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The British Columbia Securities Commission (BCSC)
is the provincial government agency responsible for
regulating trading in securities in BC, and the third
largest of Canada’s provincial securities regulators.
We are accountable to the provincial legislature and
the public through the Attorney General, to whom we
submit our annual report and audited financial statements.
We also submit a three-year service plan to the provincial
Treasury Board as required under the Securities Act and the
Budget Transparency and Accountability Act. Our service
plan, renewed annually, contains our strategic objectives
and action plans for achieving them. This report describes
our performance for the period April 1, 2006 – March 31,
2007, as set out in the BCSC’s 2006 – 2009 Service Plan.
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Message from the Chair

In 2006/07 the British Columbia Securities Commission

growing consensus among governments, regulators, and

continued to focus attention on two things: improving

industry leaders. A call for more principles-based rules is

the way we regulate, and working with the government

now part of almost every proposal for improving Canadian

and our colleagues in other provinces to improve

securities regulation.

the Canadian regulatory system for securities markets.
Passport

We made significant progress on both fronts.

Just before the BCSC’s year-end, we joined with our fellow

P rinciples–Base d reg ulation

regulators in all provinces and territories except

For the previous five or six years, we had found

Ontario to publish for comment the second phase of the

these two objectives to be in conflict. Our moves

passport system. Passport 2 is significantly advanced

toward more principles-based requirements and more

from Passport 1, which we adopted in 2005. It covers

outcomes-focused processes did not mesh well with

prospectus filings, registration, exemption applications,

a national drive toward more harmonized requirements

and continuous disclosure and is designed to give a public

and more common approaches. Our colleagues in the

company or investment firm access to markets across

Canadian Securities Administrators (CSA), to greater or

Canada by dealing only with its principal regulator and

lesser degrees, did not accept or agree with the changes

complying only with harmonized laws. We expect to begin

we considered necessary for better regulation. Put

implementing the package of rule, policy, and administra-

bluntly, we were constantly forced to choose between

tive changes early in 2008.

adopting the approaches we considered best

The Ontario government has not signed the passport

from a regulatory perspective and harmonizing our

agreement with other provinces. It says it would be

requirements and processes with those of our colleagues.

prepared to participate in passport, but only as a first step

I am happy to say that we have moved into a new phase.

on a path to creating a common securities regulator within

There is a much greater prospect than ever before that

a fixed schedule. No other province is willing to make

Canadian regulators will adopt a more principles-based

that kind of commitment or hold up the development and

approach. We still face significant differences of view on

implementation of the passport system to discuss it.

some projects and we often have to compromise in the

These governments have therefore instructed regulators

interests of harmonization. However, CSA is now much

to proceed with passport.

more open to considering new approaches, reflecting a
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We recognize that passport would be more useful to

During the year, we articulated these risks and ranked

market participants with Ontario participating, but it will

them based on our perceptions of their likelihood

bring significant benefits even without Ontario. We have

and impact. We are now making plans to ensure that

designed the system so Ontario can join when it is ready

we consistently interpret and apply our harmonized

and we continue to invite our Ontario colleagues to join us.

requirements, that we make consistent decisions, and
that we make our regulatory system quicker, easier,

The debate continues about whether Canada should have

and cheaper to deal with. CSA is highly motivated to

a single, national securities commission, and there are

make the passport system work in a way that will earn

strong views on both sides. Sadly, much of the debate is

the confidence of market participants. I look forward

founded on misconceptions about how our current

to continuing work with my CSA colleagues to foster trust

regulatory system works and naïve assumptions about

and collaboration among our organizations.

how an alternative would work. Any resolution of the
debate will come from governments, not regulators.

On the technology front, CSA launched a voluntary filing

Our job is to work with the system we have to deliver

program using XBRL, a business reporting language

the best regulation we can. Part of that effort, for the

that allows financial information to be easily exchanged

BCSC, is to continue developing and implementing

and analyzed. CSA’s commitment to improving how

the passport system, which can deliver real benefits to

information is collected and provided to regulators and

market participants within the next year.

investors augers well for marketplace efficiency.

N ew d irections

We in BC were also pleased during the year to recognize

The move to passport means that CSA must now move to

a new exchange—egX Canada Inc.—for real estate-related

a deeper level of cooperation, coordination, and

securities. Recognizing a new market in Canada is a rare

harmonization. CSA members have asked ourselves, what

event, and the egX Canada recognition order is unique

could happen within our operations that could prevent the

among Canadian recognition orders because it is largely

passport system from working smoothly? In what ways are

outcomes-based and supported by guidance.

our operations not yet coordinated or streamlined enough
to maintain common standards in a system where we rely
more on each other than ever before?
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Message from the Chair
continued

F inancial picture at year-end

•

In 1988, we received government approval for a

Securities market participants fund our operations through

rudimentary self-funding model, starting the change

fees they pay under the Securities Act. As the market

that led in the mid-to-late 1990s to the conversion

grows, our fee revenues increase and thereby fund the

of the BCSC and other major securities commissions

necessary increase in regulatory activity. However, some

to crown corporations.

of our revenue sources are volatile. We aim to break even

•

over the business cycle and to manage revenue fluctua-

We were the first commission to get the power to
disqualify directors and officers (1988) and to impose

tions through a fee stabilization reserve. The reserve is

administrative penalties (1989.)

designed to ensure that a temporary decline in fee rev•

enues does not impair our ability to regulate effectively or

Policy changes and more active enforcement programs
began, slowly, to change the culture of the junior

require us to seek fee increases during a weak market.

securities market. Today, we have in Canada one of the
Recent market activity has been strong so we generated

world’s most active and best-regulated junior markets.

an operating surplus of $3.1 million in fiscal 2006/07, due
•

mostly to higher-than-expected fees from mutual fund

In the early 1990s, we went to CSA with a proposal
to create an electronic filing system for reporting

and exempt market securities distributions. The surplus

issuers. What emerged was the system we know

has enabled us to increase the fee stabilization reserve

today as SEDAR.

to within its target range. Please read the Financial Report

The BCSC is now a bigger and more sophisticated agency

section, beginning on page 53, for details.

than the one that started 20 years ago with three
A nni versary y ear

commissioners and about 50 staff. Sixteen staff members

Twenty years ago, on February 1, 1987, the government

who went through that transition are still here, along

brought into force what was then the “new” Securities

with several more (including me) who joined the

Act, creating the British Columbia Securities Commission

Commission during its first few years. We have seen the

in place of the old Office of the Superintendent of

BCSC go through an amazing transformation since those

Brokers. Changes within the organization started right

early days, along with changes in the markets we regulate.

away as we looked for better ways to regulate and we
One thing that has remained constant over the years is

pioneered some of the important changes in Canadian

that the BCSC has focused on innovation, always looking

securities regulation.
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for fresh approaches for dealing with emerging market

of the Commission’s award-winning teacher and student

issues and protecting investors. Many of the steps we took

materials for the Finances component of Planning 10,

in the early years have led the way forward for Canadian

an initiative that helps to prepare students for the realities

securities regulation and support our vision today—to

of life after high school. On behalf of the Commission,

play a leading role in securities regulation that supports

I would like to thank Ms. Salvail-Lopez for her many years

investor confidence and fair, efficient, and innovative

of dedicated service on behalf of investors, issuers, and

Canadian capital markets.

the securities industry in British Columbia.

People

I thank my fellow commissioners, advisory committees,

We welcomed three new commissioners during the year.

