.2009-07, s. 1.

11.21. If a registration has been suspended under this section and it has not been reinstated,
the registration is revoked on the second anniversary of the suspension.
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The first paragraph does not apply where a suspended registrant is party to a proceeding
commenced under the Act or under the rules of an SRO.

M.O. 2009-07,s.1.

DIVISION II.2
OTHER REGULATORY PROVISIONS

M.O0.2010-10, s. 1; M.O.2012-14, s. 1.

11.22. Regulation 23-102 respecting Use of Client Brokerage Commissions (chapter V-1.1, r.
7), applies, with the necessary modifications, to dealers and advisers governed by the Act.

M.O.2010-10,s. 1.

11.22.1. Regulation 23-103 respecting Electronic Trading and Direct Electronic Access to
Marketplaces (chapter V-1.1, r. 7.1) applies, with the necessary modifications, to published
markets, market participants, the trading of standardized derivatives and transactions in
standardized derivatives, as contemplated under the Act.

M.O.2012-14,s.2; M.0.2013-20, s. 1.

11.22.2. Regulation 21-101 respecting Marketplace Operation (chapter V-1.1, r. 5) applies,
with the necessary modifications, to persons and entities carrying out derivatives activities in
Québec, their members, subscribers, users, directors and officers, as well as to offerings,
transactions and orders involving standardized derivatives, as contemplated under the Act.

M.O0.2015-12,s. 1.

11.22.3. Regulation 23-101 respecting Trading Rules (chapter V-1.1, r. 6) applies, with the
necessary modifications, to persons and entities carrying out derivatives activities in Québec,
their members, subscribers, users, directors and officers, to dealers and advisers, as well as to
offerings, transactions and orders involving standardized derivatives, as contemplated under the
Act.

M.O.2015-12,s. 1.

11.22.4. Regulation 24-102 respecting Clearing Agency Requirements, (chapter V-1.1, r.
8.01), applies, with the necessary modifications, to regulated entities, persons, activities,
derivatives and transactions as contemplated under the Act, including clearing houses and
settlement systems, members of clearing houses, subscribers of settlement systems, directors
and officers of clearing houses and settlement systems, derivative transactions, parties to a
derivative as well as the clearing and settlement of derivative transactions.

M.O.2016-04,s. 1.

DIVISION I1.3
QUALIFIED PERSONS

M.O.2012-03,s. 1.

§ 1. — Appilication for qualification and authorization to market a derivative

M.0.2012-03,s. 1.
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11.23. Persons who apply for qualification under section 82 of the Act must demonstrate that
they meet the obligations under sections 82.1 to 82.3 of the Act as well as the following
obligations:

(1) if they do not participate in a contingency fund that protects the property entrusted to them
by the counterparties to a derivative that they are marketing, they meet the obligations set out in
section 11.29 or 11.30 hereof, as the case may be;

(2) they maintain the books and records necessary to ensure efficient operations and to
demonstrate their compliance with the obligations applicable to them under the Act;

(3) they have developed an emergency and contingency plan to ensure business continuity.

Any document intended to demonstrate compliance with the obligations under sections 82.1 to
82.3 of the Act and subparagraphs 1 to 3 of the first paragraph must be provided to the Authority
in the manner indicated in the form set out in Schedule B.

M.O.2012-03,s. 1.

11.24. Persons who apply for qualification must also provide to the Authority, either in writing
or electronically, the form set out in Schedule B, duly completed.

The application for qualification must be accompanied by Form 33-109F4 of Regulation 33-109
respecting Registration Information (chapter V-1.1, r. 12), duly completed by every permitted
individual, as defined in section 1.1 of that Regulation.

The second paragraph does not apply to a permitted individual who has already provided the
form required therein to the Authority prior to applying for qualification, on condition that such
individual confirms that the information included in the form is current to the date of filing of the
application for qualification.

M.O.2012-03,s.1.

11.25. In order to obtain the authorization referred to in the second paragraph of section 82 or
in section 83 of the Act, a person who markets a derivative must provide to the Authority, either
in writing or electronically, the form set out in Schedule C, duly completed.

Any objection by the Authority must be made within 21 days after the application for
authorization is submitted.

M.O.2012-03,s. 1.