Executive Director Brenda Leong, and all the staff for a

Kenneth G. Hanna, David J. Smith, and Suzanne K. Wiltshire

remarkable effort throughout the year. The securities

joined us in July 2006 as independent commissioners. They

markets are complex and dynamic. They continue to throw

bring significant expertise and experience, and some fresh

us new challenges that make our jobs both trying and

perspectives, which are already making a difference.

rewarding. I am proud of how our organization has
adapted to the challenges and how we continue to seek

In November 2006, Adrienne Salvail-Lopez resigned as

and find opportunities to deliver better value to investors

Vice Chair of the British Columbia Securities Commission,

and the people of British Columbia.

for medical reasons related to her failing eyesight. Ms.
Salvail-Lopez joined the Commission in 1987 as Director of
Policy and Legislation. She was appointed a commissioner
in 1992 and a vice chair in 2002. In addition to chairing
many complex hearings and drafting several significant

Dou g las M . H y n d man

decisions, she led a number of projects that have ben-

Chair and Chief Executive Officer

efited both investors and companies. Ms. Salvail-Lopez
oversaw the development of innovative new capital raising
exemptions, which are now used by issuers across Canada.
She also initiated and coordinated the development
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Accountability statement

The 2006/07 BCSC Annual Report was prepared under my

The report contains estimates and interpretive information

direction in accordance with the Budget Transparency

that represent the best judgment of management.

and Accountability Act. I am accountable for the contents

In preparing it, we have considered all significant

of the report, including what has been included and how

decisions, events, and identified risks as of June 7, 2007.

it has been reported.
We have prepared the information presented in
accordance with the BC Reporting Principles. It reflects
the actual performance of the BC Securities Commission
Dou g las M . H y n d man

for the twelve months ended March 31, 2007 in relation

Chair and Chief Executive Officer

to the 2006/09 service plan. There was only one significant
variation from the plan: a greatly increased emphasis on
investor education. We identify some minor changes in the
appropriate sections of this report.
The measures we present are consistent with the BCSC’s
mission and goals and focus on outcomes that are
critical to our organization’s performance. We discuss
limitations in our data on page 42. I am responsible for
ensuring internal controls are in place so that we
measure performance information accurately and in a
timely fashion.

—
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Executive Director’s commentary

Intro ducin g I n vestRi g ht

This focus on prevention also sharpened our enforcement

Prevention lies at the heart of our thinking behind investor

strategies this year, resulting in our enforcement arm

education. In this past year, we committed resources

working more closely with our education arm on a new

and spent a tremendous amount of energy laying the

early warning initiative. InvestRight prominently features

groundwork for a new investor education strategy. We

the RED ALERT program, through which we alert specific

started by completing a detailed review of existing

at-risk communities about suspected illegal investment

investor education research in Canada, the United States,

activities, and work with media and law enforcement

and Australia. With our CSA colleagues, we then com-

agencies to get the warnings out. Between October and

missioned primary research into Canadians’ investment

March we issued three RED ALERTS. Through these efforts

experience and knowledge and touched on their exposure

we hope to encourage more people to come forward

to investment fraud. We were very pleased during the

with information, tips, and complaints to further our

year to release the findings of this research as part of the

objective to disrupt, stop, and prevent investment fraud.

launch of our new InvestRight investor education program.

I nter - A genc y Cooperation

Our research revealed that many adults lack the

As our mandate is to regulate BC capital markets, we

necessary financial literacy skills they need to make sound

focus our enforcement efforts on cases with a strong BC

investment decisions. The InvestRight program combines

connection. However, we recognize that securities markets

both warnings and education. It targets those most

are also global, so it is critical that we cooperate exten-

at risk of investment fraud—seniors, faith-based groups,

sively with other regulators and enforcement agencies in

pre-retirement baby boomers, ethnic and immigrant

Canada, the United States, and other countries to deal

communities. InvestRight aims to teach investors critical

effectively with cross-border misconduct.

thinking skills, with emphasis on knowing and spotting

Three years ago we recognized the reputation risk to

the “red flags” that signal a potential investment scam.

BC’s capital markets posed by the abusive activities of

We want it to be a one-stop resource built around the

unscrupulous local promoters and brokers in the US

InvestRight website.

over-the-counter markets. As part of our strategy to deal
with this risk, we raised awareness among BC-connected

—
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Executive Director’s commentary
continued

participants that BC securities laws apply to them and

We rely on our growing ability to share information and

that we enforce those laws. Our corporate finance and

collaborate across operational boundaries for success in

enforcement staff worked closely with our US counterparts

moving our organization forward. During the year we

to strengthen our ability to deal with cross-border activ-

introduced a number of knowledge management tools to

ity where BC-based operators use US-based companies to

help us on the technical side of collaboration, rolling out

conduct illegal activities.

an organization-wide document management system
and training staff to use web-based tools like wikis and

As a result of a coordinated, parallel investigation with

blogs. Staff also formed cross-operational teams to tackle

the US Securities and Exchange Commission (SEC) last

some of our more challenging strategic risks, such as

year, two people were ordered out of the BC capital

abusive junior market practices and investment fads, to

markets for life. In this case we were able to disrupt and

launch InvestRight, and to implement our enforcement

stop the scheme early in its operation, about three months

early-warning initiative.

after the illegal activity began. Cases like this send a
strong message that borders will not stop regulators from

I am very pleased to see that in search of better

assisting one another to protect our markets and investors.

solutions and innovative approaches, staff are working
more collaboratively with each other and with outside

Through another inter-agency effort last year, we worked

organizations. Staff’s commitment to collaboration goes

cooperatively with the BC Civil Forfeiture Office (CFO)

a long way to furthering our regulatory objectives.

to reach a settlement under which the respondent agreed

I can clearly attribute much of the year’s success to the

to make restitution to aggrieved investors. Staff recog-

ways in which we worked together, sharing and leveraging

nized the opportunity to work with the CFO and took the

our skills and knowledge for the benefit of investors and

initiative to find a creative solution whereby BC residents

the integrity of the capital markets.

who lost more than a million dollars in a US-based scheme
would be able to recover part of their investment losses.
Collaboration

A common theme runs throughout this report—collabora-

B ren d a M . L eon g

tion. We are continually striving to become a more

Executive Director

outcomes-focused and results-based organization.
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organizational overview

/

/

Organizational overview

Mission

/

Our mission is to protect and promote the public interest by fostering:
• A securities market that is fair and warrants public confidence
• A dynamic and competitive securities industry that provides investment opportunities
and access to capital
The BCSC’s enabling legislation is the Securities Act, RSBC 1996, c. 418.

Vision

/

Our vision is to play a leading role in securities regulation that inspires investor confidence
and supports fair, efficient, and innovative Canadian capital markets.

Values

/

We are committed to smarter regulation and keeping pace with fast-evolving capital markets.
We expect our people to exemplify the following values in their work:
• Excellence—we commit to high standards and take pride in our work
• Service—we provide efficient, timely, and responsive service
• Integrity—we act fairly and ethically
• Accountability—we take responsibility for meeting our commitments
• Resourcefulness—we take a risk-based approach and are proactive, innovative, and cost-effective
We use a performance management system to measure and reward the application of these
values in four core attributes or behaviours:
• Drive for results—Exhibit a sense of urgency. Push for high levels of accomplishment.
Think of better ways to do our jobs. Set and meet specific, measurable, achievable, relevant,
and time-based objectives.
• Effective communication—State expectations clearly, express ideas well, and keep others
informed. Use plain language to communicate.
• Problem solving—Anticipate and focus on important, well-defined problems. Break complex
problems into manageable parts. Use good judgment to form opinions by weighing evidence
and testing premises. Measure the effectiveness of implemented solutions.
• Teamwork and cooperation—Work together to maximize each other’s talents to accomplish
the BCSC’s goals. Act professionally and cooperatively. Contribute to team effectiveness by
thinking independently. Support and advance team goals.

—
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	Governance

/

During the year, we updated the Commission’s governance policy. Under the policy,
we disclose information about both the policy and our governance practices on the
governance page of the Commission website. We disclose this information in other documents
by cross-reference to the website.
The Commission is governed by a board consisting of the commissioners appointed under the
Securities Act. The commissioners have three categories of responsibilities. They:
• Review and approve the development and implementation of securities legislation, regulations, rules, policies, and guidance, and oversee the activities of self-regulatory organizations
• Act as adjudicators on applications for review of self regulatory organizations (SROs) and
exchange decisions and enforcement matters brought under the Securities Act
• Act as the Commission’s board of directors, overseeing the Commission’s management,
operations, and financial affairs
The governance policy requires the following information about the Commission to be
disclosed in the annual report.
Waivers The Commission has an ethics and conduct policy. The board granted no waivers

from that policy during the year.
Commissioner compensation and attendance records Please refer to page 61 in the

management discussion and analysis for commissioner names, attendance record,
and compensation.
Compensation consultants Please see page 62 in the management discussion and analysis

section for information on a compensation consultant retained this year to assist in
determining compensation for commissioners or senior managers.
Temporary committees The board formed no temporary committees during the year.
Compliance with governance policy and procedures There were no deviations from

the governance policy this year.