11.26. Persons who apply for qualification or authorization to market a derivative under
section 82 or 83 of the Act must notify the Authority without delay of any change made to the
information submitted at the time of their application for qualification and in the form set out in
Schedule B or Schedule C between the time when such application for qualification or
authorization to market a derivative is submitted and a decision is issued by the Authority with
respect thereto.

This notice of change must be submitted either in writing or electronically in the manner indicated
in the form set out in Schedule B or Schedule C.

M.O.2012-03,s. 1.

§ 2. — Obligations regarding qualified persons
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M.O.2012-03,s. 1.

11.27. Qualified persons must, at all times, ensure that they comply with the obligations set
out in section 11.23 hereof.

M.O.2012-03,s. 1.

11.28. Section 11.29 or 11.30, as the case may be, does not apply to qualified persons who
participate in a contingency fund that protects the property entrusted to them by the
counterparties to a derivative that they are marketing.

M.O.2012-03,s. 1.

11.29. The excess working capital of the qualified person who is not a member of the
Investment Industry Regulatory Organization of Canada, as calculated in accordance with Form
31-103F1 Calculation of Excess Working Capital of Regulation 31-103 respecting Registration
Requirements, Exemptions and Ongoing Registrant Obligations (chapter V-1.1, r. 10), may not
be less than zero for 2 consecutive days.

For the purpose of completing Form 31-103F1 Calculation of Excess Working Capital, the
minimum capital is $20,000,000 plus 5% of amounts due to counterparties to a derivative that the
qualified person is marketing which exceed $10,000,000.

M.0.2012-03,s. 1.

11.30. The risk adjusted capital of the qualified person who is a member of the Investment
Industry Regulatory Organization of Canada, as calculated in accordance with Form 1, Joint
Regulatory Financial Questionnaire and Report of the Investment Industry Regulatory
Organization, may not be less than zero for 2 consecutive days.

Based on the calculation made in accordance with this Form, the qualified person has minimum
capital of not less than $20,000,000 plus 5% of amounts due to counterparties to a derivative
that the qualified person is marketing which exceed $10,000,000.

M.0.2012-03,s. 1.

11.31.  Qualified persons must notify the Authority without delay, either in writing or
electronically, of the following events:

(1) their excess working capital, as calculated in accordance with Form 31-103F1 Calculation of
Excess Working Capital, or their risk adjusted capital, as calculated in accordance with Form 1,
Joint Regulatory Financial Questionnaire and Report, as the case may be, is less than zero;

(2) any material failure, malfunction or delay of their systems or equipment.
M.O.2012-03,s. 1.

11.32. Notwithstanding section 11.31, qualified persons must notify the Authority and the
counterparties to a derivative that they are marketing, including counterparties waiting to trade
such a derivative, either in writing or electronically, of any change that could affect the trading of
such a derivative or the transactions under way in respect of such a derivative at least 10 days
prior to the change.

M.O.2012-03,s. 1.
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11.33. Notwithstanding section 11.31, qualified persons must notify the Authority either in
writing or electronically, of any material change in the information provided in their application for
qualification or authorization to market a derivative, in the manner indicated in Schedule B or
Schedule C, within 7 days of the change, unless they have already notified the Authority of such
change in accordance with section 11.32 hereof.

A material change in respect of a qualified person means a change in the business, operations
or financial position of the person that would reasonably be expected to be considered important
by a counterparty to the derivative being marketed by the qualified person, including
counterparties waiting to trade such a derivative.

A material change in respect of a derivative means a change in information that would
reasonably be expected to have a significant effect on its attributes, including its value, the terms
and conditions of the contract evidencing the derivative, transaction methods or the risks related
to its use, excluding information that is likely to have an effect on the market price or value of its
underlying interest.

M.O.2012-03,s. 1.

11.34. Qualified persons must notify the Authority, either in writing or electronically, of any
change in the information provided in their application for qualification or their application for
authorization to market a derivative, other than a change contemplated under sections 11.31 to
11.33 hereof, in the manner set out in Schedule B or Schedule C, within 30 days after the end of
the quarter in which the change occurred.

M.0.2012-03,s. 1.

11.35. The updated information sent to the Authority within the time periods set out in sections
11.31 to 11.33 may be used in connection with a public offering of derivatives.

M.O.2012-03,s. 1.

11.36. Within 90 days after the end of its fiscal year, a qualified person must send the
following information to the Authority:

(1) the audited financial statements for its latest fiscal year prepared in accordance with
Canadian GAAP applicable to publicly accountable enterprises;

(2) the number of contracts entered into in Québec and their notional value for all derivatives
offered to the public during the latest fiscal year;

(3) the percentage of accounts, for each of the latest 4 quarters, that were profitable for
counterparties.

M.0.2012-03,s. 1.

11.37. Sections 82 and 83 of the Act do not apply to persons who were exempt, up to 13 April
2012, from the application of section 82 pursuant to a decision of the Authority, provided that
such persons satisfy the conditions specified in the decision and that they have filed an
application for qualification within 30 days after 13 April 2012.

The exemption set out in the first paragraph ends on the date on which the Authority agrees or
refuses to grant qualification to the person so exempted.

M.0.2012-03,s. 1.
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DIVISION il
COMMUNICATIONS WITH CLIENTS

12. The risk information document provided for in section 70 of the Act must be provided to
the client by the dealer, including the text of Schedule A.

M.O. 2009-01,s. 12.

13. A dealer who gives a risk information document to a client must obtain an
acknowledgement of receipt with a reference to the date of receipt.

M.O. 2009-01, s. 13.

13.1. The information related to questions 1 to 6 and 29 to 31 of the form set out in Schedule
B and to questions 3 to 5, 7 and 8 of the form set out in Schedule C constitutes the information
that dealers must give to clients, in accordance with the second paragraph of section 70 of the
Act.

M.O.2012-03, s. 2.

13.2. Qualified persons must make accessible to counterparties to a derivative that they are
marketing, including counterparties waiting to trade such a derivative, the information related to
questions 11, 27 and 28 of the form set out in Schedule B.

M.O.2012-03, s. 2.

14. The relationship disclosure document must also contain all information that the registered
firm is required to obtain or confirm in accordance with section 65 of the Act.

M.O. 2009-01, s. 14.

15. (Omitted).
M.O. 2009-01, s. 15.

SCHEDULE A

(s12)

RISK INFORMATION DOCUMENT

Risk Information Document for Derivatives

This brief document does not disclose all of the risks and other significant aspects of trading in
futures contracts, options or other derivatives. In light of the risks, you should undertake such
transactions only if you understand the nature of the contracts (and contractual relationships) into
which you are entering and the extent of your exposure to risk. Trading in derivatives is not
suitable for many members of the public. You should carefully consider whether trading is
appropriate for you in light of your experience, objectives, financial resources and other relevant
circumstances.

Futures Contracts

(1) Effect of “Leverage” or “Gearing”
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Transactions in futures contracts carry a high degree of risk. The amount of initial margin is small
relative to the value of the futures contract so that transactions are “leveraged” or “geared”. A
relatively small market movement will have a proportionately larger impact on the funds you have
deposited or will have to deposit: this may work against you as well as for you. You may sustain
a total loss of initial margin funds and any additional funds deposited with the firm to maintain
your position. If the market moves against your position or margin levels are increased, you may
be called upon to pay substantial additional funds on short notice to maintain your position. If you
fail to comply with a request for additional funds within the time prescribed, your position may be
liquidated at a loss and you will be liable for any resulting deficit.

(2) Risk-reducing Orders or Strategies

The placing of certain orders (e.g. “stop-loss” order, where permitted under local law, or “stop-
limit” orders) which are intended to limit losses to certain amounts may not be effective because
market conditions may make it impossible to execute such orders. Strategies using combinations
of positions, such as “spread” and “straddle” positions may be as risky as taking simple “long” or
“short” positions.

Options
(3) Variable Degree of Risk

Transactions in options carry a high degree of risk. Purchasers and sellers of options should
familiarize themselves with the type of option (i.e. put or call) which they contemplate trading and
the associated risks. You should calculate the extent to which the value of the options must
increase for your position to become profitable, taking into account the premium and all
transaction costs.

The purchaser of options may offset or exercise the options or allow the options to expire. The
exercise of an option results either in a cash settlement or in the purchaser acquiring or
delivering the underlying interest. If the option is on a futures contract, the purchaser will acquire
a futures position with associated liabilities for margin (see the section on Futures Contracts
above). If the purchased options expire worthless, you will suffer a total loss of your investment
which will consist of the option premium plus transaction costs. If you are contemplating
purchasing deep-out-of-the-money options, you should be aware that the chance of such options
becoming profitable ordinarily is remote.