—
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Organizational structure

C hair

C ommissioners

g eneral counsel

S pecial A d v isor

S ecretar y to
the C ommission

E xecuti v e Director

economic
anal y sis office

capital
markets
re g ulation

communications

corporate

& e d ucation

finance

enforcement

—
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human resources

information

& a d ministration

mana g ement

Adv isory
Committees	

/

We have four advisory committees that help us accomplish our mission:
Securities Law Advisory Committee

The Securities Law Advisory Committee (SLAC) advises the Commission on securities
regulation legal and policy issues. It provides an important link for communication between
the Commission and securities lawyers, including communication on emerging issues.
The committee has up to 12 members. Members serve for staggered terms of three years,
renewable for one additional term of three years. The vice chair of the Securities Law Section
of the Canadian Bar Association’s BC branch also serves on the committee.
Securities Policy Advisory Committee

The Securities Policy Advisory Committee (SPAC) represents a cross-section of market
participants. Members contribute to the development of securities regulatory policy and
provide independent input to the Commission’s policy formulation process and to the
detection of emerging issues. The committee has up to 12 members. Members serve for
staggered terms of three years, renewable for one additional term of three years.
Public Company Technical Forum of the Institute of Chartered Accountants of BC

This body of the Institute of Chartered Accountants of BC offers an opportunity for practicing
members serving publicly-traded companies to discuss their observations and concerns with
the BCSC and TSX Venture Exchange representatives. It also allows the BCSC and the exchange
to consult with accounting professionals on future securities regulation policy directions and
the possible impact on public companies and their auditors.
CSA Mining Technical Advisory and Monitoring Committee

This committee of mining industry technical representatives serves as a forum for continuing
communications between the mineral industry and the CSA. For example, the committee
advises the regulators about issues related to National Instrument 43-101 Standards of
Disclosure for Mineral Projects, mineral industry and professional developments and other
matters related to securities regulation. There were nine industry committee members in
2006/07, including four from BC, and one observer each from the Toronto Stock Exchange
(TSX) and TSX Venture Exchange.
In addition to these advisory committees, we consulted on a less formal basis during the year
with stakeholders including public company directors, senior executives of public companies,
institutional investors, investment dealers, mutual fund dealers and hedge fund managers, as
well as litigators who appear before the Commission.

—
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Staffin g
& fun ding

/

We are committed to operating the BCSC on a break-even basis with a stable, relatively small,
and highly efficient staff. The chart below shows staffing and funding over three years and our
fiscal 2008 expectations.
A ctual	

P ro j ection

		2 0 0 5 		2 0 0 6 		2 0 0 7 	2 0 0 8

Staffing		
Operating
expense

A ctivit y
statistics	

195		

$ 26.7 million

191		

$ 27.4 million

189

200

$ 28.5 million

$ 30.2 million

/
A s o f M a r c h 3 1 		2 0 0 4	2 0 0 5 	2 0 0 6 	2 0 0 7

Registrants1

18,478

25,090

26,815

28,463

Active reporting issuers

6,206

6,366

6,245

6,316

Mutual fund prospectus filings

2,390

2,649

2,410

2,518

628

634

699

851

196

277

306

307

Continuous disclosure reviews 3

287

721

204

289

Annual information forms 4

631

1,039

1,691

1,913

Cease trading orders (reporting issuers)

360

314

226

338

Exemption applications

478

442

372

352

Prospectus filings (non-mutual fund)

Initial public

offerings 2

1. Figures for fiscal 2005, 2006, and 2007 drawn from the National Registration Database (NRD). The fiscal 2004 figure is an
estimate, as NRD was not in place to provide a definite number.
2. Initial public offerings are a subset of all prospectus filings.
3. The number of continuous disclosure reviews in 2005 was significantly higher because we did a special management discussion
and analysis (MD&A) review. This figure is not comparable to prior or subsequent years.
4. In June 2006, investment fund issuers had a new requirement to file an annual information form (AIF) if they did not have a
current prospectus on file. This accounts for a majority of the increase in filings for the 2007 fiscal year compared to 2006.

—
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K ey
	stakehol d ers	

/

Our stakeholders have diverse yet interdependent interests, both provincial and national
in scope. They include:
• The public—who rely on us to foster capital markets that contribute to
the economic well being of the province
• Investors—both retail and institutional, who seek to invest in fair and
efficient securities markets
• Issuers—public and private companies that rely on the capital markets for funding
• Securities firms—registered to provide investment services to both users
and suppliers of capital
• Self-regulatory organizations—which we rely on and oversee
• The provincial government—to which we are accountable
• Other Canadian regulators—with which we develop and implement
regulatory policy through the CSA

Assessin g
	stakehol der	
	satisfaction	

/

We assess stakeholder satisfaction by surveying those who file applications with our Capital
Markets regulation and Corporate Finance divisions. Ask them if we were prompt,
professional, and objective, and if we kept them informed. While we exceeded our target
for the year, we note the declines in satisfaction for 2005/06. Due to the small sample size,
the number of responses can cause the percentages to change significantly. Our review
of the underlying numbers, however, does not raise any concerns. We will continue striving
to improve our service levels.

Core business
areas	

/

Di v ision	

I n d ustr y Group
S ur v e y s	

05/06
A ctual	

06/07
Tar g et	

06/07
A ctual	

07/08
Tar g et		

Capital Markets
Regulation

Firm, SRO,
applicant satisfaction

93%

80%

86%

80%

Corporate
Finance

Issuer, applicant
satisfaction

94%

80%

91%

80%

We organize our work around four strategic goals set out in our service plan in the core areas
of compliance, enforcement, policy-making, and investor education.

—
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Compliance

We focus our compliance activities on BC-based dealers, dealer branches in BC,
BC-based issuers, and other market participants based in BC.
• The Capital Markets Regulation division oversees securities firms, their employees,
self-regulatory organizations and exchanges. Staff monitor registered firms, self-regulatory
organizations, and exchanges for compliance with securities legislation; register firms and
their salespeople; review applications for recognition or exemptions from registrant regulatory
requirements; and review policy development proposals from the self-regulatory organizations
and exchanges. Registration is an important tool for fostering fair and efficient capital
markets and protecting investors. Registered representatives must be qualified persons with the
education, experience, and integrity required to serve and advise investors. Registered firms
must be financially viable and follow conduct standards that ensure investors are well-served.
This includes conflicts management, complaints handling, client relationship requirements,
client disclosures, compliance, controls and supervision to manage regulatory, and business risk.
• The Corporate Finance division oversees the companies that raise capital in the public or
private securities markets, and their insiders. Staff review securities offering documents,
receipt prospectuses, and review applications for exemptions from regulatory requirements.
They also monitor public company disclosure (including financial statements), exempt
capital-raising, and insider reporting. The aim of the disclosure requirements on companies
and insiders is to encourage informed decision-making by all parties to securities transactions. Markets operate most efficiently when investors have confidence that they have access
to timely, accurate, and complete information.
• The CSA share the responsibility for overseeing SROs. Each SRO has a lead CSA regulator
responsible for most of the oversight work, subject to monitoring by the other CSA
jurisdictions. The BCSC is the lead regulator for the Mutual Fund Dealers Association
(MFDA). The Ontario Securities Commission is the lead regulator for the Investment
Dealers Association of Canada (IDA) and Market Regulation Services Inc. (RS) and
for the TSX. The BCSC and the Alberta Securities Commission (ASC) share lead regulatory
responsibility for the TSX Venture Exchange. In March 2006, the BCSC recognized
egX Canada Inc. as an exchange for the listing and trading of real estate securities and
related financial products. We now oversee this exchange as well.
Enforcement

We focus on important cases with a strong BC connection. Our enforcement actions involve
investigating possible breaches of the Act, conducting administrative hearings before Commission
panels, and representing the BCSC before the courts. When a case involving a BC-based
market participant has national implications, the BCSC usually leads the CSA’s enforcement
response. When a case emerges related to an SRO member, the SRO typically takes the lead on
the enforcement action. We refer appropriate cases to Crown counsel for criminal prosecution.
—
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Policy-making