Selling (“writing” or “granting”) an option generally entails considerably greater risk than
purchasing options. Although the premium received by the seller is fixed, the seller may sustain a
loss well in excess of that amount. The seller will be liable for additional margin to maintain the
position if the market moves unfavourably. The seller will also be exposed to the risk of the
purchaser exercising the option and the seller will be obligated to either settle the option in cash
or to acquire or deliver the underlying interest. If the option is on a futures contract, the seller will
acquire a position in a future with associated liabilities for margin (see the section on Futures
Contracts above). If the option is “covered” by the seller holding a corresponding position in the
underlying interest or a futures contract or another option, the risk may be reduced. If the option
is not covered, the risk of loss can be unlimited.

Certain exchanges in some jurisdictions permit deferred payment of the option premium,
exposing the purchaser to liability for margin payments not exceeding the amount of the
premium. The purchaser is still subject to the risk of losing the premium and transaction costs.
When the option is exercised or expires, the purchaser is responsible for any unpaid premium
outstanding at that time.

Additional Risks Common to Derivatives
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(4) Terms and Conditions of Contracts

You should ask the firm with which you deal about the terms and conditions of the specific
futures contracts, options or other derivatives which you are trading and associated obligations
(e.g. the circumstances under which you may become obligated to make or take delivery of the
underlying interest and, in respect of options, expiration dates and restrictions on the time for
exercise).

Under certain circumstances the specifications of outstanding contracts (including the exercise
price of an option) may be modified by the exchange or clearing house to reflect changes in the
underlying interest.

(5) Suspension or Restriction of Trading and Pricing Relationships

Market conditions (e.g. liquidity) and/or the operation of the rules of certain markets (e.g. the
suspension of trading in any contract or contract month because of price limits or “circuit
breakers”) may increase the risk of loss by making it difficult or impossible to effect transactions
or liquidate/offset positions. If you have sold options, this may increase the risk of loss.

Further, normal pricing relationships between the underlying interest and the derivative may not
exist. This can occur when, for example, the futures contract underlying the option is subject to
price limits while the option is not.

The absence of an underlying reference price may make it difficult to judge “fair” value.
(6) Deposited Cash and Property

You should familiarize yourself with the protections accorded money or other property you
deposit for domestic and foreign transactions, particularly in the event of a firm insolvency or
bankruptcy. The extent to which you may recover your money or property may be governed by
specific legislation or local rules. In some jurisdictions, property which had been specifically
identifiable as your own will be prorated in the same manner as cash for purposes of distribution
in the event of a shortfall.

(7) Commission and Other Charges

Before you begin to trade, you should obtain a clear explanation of all commissions, fees and
other charges for which you will be liable. These charges will affect your net profit (if any) or
increase your loss.

(8) Transactions in Other Jurisdictions

Transactions on markets in other jurisdictions, including markets formally linked to a domestic
market, may expose you to additional risk. Such markets may be subject to regulation which may
offer different or diminished investor protection. Before you trade you should inquire about any
rules relevant to your particular transactions. Your local regulatory authority will be unable to
compel the enforcement of the rules of regulatory authorities or markets in other jurisdictions
where your transactions have been effected. You should ask the firm with which you deal for
details about the types of redress available in both your home jurisdiction and other relevant
jurisdictions before you start to trade.

(9) Currency Risks

The profit or loss in transactions in foreign currency-denominated derivatives (whether they are
traded in your own or another jurisdiction) will be affected by fluctuations in currency rates where
there is a need to convert from the currency denomination of the derivative to another currency.
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(10) Trading Facilities

Most open-outcry and electronic trading facilities are supported by computer-based component
systems for the order-routing, execution, matching, registration or clearing of trades. As with all
facilities and systems, they are vulnerable to temporary disruption or failure. Your ability to
recover certain losses may be subject to limits on liability imposed by the system provider, the
market, the clearing house and/or member firms. Such limits may vary; you should ask the firm
with which you deal for details in this respect.

(11) Electronic Trading

Trading on an electronic trading system may differ not only from trading in an open-outcry market
but also from trading on other electronic trading systems. If you undertake transactions on an
electronic trading system, you will be exposed to risks associated with the system, including the
failure of hardware and software. The result of any system failure may be that your order is
either not executed according to your instructions or is not executed at all. Your ability to recover
certain losses which are particularly attributable to trading on a market using an electronic
trading system may be limited to less than the amount of your total loss.

(12) Off-exchange Transactions

In some jurisdictions, and only then in restricted circumstances, firms are permitted to effect off-
exchange transactions. The firm with which you deal may be acting as your counterparty to the
transaction. It may be difficult or impossible to liquidate an existing position, to assess the value,
to determine a fair price or to assess the exposure to risk. For these reasons, these transactions
may involve increased risks.

Off-exchange transactions may be less regulated or subject to a separate regulatory regime.
Before you undertake such transactions, you should familiarize yourself with applicable rules.

M.O. 2009-01, Sch. A.

SCHEDULE B
(s 3)
APPLICATION FOR QUALIFICATION

(Section 82 of the Derivatives Act)

Type of application: Initial Amendment

On each of the documents appended to this form, including those provided pursuant to section
11.23 of the Derivatives Regulation, enter the name of the person applying for qualification, or
the qualified person, the date of filing of the document and the date as of which the information is
accurate (if different from the date of filing). Indicate any question that is not applicable.

If the person applying for qualification, or the qualified person, files an amendment to the
information provided in this form and the amendment relates to a document filed with this form or
a subsequent amendment, the person must, in order to comply with sections 11.23, 11.24, 11.26,
11.33 and 11.34 of the Derivatives Regulation, provide a description of the amendment and file a
full amended version of the document.

(1) Full name:
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(2) Main street address: (do not wuse a PO.
box)
(3) Mailing address: (if
different)
(4) Head office address: (if different from address in item
2)
(5) Business telephone and facsimile number: (Telephone)
(Facsimile)

(6) Website address:
(7) Contact employee: __(Name and Title)__(Telephone) __ (Facsimile) __ (E-
mail)
(8) Legal counsel: (Firm name) (Contact
name)

(Telephone) (Facsimile) (E-
mail)
(9) Auditor: (Firm name) (Contact
name)

(Telephone) (Facsimile) (E-
mail)
(10) Fiscal year-end:
(11) Legal status:

Except where the person applying for qualification is a sole proprietorship, indicate the date and
place where the person applying for qualification obtained its legal status (e.g., place of
incorporation, place where partnership agreement was filed or where entity was formed):

(a) Date (YYYY/MM/DD):

(b) Place:

(c) Statute under which the person applying for qualification obtained legal status:

Provide a brief overview of the activities of the person applying for qualification:

(12) Other names (previous and current) under which the person applying for qualification or any
of its subsidiaries or affiliates was or is now doing business:
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(13) Name of any entity with which the person applying for qualification combined, amalgamated,
entered into an arrangement or reorganized its operations in the past 10 years:

(14) Principal places of business of the person applying for qualification, including their relative
importance, as well as the name and address of its principal officers and directors:

(15) In the past 10 years, has the person applying for qualification or any of its subsidiaries or
affiliates declared bankruptcy, made an assignment in bankruptcy or a proposal in bankruptcy,
been the subject of a petition in bankruptcy or the equivalent?

If applicable, provide the following information for each bankruptcy or assignment in bankruptcy:

Name of entity:

Reason for bankruptcy or assignment:
Date of bankruptcy, assignment or petition: (AAAA/MM/JJ)

Date of discharge granted, if applicable: (AAAA/MM/I)

Name of trustee:

If applicable, attach a copy of any discharge or equivalent document.

(16) In the past 10 years, has the person applying for qualification or any of its subsidiaries or
affiliates ever entered into a settlement agreement with any financial services regulator,
securities or derivatives exchange, a self-regulatory organization or similar organization?

Yes No

If yes, provide the following information for each settlement agreement:

Name of entity:

Regulator/organization:

Date of settlement (YYYY/MM/DD):

Details of settlement:

Jurisdiction:

(17) In the past 10 years, has any financial services regulator, securities or derivatives exchange,
self-regulatory organization or similar organization ever:
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(a) determined that the person applying for qualification or any of its subsidiaries or affiliates
violated any securities or derivatives regulations or any rules of a securities or derivatives
exchange, self-regulatory organization or similar organization?