We have the power under the Act to make rules. We also issue guidance to help market
participants understand our requirements. We make rules and issue guidance in cooperation
with CSA. Our goal is to develop a harmonized system of securities regulation among
all jurisdictions. Market participants can apply for exemptions from our rules. Often an
application is made in several jurisdictions. We analyze exemption applications and
cooperate with other CSA jurisdictions, based on mutual reliance principles, to reach an
appropriate and harmonized decision in all jurisdictions participating in the decision.
When the passport proposal published in March 2007 comes into effect, anyone granted an
exemption in their principal jurisdiction will automatically have an exemption from
equivalent requirements in other jurisdictions.
Investor education

We run targeted programs for investors to help them protect themselves from fraud and
unsuitable investments. This involves delivering both warning and education messages
through strategic partnerships to broaden our reach into various communities throughout
the province. In addition, we provide easy-to-understand information to investors through
our consumer-friendly InvestRight program. On the national front, we work closely with our
CSA colleagues to identify common areas of focus as part of defining an overall CSA investor
education strategy.
BCSC operating
capacity

/

To support our core business areas, we recruit and retain qualified staff, develop and maintain
reliable information management systems, and manage our operations cost-effectively.
Human Resources

We strive to attract and retain capable staff by recruiting employees who embody our
values, keeping the BCSC compensation structure competitive, improving our regulatory
competencies through training, and maintaining a succession plan. We focus our efforts
to maintain a motivating work culture by providing opportunities for staff to learn and
grow, supporting team work, providing effective performance feedback, and strong internal
communication channels.
Information Management

We develop, manage, and support key national and local systems to advance our regulatory
work. Key local systems that improve our communication with the public and industry include
e-services (for filing applications for exemptions), our public website, a database to search for
registered persons, a defaulting issuers list, and a disciplined persons list.

—
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Gathering relevant information and getting that knowledge to the right staff or stakeholder at
the right time is critical to our overall efficiency and effectiveness as a regulator. Information
management supports our knowledge culture by enabling us to conduct custom research,
manage records, respond to public inquiries, build custom interfaces to regulatory databases,
and run internal workflow systems. We maintain internal project management expertise to
guide us through large projects and we support business continuity planning.
Finance

We manage spending through budget planning, tracking, and reporting, and by keeping risk
and cost considerations top-of-mind throughout the organization. We report our financial
performance to stakeholders as required under the Securities Act, the Budget Transparency
and Accountability Act, and the Financial Information Act. Our purchasing systems, payroll
systems, and expense and reimbursement procedures all contribute to effective control of
our significant financial and physical risks.
Service	
Deliv ery

/

Although our statutory mandate is to regulate BC capital markets, in reality we are part of a
system of securities regulation that is national in scope. This significantly affects how we do
our work and influences how we think about and implement securities policy in BC.
There is a broad consensus among all stakeholders that a system of regulation that is largely,
if not completely, harmonized among all jurisdictions in Canada will best serve the interests
of both industry and investors. We therefore coordinate our work as much as possible with
the other members of the CSA. All CSA jurisdictions strive to minimize differences of policy
and procedure to achieve the appropriate level of harmonization throughout the country.
We also devote significant resources to leading the CSA’s support of the government-led
passport system project. All provinces and territories, except Ontario, are working to implement
this system. Its goal is efficient, streamlined, and cost-effective securities regulation in Canada
that is faster and simpler for market participants to use. In March 2007, the participating
jurisdictions published a proposal to implement the passport initiative. The proposal would
allow market participants to comply only with harmonized laws consistently applied and
interpreted throughout Canada and to deal solely with their home regulator, eliminating the
need for separate approvals from each jurisdiction. We designed the system for adoption
by all Canadian jurisdictions to allow market participants to focus on how the system could
operate to streamline Canadian securities regulation.
Under the CSA umbrella and powers provided in the Act, we rely on three self-regulatory
organizations to perform key regulatory functions related to investment dealer and mutual
fund dealer firms, and trading activity on Canadian equity marketplaces:
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• Investment Dealers Association of Canada, which regulates investment dealers
• Mutual Fund Dealers Association of Canada , which regulates mutual fund dealers
• Market Regulation Services , which regulates equities trading on Canadian marketplaces,
including the TSX, the TSX Venture Exchange, the Canadian Trading and Quotation
System, egX Canada Inc., and other exchanges and alternative trading systems. (RS is in
merger discussions with the IDA. If the merger proceeds as the parties intend, it will likely
occur during 2007/2008.)
International
cooperation

/

The BCSC regularly cooperates and coordinates with US federal and state regulators in
enforcement matters. We are also active in three organizations that represent North American,
pan-American, and international securities regulators, respectively:
• North American Securities Administrators Association (NASAA)—an organization
of Canadian provincial, American state, and Mexican federal securities regulators
• Council of Securities Regulators of the Americas (COSRA)—a forum for mutual cooperation
and communication among securities regulators in North, South, and Central America,
and the Caribbean , COSRA focuses on investor protection, market integrity, regulatory
cooperation and information-sharing.
• International Organization of Securities Commissions (IOSCO)—the international
authority for global cooperation related to regulatory standards, surveillance, enforcement,
and information exchange among securities regulators
We have several formal memoranda of understanding (MOUs) with specific foreign regulators and IOSCO that establish processes and expectations for assisting each other in gathering
information for investigations. We received a total of 27 requests for assistance under these
various MOUs, as detailed below:
• US SEC: 15
• US Commodity Futures Tracing Commission (CFTC): 2
• UK Financial Services Authority (FSA): 1
• HK Securities and Futures Commission (SFC): 7
• AU Australia Securities & Investments Commission (ASIC): 2
• BF Securities Commission of the Bahamas: 1
We made a total of 20 requests for assistance in 2006-07, as detailed below:
• US SEC: 11
• US CFTC: 3
• HK SFC: 4
• UK Guernsey Financial Services Commission: 1
• VI British Virgin Islands Financial Services Commission: 1
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BCSC Education Fund

The BCSC established an education fund in 1991 to receive revenue from administrative
penalties imposed on market participants who violate securities regulations. The Commission
may only spend this money on investor and industry education.
Over the past couple of years, we received new information that made a compelling case
for stepping up our investor education program to protect BC investors from fraud and
unsuitable investments. Historically, the Commission targeted seniors for its investor
education programs. We believed that seniors were the most vulnerable and had the most
to lose. New information suggested that another target audience was increasingly at risk for
fraud—pre-retirement boomers. We also recognized that many employers are eliminating
traditional defined benefit pension plans. Fewer and fewer people will be able to rely on such
pensions as the cornerstone of their retirement.

On October 3, 2006, we launched InvestRight, a consumer-friendly, investor education
program. A key component is the comprehensive InvestRight website, which provides a
wide range of tools to help investors develop the critical thinking skills they need to protect
themselves. It has a “scam meter” that enables investors to see if the investment they are
considering shares common traits with past scams. It also includes videos of victims
telling their stories, and makes it easy for anyone to file a complaint, help the Commission
fight stock spam, or report a scam.
During the year we made a fundamental change to the way we manage the fund. We now
develop more of our own programs and operate with partners rather than relying on third
parties. We have assessed all existing partnerships to ensure they fit within the new strategy.
The fund is our primary resource for implementing the InvestRight program. Other fund
activities include: primary and secondary research, including the first-ever CSA Investor Index;
new criteria for assessing proposals; and launch of the Red Flags campaign, designed to alert
investors about sales pitches used by scam artists.
Please see page 64 in the management discussion and analysis section for a full account
of education fund activity.