Yes No

(b) determined that the person applying for qualification or any of its subsidiaries or affiliates
made a false statement or omission?

Yes No

(c) issued a warning to or requested an undertaking by the person applying for qualification or
any of its subsidiaries or affiliates?

Yes No

(d) suspended or terminated any registration, licensing, receipt or authorization of the person
applying for qualification or any of its subsidiaries or affiliates?

Yes No

(e) imposed conditions or restrictions on the registration, licensing, receipt or authorization of the
person applying for qualification or any of its subsidiaries or affiliates?

Yes No

(f) conducted a proceeding or investigation involving the person applying for qualification or any
of its subsidiaries or affiliates?

Yes No

(9) issued an order (other than an exemption order) or a sanction against the person applying for
qualification or any of its subsidiaries or affiliates for securities or derivatives-related activity?

Yes No

Provide the following information for each question to which you answered yes:

Name of entity:

Type of action:

Regulator/organization:

Date of action (YYYY/MM/DD): Reason for action:

Jurisdiction:

(18) Is the person applying for qualification aware of any ongoing investigations of which it or any
of its subsidiaries or affiliates is the subject?

Yes No
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If yes, provide the following information for each investigation:

Name of entity:

Reason or purpose of investigation:

Regulator/organization:

Date investigation commenced (YYYY/MM/DD):

Jurisdiction:

(19) In the past 10 years, has the person applying for qualification or any of its subsidiaries or
affiliates ever been found guilty of or pleaded guilty to a criminal or penal offence?

Yes No

If yes, provide the following information for each conviction:

Name of entity:

Type of offence:

Case name: Case number, if applicable:

Date of conviction (YYYY/MM/DD):
Jurisdiction:

(20) Is the person applying for qualification or any of its subsidiaries or affiliates currently the
subject of any outstanding criminal or penal charges?

Yes No

If yes, provide the following information for each charge:

Name of entity:

Type of offence:

Date of charge (YYYY/MM/DD):
Jurisdiction:
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(21) In the past 10 years, has the person applying for qualification or any of its subsidiaries or
affiliates ever received a judgment from a civil court or has a judgment ever been rendered with
respect to its securities or derivatives activities?

Yes No

If yes, provide the following information for each conviction:

Name of entity:

Type of judgment:

Date of judgment (YYYY/MM/DD):
Conclusions of judgment;
Jurisdiction:

STRUCTURE OF APPLICANT

(22) Provide a copy of the constituting documents, including by-laws and other similar
documents, and all subsequent amendments thereto.

(23) Provide the following information for each subsidiary and affiliate of the person applying for
qualification:

(a) name, assumed names and addresses;
(b) legal status;
(c) location, statute and date of incorporation;

(d) description of the nature and extent of affiliation or contractual or other agreement with the
person applying for qualification;

(e) description of business or functions.

(24) Describe the compensation programs for directors and officers and personnel of the person
applying for qualification.

(25) Describe the business model of the person applying for qualification.

(26) Describe any outsourcing arrangement entered into by the person applying for qualification
that is related to the activities that are the subject of the application for qualification.

REGULATION AND OVERSIGHT

(27) Describe the regulatory regime applicable in Canada to the person applying for qualification,
including the following information:

(a) the name of the principal securities regulator of the person applying for qualification;
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(b) the registration category of the person applying for qualification and any related condition or
restriction;

(c) the name of any self-regulatory organization of which the person applying for qualification is a
member;

(d) the name of any other regulatory body to which the person applying for qualification would be
subject.

(28) Describe the foreign regulatory regime applicable to the person applying for qualification,
including the following information:

(a) the name of the regulatory authority overseeing the person applying for qualification;

(b) the date of registration and the registration category of the person applying for qualification
and any related condition or restriction;

(c) a description of the foreign regulatory regime, including:

i. steps taken by the foreign regulatory authority to verify legal or regulatory compliance by the
person applying for qualification;

ii. steps taken by the foreign regulatory authority to oversee the person applying for qualification,
including with respect to its internal policies and procedures;

iii. continuous disclosure filing obligations;
iv. the foreign regulatory authority’s inspection program;

v. steps taken by the foreign regulatory authority to review or approve the products offered to the
public by the person applying for qualification;

(d) confirmation from the person applying for qualification that it complies with applicable
legislation and regulations;

(e) the name of any self-regulatory organization of which the person applying for qualification is a
member.