—
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Our financial life skills resource prepares future investors in BC classrooms

Financial
Life S kills for	
grade 1 0
	stu dents	

/

For the past two years, we have offered our popular Financial Life Skills resource to
teachers who teach Finances to grade 10 students. The resource covers important financial
topics including budgeting, saving, investing, and investment fraud. Since introducing the
resource in November 2004, over 1,200 teachers in all 61 school districts have requested it.
The resource’s innovative approach blends fictional characters with real-life financial
activities and decisions in a hands-on, activity-based format. As each financial topic is
introduced, students learn the concepts and information through eight “life-stage characters,”
each facing different financial circumstances.
In July 2006, we assessed the effectiveness of our resource. We measured the knowledge and
attitudes of students before and after attending the Finances course taught with our resource.
The findings show:
• A majority of students found the topics interesting and engaging
• 85 per cent of students gave the course a B or higher
• Students found almost all of the topics easy to understand
• After taking the course, students saw financial planning as more personally relevant to
them and were more aware of their vulnerability to fraud
In May 2005 and 2006, the Commission surveyed teachers about their use of and satisfaction
with the resource. Key findings include:
• Many teachers said they personally learned something by using the BCSC materials
• Over 80 per cent of the teachers rated the resource positively and said they intended
to use it again
We support teachers using our resource through a province-wide training program.
We show teachers how to use the resource, explain key concepts and provide strategies for
keeping students engaged. We offer face-to-face training and have recently launched our
webinars—interactive real-time web-based training.
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We have recently begun a financial literacy advocacy campaign. The campaign is aimed at
school trustees and administrators, teachers and parents. The goal of this program is to
give future and current investors the tools they need to ask the right questions before making
investment decisions, and to protect themselves from fraud.
There is an opportunity to utilize the Financial Life Skills resource across Canada, given that
there are no comparable resources for high school students. This year’s federal budget called
for a plan to promote financial literacy, particularly for young Canadians, by developing new
financial educational materials. The government, through its Financial Consumer Agency of
Canada, is looking for partners with good content to use on a national basis.
The Financial Life Skills resource and our financial literacy advocacy campaign are part
of a number of investor education programs offered through our InvestRight program.

—
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Report on performance

	Goals	

/

Four goals support our mission:
Goal 1 / Promote a culture of compliance
Goal 2 / Act decisively against misconduct
Goal 3 / Advance smart rule-making and guidance
Goal 4 / Educate investors

Risks	

/

This section describes each goal, the strategies supporting it, and the progress we made during
the year towards achieving them all. We use a risk management framework to help identify
the most serious threats, or risks, to our mission. This framework gives us confidence that the
following risks, which we have focused on for the past two planning cycles, remain the most
significant:
Risk 1 / Unsuitable investments

Unsuitable investments occur when brokers or financial advisers don’t fulfill what we call
“suitability obligations” under the Securities Act and as a result—investors buy products
that aren’t right for their portfolios.
Risk 2 / Investment fads

Investment fads lead investors to invest too heavily in popular securities whose risks they do
not fully understand.
Risk 3 / Abusive junior market practices

Abusive junior market practices undermine the confidence that investors have in BC companies.
They harm the reputation and competitiveness of the BC market overall as well as the interests
of BC companies wanting to raise money outside the province.
Identifying key strategic risks brings focus to our operating priorities. We report our progress
in dealing with each risk under the goal to which it is most directly related. The strategies
described under each goal support our efforts to meet the goal in one of two ways. They are
either a direct response to identified market risks related to the goal, or a commitment
to improving operational efficiency or effectiveness.
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Our mission is to protect and promote the public interest by fostering a
securities market that is fair and warrants public confidence, and by fostering
a dynamic and competitive securities industry that provides investment
opportunities and access to capital.

Measurements

/

We have performance measurements for each goal to help us assess our performance,
which we select based on the following criteria:
• Connection to our goals — we choose measurements that will objectively reflect our
progress in achieving our goals and, through them, our mission
• Longevity — we choose measurements that we will be able to track over several years, and
whose trends will provide valuable information for improving our performance
• Measurability — we choose measurements for which we can collect accurate data and
form baselines in a timely way
Some measurements track our overall progress towards achieving a goal. Others measure
routine operational processes critical to delivering an efficient and effective regulatory system.
Given the outcomes-focus of our measurement program, we collect data in a structured way
quite different from that of other Canadian regulators. Each year we look for opportunities
to benchmark, but to date we have found none: other regulators either track similar data
in different ways or collect no comparable data. Of the eight measurements we report on in
this section, only three will carry over to our next reporting cycle. Five more will be replaced
with measurements we believe better suited to the outcomes they aim to quantify. We discuss
why we revised each measurement in the discussion of that measurement. We chart a full
review of our measurement data, collection method and frequency, limitations, and controls
at the end of this section, on page 42.

Capacity

/

It is always a challenge to organize our finite staff resources to deal effectively with the most
pressing market issues. Extremely active market activity such as we saw throughout fiscal 2007
intensified the challenge on two fronts. As a direct result of a sharp increase in initial public
offerings (IPOs), especially in the mining sector, we had to shift staff from continuous
disclosure review work to keep up with IPO disclosure reviews. Hot markets during the year
also increased the competition for top talent, which brought higher than usual turnover
among our senior professional staff. Both effects meant that we completed fewer continuous
disclosure reviews than in previous years, despite meeting turnaround targets for those we
did complete, as set out in the service standard measurements on page 41.
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Goal 1

/

Promote a culture of compliance

Investors are better protected if securities firms and issuers of securities understand and
comply with their regulatory obligations. A culture of compliance starts at the top with
directors and senior management taking their compliance responsibilities seriously and
reinforcing compliance throughout the organization.

This is partially achieved by having effective systems and controls in place to ensure compliance. An effective culture of compliance aligns the private interests of market participants with
the public interest in a fair, efficient, and reputable securities market. Regulatory intervention
should only occasionally be necessary to correct non-compliance. When we perform our
compliance function efficiently, compliance costs should decrease for compliant businesses.
During fiscal 2007, we had four strategies supporting this goal and four measurements to
track our progress.
Strate gies	

/

Strategy 1 / Assess the level of non-compliance with firm and salesperson suitability obligations

Our work in this strategy focuses on the specific issues inherent in the unsuitable investments
risk. We focus on this risk in response to statistics indicating that suitability complaints are
routinely the greatest source of investor complaints received by the IDA and the MFDA.
During the year, we analyzed suitability-related complaints made to SROs and the
Ombudsman for Banking Services and Investments (OBSI). We also analyzed complaints
reported by IDA members through the COMSET (Complaints and Settlements) database. We
found no concentration of problems in any particular industry segment, geographic region, or
product type. In addition, the overall incidence of complaints was low in proportion to market
size and total activity. Nevertheless, following our detailed review of complaints filed in 2005,
we decided that we needed to develop regulatory tools to detect suitability non-compliance
more quickly. Complaints to the SROs are frequently about transactions that occurred several
years previously. Further, we believe suitability problems may be under-reported to regulators
because, for example, complainants may not realize their complaint has a suitability element.
In the coming year, we will work with the SROs to develop additional tools to understand and
improve suitability compliance.
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These will include:
Direct testing of the quality of advice given to retail customers
We looked at the Australian Securities and Investment Commission’s work on suitability,
which concluded that advice appeared to be fee-driven in one out of every eight cases.
We will explore options for conducting a similar review in Canada.
Improving the awareness of investor restitution options such as OBSI
Clients seek restitution for monies lost. In 2005, OBSI recommended some level of restitution
to clients in 50% of the securities-related cases. However, many clients learned about OBSI from
sources other than their dealers. We will work with the SROs to improve dealer efforts to increase
client awareness and understanding of OBSI and what it can do for them. We will also advocate
for greater OBSI participation among dealers, especially among scholarship plan dealers.
Strate gy 2 / Identify and respond to emerging retail investment trends

Our work in this strategy focused on the specific issues in Risk 2: Investment fads. Knowing
sooner what security types are becoming popular in the retail market allows us to better
manage the risks to investors by following up on sales practices and taking action to correct
non-compliant issuer disclosure more quickly.
During the year we monitored emerging retail trends and alerted investors about the risks of
investing in particular security types. We reviewed offering memoranda and exempt distribution reports to gather information about the types of products issuers were selling. We also
explored other sources of trend information. Once we identified a security or security type
that was growing in importance in retail portfolios, we chose one of the following four actions:
• Gather information about the selling activity in the security, and take appropriate action
against a firm that has not conducted adequate due diligence on the security or given proper
suitability advice to clients.
• Assess the underwriting practices of the securities firms that are significantly involved in
underwriting the security type.
• Step up our review of issuer offering documents for clear disclosure about the business
and key risk factors. If the security type is sold under exemptions, we review the offering
memoranda to see if they meet disclosure requirements.
• Educate investors about the types of investments they might not understand well enough to
protect themselves and give them the knowledge to critically assess the advertised or promoted
benefits. We choose the most cost-effective distribution channels for disseminating relevant
and timely information about these security types to investors, focusing on the risks of the
investments and the questions they should ask salespersons before they decide to invest.
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Strate gy 3 / Define the nature and severity of continuous disclosure failures

Continuous disclosure obligations for reporting issuers are central to achieving our mission.
Issuers that fail to comply with their continuous disclosure obligations pose a risk to investors
and the market tools.
Recent disclosure controversies caused us to consider more methodically whether those
individual occurrences of late disclosure indicate a pervasive problem. To determine how pervasive late disclosure of material information is among BC-based issuers, we are assessing the
timeliness of continuous disclosure by a pilot group of the most significant BC-based issuers.
Once we decide an issuer warrants further investigation, we review who within the issuer knew
what, when they knew it, and whether the issuer has adequate systems and controls to meet its
disclosure obligations.
In cases where we uncover non-compliance and inadequate systems and controls, we act to
ensure the issuer takes steps to correct the deficiencies. If untimely or misleading disclosure is
a pervasive problem, we design outcomes-based compliance tools to reduce the incidence of
the problem among BC issuers. If we uncover serious cases of issuer non-compliance, we may
take enforcement action to reinforce our regulatory standards.
Strate gy 4 / Apply our portfolio of compliance processes to the most important problems

Since we monitor and inspect a very broad range of market activity using finite compliance
resources, we constantly seek ways to make our compliance approach more cost-effective.
When evaluating our compliance programs, we ask ourselves questions such as:
• Do our compliance tools address the external risks most relevant to our mission?
• Have we selected the compliance tools that maximize cost-effectiveness in managing
those risks?
• Do our compliance processes hold securities firms and issuers – and their senior
managements – accountable for their compliance decisions?
We chose a few areas where we saw compliance concerns and took a fresh look at which tools
would most efficiently make industry participants aware of this compliance issue. During
the year, we took further steps towards improving the effectiveness of our regulatory processes
in light of these questions. We will continue to use enterprise-wide risk management
tools both to more effectively select issuers and securities firms for review and to respond to
compliance failures.
Measurements	

/

Percentage of reviewed issuers that reduce deficiencies in their continuous disclosure

Our Corporate Finance division reviews issuer disclosure for non-compliance. At the end
of each fiscal year, we retain an outside chartered accountant to review the subsequent
continuous disclosure of a statistically significant sample of issuers that received comment
letters from us during that year. We limit reviews to the non-compliant disclosure documents
for each issuer. These could include interim and annual financial statements, management
discussion and analysis, or mineral exploration results. The review methodology measures:
—
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• Any year-over-year improvement that demonstrates an issuer took action in response
to our compliance efforts
• Whether an issuer’s new disclosure materials are compliant
The results of the reviews show the extent to which our disclosure compliance work motivated
non-compliant issuers to improve their disclosure voluntarily. This measurement does
not gauge compliance for all issuers; it focuses only on the non-compliant disclosure of those
issuers we choose to review based on our risk-based selection criteria. We use a different
sample of issuers each year.
This measurement always lags by one year because we must wait for the next filing cycle to
evaluate improvements from the prior year’s disclosure. In May 2008, we will report on
disclosure improvements resulting from reviews carried out between April 2006 and March
2007. We are not able to benchmark this measurement against the disclosure compliance work
of other jurisdictions because they do not collect similar data. Although we have worked
with other jurisdictions to compare our disclosure review programs, the comparison focuses
on the regulatory processes for issuer selection and review, not the outcomes of the programs.
S tatus : P artl y met		T argets and results

Percentage of reviewed
issuers that reduce
deficiencies in their
continuous disclosure:

04/05
B aseline

05/06
A ctual

06/07
Tar g et

06/07
A ctual

07/08
Tar g et

No data
for 04/05

Accounting
disclosure:
A. 90%
B. 84%

Improve

Accounting
disclosure 1
A. 100%
B. 81%

Accounting
disclosure
A. 90%
B. 85%

Mining
disclosure 2

See next
table

Mining
disclosure:
A. 66%
B. 47%

A. Improved disclosure
B. Improved disclosure
to minimum standards

on 05/06

1. Our data show that all of the 27 issuers reviewed by our independent accountant improved their accounting disclosure
in some areas cited by the BCSC, and 22 of the 27 (81%) improved in all areas.
2. We reviewed the mining disclosure measurement carefully during the year. We concluded that we needed to report on mining
disclosure in a way that takes into account the diverse and volatile nature of the industry, which makes it challenging to compare
disclosure by the same companies year after year. For this reason, the disclosure review we conducted does not expand on the results
reported in 2005/06 but on a 2002/03 study tied to National Instrument 43-101 Standards of Disclosure for Mineral Projects,
the primary regulatory standard for mining disclosure.
For this measurement, an independent geologist reviewed the general level of compliance among a representative sample of 26
active mining issuers and compared the results to the 2002/03 study of 20 different active issuers. Our data show that, while
there is still considerable room for improvement, the quality of mining technical disclosure has improved dramatically since
2002/03. We will use this new technical data measurement for fiscal 2008 and concentrate our efforts on improving disclosure in
the categories where issuers are least compliant.
The following table presents the new measurement criteria and results.
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S tatus : M et

T argets and results
02/03
B aseline

06/07
A ctual

07/08
Tar g et

08/09
tar g et

News releases

24%

71%

70%

70%

Annual information forms

35%

70%

70%

70%

Issuer websites

17%

47%

45%

55%

Management discussion and analysis

19%

42%

45%

50%

Percentage of sampled mining issuers
that met minimum disclosure standards
for the following disclosure types:

Percentage of BC-prime reporting issuers on defaulting issuers list

The Act requires reporting issuers to file certain information on time, in the required form,
and with the appropriate fee. One measurement of a compliant industry is that issuers
consistently meet these filing requirements. We routinely put issuers that do not file or pay
fees on time on a list of defaulting issuers. We also put an issuer on the list if we decide
that a filing is clearly not in the required form.
We track the total percentage of BC-prime reporting issuers on this list during each year.
Firms, that in addition to being on the defaulting issuer list also had a cease trade order for
more than 90 days, are excluded from the analysis as that pattern suggests the issuer is leaving
the market altogether. We expect the percentage of BC-prime issuers that appear on the list
each year to decrease over time.

S tatus : M et	

T argets and results
04/05
B aseline

05/06
A ctual

Percentage of BC-prime
reporting issuers on defaulting
issuers list – 4 categories:

06/07
Tar g et

Improve
on 05/06

06/07
A ctual

Total
issuers
equal to or
less than
23%
18%

Late filing

16%

17%

Unpaid fees

17%

18.5%

14%

Inadequate disclosure

20%

21%

20%

% on list overall

30%

23%

22%

—
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07/08
Tar g et

This year, 22% of BC-prime issuers were placed on the defaulting issuers list at some time
during the year, down from 23% the year before. However, the overall incidence of default due
to late filings rose slightly.
We believe that timely filing can be an indication of a culture of compliance across all areas.
The data we have allows us to see how BC-based issuers compare to other BC-reporting
issuers on late filings. The late filing percentage held steady for other BC-reporting issuers
while increasing one percentage point for BC-based issuers.
Average number of deficiencies per securities firm examination
Our Capital Markets Regulation division reviews securities firms that are not SRO members
for compliance with their regulatory obligations. Using risk-based assessment criteria, we
examine a different set of firms each year that pose the highest compliance risk and report
results using 57 categories of deficiencies.
Because we conduct risk-based examinations, we place a priority on reviewing firms about
which we already have compliance concerns. This measurement therefore uncovers a higher
average number of deficiencies than if we reviewed a cross-section of firms. We may further
decide in a particular year to review all firms for specific compliance problems, which would
raise reported deficiencies in defined areas. To neutralize this bias, we adjust for the results of
targeted examination sweeps.
We are not able to benchmark this measurement against other commissions. While they also
track deficiencies, no other jurisdiction follows the same system for designing its compliance
examination programs and summarizing its examination results this way.
S tatus : M et	