DISTRIBUTION
(29) Describe the product distribution methods used by the person applying for qualification.
RULES AND PROCEDURES

(30) List the information that will be sent to each client of the person applying for qualification,
including the following information:

(a) a copy of all documents that will be given to the client prior to doing business with the person
applying for qualification;

(b) a copy of any other document that could be sent to the client regarding the activities of the
person applying for qualification;

(c) a description of all costs and fees that will be charged to clients, specifying how such costs
and fees will be calculated and disclosed;

(d) the manner in which risks will be disclosed to the client by the person applying for
qualification, other than by delivery of the risk information document;
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(e) a description of the handling of client accounts, specifying cash and open positions held by
the person applying for qualification on its own behalf or on behalf of its clients, its method of
account segregation and the physical location where client accounts are held;

(f) a description of the information confidentiality policy of the person applying for qualification;

(9) a description of the policies of the person applying for qualification with respect to maintaining
and storing client information;

(h) the manner in which clients can obtain up-to-date information about the operations, financial
performance, financial position and cash flows of the person applying for qualification, its
subsidiaries and affiliates.

SYSTEMS AND OPERATIONS

(31) Describe in detail the operations of the electronic platform (or electronic system) used by the
person applying for qualification.

FINANCIAL VIABILITY

(32) Submit the annual audited financial statements and related MD&A for the past 3 fiscal
years.

(33) Submit the most recent interim financial report, together with the related MD&A, if
applicable.

(34) Specify the contingency fund in which the person applying for qualification participates and
the coverage offered under such fund.

CERTIFICATE OF PERSON APPLYING FOR QUALIFICATION OR QUALIFIED PERSON
The undersigned certifies that the information provided in this form is true and complete.

DATED at on 20

(Name of person applying for qualification or qualified person)

(Name of authorized director or officer — block letters)

(Title of authorized director or officer)

(Signature)

M.O.2012-03, s. 3.

SCHEDULE C

(s. 3)

APPLICATION FOR AUTHORIZATION TO MARKET A DERIVATIVE
(Sections 82 and 83 of the Derivatives Act)

On each of the documents appended to this form, enter the name of the person applying for
qualification, or the qualified person, the date of filing of the document and the date as of which
the information is accurate (if different from the date of filing). Indicate any question that is not
applicable.

http:/legisquebec.gouv.qc.ca/en/showdoc/cr/I-14.01,%20r.%201/20160217

21/23



21/02/2017 1-14.01, r. 1 - Print

If the person applying for qualification, or the qualified person, files an amendment to the
information provided in this form and the amendment relates to a document filed with this form or
a subsequent amendment, the person must, in order to comply with sections 11.25, 11.26 and
11.33 of the Derivatives Regulation, provide a description of the amendment and file a full
amended version of the document.

(1) Name of person applying for qualification or qualified person:

(2) Full name of contact person, if different from person indicated in the application for
qualification:

(Name and title) (Telephone) (Facsimile) (E-
mail)

(3) Derivative covered by authorization application:

(4) Detailed description of the derivative.
(5) Full description of trading method for this derivative.
(6) Description of intended clientele for the derivative.

(7) Outline of risks related to the derivative which a reasonable counterparty would deem
relevant.

(8) Full details of all costs and fees related to the derivative and its trading.
CERTIFICATE

The undersigned certifies that the information provided in this application for authorization to
market a derivative is true and complete.

DATED at on 20

(Name  of person applying for qualification or  qualified

person)
(Name of  authorized director ~ or  officer - block
letters)
(Title of authorized director or
officer)
(Signature)

M.O.2012-03, s. 3.

REFERENCES

M.O. 2009-01, 2009 G.O. 2, 33A
M.O. 2009-07, 2009 G.O. 2, 3690A
M.O. 2010-10, 2010 G.O. 2, 1498
M.O. 2012-03, 2012 G.O. 2, 1100
M.O. 2012-14, 2012 G.O. 2, 2816
M.0O. 2013-20, 2013 G.O. 2, 2453
M.O. 2015-12, 2015 G.O. 2, 2260
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M.O. 2016-04, 2016 G.O. 2, 1054
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