Average number of deficiencies
per examination conducted
by capital markets regulation
staff 1

T argets and results
04/05
B aseline

05/06
A ctual

06/07
Tar g et

06/07
A ctual

07/08
Tar g et

6.8/32
categories

6.5/32
categories

< 7.6

7.3

< 6.9

7.6/57
categories

1. Based on 22 examinations in the year ending 2005, 24 in 2006, and 15 in 2007.

Our fiscal 2007 examinations showed an average of 7.3 deficiencies per examination in the
57 categories measured, a decline from 7.6 the previous year. We want to see the overall
number of detected deficiencies decline over time as firms correct past deficiencies and
reinforce a culture of compliance.
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Timeliness and relevance of industry education

We aim to communicate important regulatory information when market participants need
it most and design industry education programs to help market participants understand and
comply with their regulatory obligations. This measurement was designed to report on
industry satisfaction and program relevance based on either in-event or post-event surveys.
During the 2007/10 planning cycle, we reconsidered this measurement as an indicator of
compliance improvement and decided to discontinue it in favour of measurements more
tightly connected to the aims of our goal to foster a culture of compliance.
S tatus : P artl y M et	

T argets and results
04/05
B aseline

05/06
A ctual

06/07
Tar g et

06/07
A ctual

07/08
Tar g et

94%
satisfaction

Discontinued

No data
for 05/06

80%
satisfaction
and usage

Timeliness and relevance of
industry education
Percentage of attendees
believing time well spent
Percentage of attendees
applying content

No data
for 04/05

Usage not
measured

We measured satisfaction at two industry education events during the year. At one event, we also
asked attendees whether they would be able to apply what they learned; however, we were not
successful in structuring a measurement to track whether they did in fact apply the learning.
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Goal 2

Act decisively against misconduct

Decisive action involves receiving and processing complaints and tips about alleged
misconduct, conducting surveillance to detect misconduct, investigating suspected
breaches of securities laws, and resolving cases through settlements and administrative
hearings. We have strong compliance and enforcement processes to respond quickly and
appropriately to cases of misconduct.
An effective regulatory enforcement regime is rooted in strategies that focus on protection and
prevention. One of our objectives is to intervene earlier and disrupt misconduct to minimize
investor losses. We aim to allocate our resources to those cases that will provide the most
significant protection to investors and send the strongest deterrent messages. Cost-effective
enforcement stems both from how we select and manage enforcement cases and from how we
coordinate our enforcement actions with SROs and other regulators.
We had three strategies supporting this goal and two measurements to track our progress.
Strate g ies

/

Strate gy 1 / Disrupt abusive junior market practices in British Columbia

During the year we dedicated resources for this strategy to addressing Risk 3: Abusive junior
market practices. We were successful in making progress on all our service plan commitments. We:
• Contacted BC issuers that had filed prospectus equivalents in the US to confirm that BC
securities laws apply to them and we would enforce those laws. We also increased
the number of site visits to these market participants in collaboration with the RCMP
Integrated Market Enforcement Team (IMET).
• Resolved legal issues that had previously hampered information sharing with US
agencies. This enabled BCSC staff to step up cross-border and inter-agency surveillance,
information sharing, and joint enforcement for quicker and more effective action on
BC and US securities laws.
• Brought the first-ever cross-border investigation and joint enforcement action on
the Greyfield case involving over-the-counter market activity.
• Publicized the Greyfield case via the usual media channels as a way to help maximize
the deterrent effect of our actions.
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• Developed a comprehensive set of policies to address certain over-the-counter market problems in BC with new tools to regulate the activities of BC-based Over-the-Counter Bulletin
Board (OTCBB) issuers. We will consult on implementing these new tools during fiscal 2008.
• Worked with the IDA on issues related to OTCBB trading by their members.
• Encouraged professional bodies for accountants, lawyers, and engineers to take action against
their members who engage in abusive practices. This initiative added strength to the calls and
site visits our staff made to OTCBB market participants.
Strate gy 2 / Hold firms accountable through enforcement action

Holding firms accountable for developing, implementing, and monitoring reasonable systems
and controls to meet their regulatory requirements is a cornerstone of effective regulation.
When our ongoing compliance practices uncover serious cases of firm non-compliance,
we take enforcement action to reinforce regulatory standards. We hold the firm’s senior
management and directors accountable for the compliance failures in appropriate cases.
Strate gy 3 / Improve efficiency of enforcement processes

We use a range of enforcement tools. In this strategy, we draw attention to projects that
improve our efficiency in dealing with significant cases of misconduct. We identified three
specific projects for the past year.
1. Staff allocation over the life cycle of a case
Litigators joined investigations earlier with the aim of making the investigations more
efficient. We will continue this approach over the coming year as we gain a better
understanding of how we can best use litigation time to strengthen the investigation stage.
2. Learning from past cases to improve planning, case timeliness
We now complete two detailed post mortems on each case—one at the end of the investigation
phase, and one at the end of the litigation phase. Through these reviews, we gained insights on
how to run investigations or litigation better.
3. Reciprocal orders
We believe that the results from settlements or Commission decisions will have a higher deterrent effect if other jurisdictions reciprocate our decisions. We also believe that reciprocating
orders from other jurisdictions promote efficiencies in enforcement and protect BC markets
and investors by precluding these sanctioned persons from operating in BC. Misconduct is
increasingly national or international in scope. We worked with other regulators to improve
the process for reciprocating orders across provinces, and internationally.
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Acting decisively against misconduct involves detecting the misconduct, choosing the right
cases to investigate, and applying a variety of tools to deal with the misconduct. Standard
enforcement measurements, including those generally used by CSA members, focus on
counting enforcement actions, such as the number of new enforcement cases opened, or
settlements reached in a year. Although we report this information, we do not rely on such
output measurements in this section because they do not adequately reveal whether we are
acting decisively against misconduct. We believe that outcomes-focused measurements will
better show our progress in achieving this goal.

Measurements

/

Percentage of cases from external complaints that could have been detected earlier
through internal compliance monitoring

In our 2006/09 service plan we undertook to find a more effective measurement for early
detection to replace this measurement of external complaints. At the heart of our new measure
for early detection for fiscal 2008 is a focus on Commission action to disrupt, stop, and
ultimately prevent active misconduct that is reported to us to avoid further investor loss.
Disrupting active misconduct is especially important since the amount of money investors lose
in illegal distributions tends to increase exponentially over the lifespan of the distribution.
We believe the public awareness and outreach aspects of our new InvestRight program will
prompt more complaints from investors, the media, and enforcement agencies. In the coming
year we will track these leads through a new investor education measure. In our revision of
the early detection measurement we will count the cases accepted each year for enforcement
action where the misconduct was ongoing when the Commission learned of it. We will then
measure what percentage of those cases we acted on by a freeze order, a temporary order,
or some other form of formal or informal disruption. This will show how often we take action
to stop or disrupt ongoing misconduct.
S tatus : M et	

T argets and results
04/05
B aseline

05/06
A ctual

06/07
Tar g et

06/07
A ctual

07/08
Tar g et

7%

8%

<10%

7%

Revised

Percentage of cases from external
complaints 1 that could have been
detected earlier through better
internal compliance monitoring

1. We exclude complaints about MFDA and IDA members because we refer most complaints against those members to the SROs.
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During 2006/07, 7% of the complaints we received from the public concerned behaviour by
market players we oversee through current compliance processes. These cases involved
misrepresentations in public disclosure and suspected insider trading on undisclosed information.
By contrast, 40% of complaints were about issues that involved neither a reporting issuer nor
a dealer. Our new measure will focus on this subset of complaints and tips.
Enforcement time spent on productive action

Timely enforcement is essential to acting decisively against misconduct, yet many processes
influence our ability to resolve a case quickly. From conducting investigations to negotiating
settlements, conducting hearings, and writing decisions—these stages of enforcement action
can consume significant amounts of time and resources that slow down case resolutions or
take staff away from other important matters.
During the 2006/09 planning cycle we chose this measurement to indicate increased
effectiveness at allocating resources to cases we eventually prosecuted or settled. During the
year, we measured litigation and investigation staff-time spent on productive action—that is,
on cases where we issued a notice of hearing, entered into a settlement, or closed a case
in a timely way. In cases where we closed investigations without action, we assessed timeliness
through post-mortem analysis.
We have discontinued this measurement and will report next year on the average life of cases
resolved via settlement with the Executive Director or a hearing panel decision. The revised
measurement reflects our aim to quickly close cases that cannot move to productive action so
we can focus greater resources on cases that can be stepped up to a hearing or settlement.
S tatus : M et	

Enforcement time spent on
productive action

T argets and results
04/05
B aseline

05/06
A ctual

06/07
Tar g et

06/07
A ctual

07/08
Tar g et

No data
for 04/05

73%

Improve
on 05/06

87%

Revised

For the trackable time we spent on cases closed involving investigations and litigation in the
last year, 87% of the total hours resulted in productive action. Much of the actual time
enforcement staff recorded in the past year is not included in this measurement because many
investigations remain open. In addition, several cases we evaluated opened before we introduced
our time reporting system in December 2004, so we do not have tracking for 20% of the days
these cases were open.
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Goal 3

Advance smart rule-making and guidance

Regulation inevitably imposes costs through fees, compliance costs, and restrictions on
behaviour. Investors ultimately pay these costs: higher costs for public companies mean lower
returns for their shareholders; higher costs for securities firms mean higher fees for their clients.

We apply a disciplined, problem-focused approach to dealing with market issues. We define
the problem, then select the right regulatory tools for a cost-effective regulatory solution. We
apply this approach in responding to both local and national risks and opportunities. As
most BC market participants operate nationally, we work closely with the CSA and SROs to
streamline and improve the Canadian regulatory system. Investors ultimately pay these costs,
so regulatory interventions should generate the greatest investor protection and market
integrity benefits for the least cost.
We think that the way to do that is to define problems properly, to choose the right regulatory
tools to deal with problems and, when rule-making is a tool we choose, to design rules that
address only the defined problem and whose impacts can be measured.
We had two strategies supporting this goal, and one measurement to track our progress.
S trateg ies

/

Strate gy 1 / Work with government and other regulators to advance smart rule-making

and guidance for BC market participants

During the year we continued supporting government and other Canadian securities regulators
in their efforts to make the Canadian securities regulatory system more efficient and effective,
with emphasis on the passport system and building a national registration rule that will apply
to all registrants. Our success in advancing our problem-solving approach in CSA projects has
been limited. We hope to increase our participation in key CSA projects and contribute more
positively to the development of cost-effective rules that reflect our approach to regulation.
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Strate gy 2 / I m p l e m e n t e ff e c t i v e g u i d a n c e p ro c e s s e s

We have developed principles and procedures for providing written guidance to market
participants. The role of guidance is to help market participants understand and interpret
their regulatory obligations. Guidance does not prescribe the steps they must follow to
comply. Market participants make, and are accountable for, their own decisions about how
they choose to comply.
During the year, we:
• Trained staff who provide written guidance, and staff who communicate it to industry
• Incorporated aspects of a number of our guidance principles into much of the CSA guidance
published during the year
• Did not issue any local guidance; however, we made national guidance more accessible by
publishing it using the same system as our other regulatory documents so that industry
readers can readily access it from a familiar place
Measurement	

/

Percentage of BCSC rule-making principles followed

We are committed to developing a system of regulation that is flexible, outcomes-focused,
and cost-effective. Rule-making is one tool we use to deal with risks to the market and
investors. As part of our effort to make smart rules, we have 13 principles for developing
new rules or rule amendments.
The purpose of this measurement was to track the extent to which we applied BCSC
rule-making principles when developing new rules. We focused on the last five rules adopted
because the number of new rules adopted in a single year varies widely.
During the year we revised the basis of this measurement to better reflect our role in the
CSA rule-making process, in which decisions are made by consensus and we cannot always
convince our colleagues to follow the BCSC rule-making principles. For this reason, we
did not track our success. We revised the scorecard criteria in our 2007/10 service plan to
promote cost-effectiveness in the CSA rule-making process.
S tatus : not measured	

T argets and results
04/05
B aseline

05/06
A ctual

06/07
Tar g et

06/07
A ctual

07/08
Tar g et

59%

66%

Improve
on 05/06

Not
measured

Revised

Average score on BCSC
rule-making scorecard for the
last five rules implemented
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Goal 4

Educate investors

Investor education strengthens our regulatory system by teaching retail investors how they
can protect their financial interests. The types of risks investors face include lack of investment skills and knowledge necessary to make informed investment decisions, vulnerability
to fraudulent and abusive investment schemes, and poor financial planning for retirement.

We made significant changes to our investor education activity during the year. In response
to our survey of secondary research, and primary research we commissioned with our CSA
colleagues, we implemented a province-wide, consumer-friendly investor education program.
The InvestRight program teaches investors critical thinking skills so they will look at
investment opportunities with healthy skepticism.
InvestRight targets investors with the most to lose: seniors (many of whom are on fixed
income) and pre-retirement “boomers”. We also recognize the importance of educating youth.
We offer a Financial Life Skills resource to teachers who teach Finances to grade 10 students.
In the coming year we will continue to broaden awareness of this resource among educators
and support them in the use of the materials.
We will continue to make investor education more cost-effective by improving how we get
the public’s attention, how we choose and work with partners and other regulators to reach
investors, and the content of our messages.
Through InvestRight, we expect to increase awareness of the Commission and its role in
helping investors protect themselves from investment harm.
We had one strategy supporting this goal and one measurement to track our progress.
Strate g ies

/

Strengthen investor education programming

Last year we applied what we learned from our research to get the right information to the
right groups of people at the right times. We also committed to ongoing support for the CSA
investor education committee and its efforts to deliver investor education across jurisdictions
in a more collaborative and cost-effective way.
During the year, we found a compelling case for stepping up our investor education program.
The 2005 Eron Mortgage Study of 2,200 investors clearly identified pre-retirement adults
as a vulnerable target audience. The 2006 CSA Investor Index, which surveyed more than
7,500 Canadians (including almost 700 people in BC) revealed gaps in investors’ knowledge
and behaviour that education could address in new ways. As a result, we put aside the
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long-standing Investigate Before You Invest seminar series and launched the new InvestRight
investor education program.
The CSA research—Canada’s first-ever national survey of investors’ investment experience and
knowledge and their experience and knowledge of fraud—showed that many British Columbians appear to lack the skills and knowledge to prepare themselves financially for retirement.
These skills are particularly important as investors take on more of the risk and responsibility
of managing their retirement savings, either within or outside a defined contribution plan, a
group RRSP, or other retirement savings plan. In the coming year we will reach out to investors
saving for retirement by strengthening our public awareness programs
Measurement	

/

Investor retention of key messages

Measuring what investors know about how to protect themselves helps us to demonstrate the
effectiveness of our investor education programs. Given our focus during the year on introducing the CSA Investor Index and the InvestRight program, and developing new and existing
partnerships, we reduced our seminar program significantly. In addition, our experience with
seminars for seniors showed that it is often difficult to get seniors to participate in surveys.
As a result, we were not able to gather sufficient data to report on this measure this year.
In fiscal 2008, we have introduced three measures to track our progress towards this goal and
are renewing our efforts to set a baseline for measuring what investors retain and apply after
attending an InvestRight seminar.
S tatus :
not measured	

Investor retention
of key messages by
follow-up surveys

T argets and results
04/05
B aseline

05/06
A ctual

06/07
Tar g et

06/07
A ctual

07/08
Tar g et

No data
for 04/05

Percentage of
respondents knowing:

Improve
on 05/06

Not
measured

Revised
criteria

- All three main
messages: 63%
- At least three red flags
of fraud: 67%
- At least three
due diligence
techniques: 33%
- Commission doesn’t
recover investor
losses: 92%
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Service standard measurements

We have two service standards to track turnaround times for exemption applications,
prospectus reviews, and salesperson registrations. We use these to hold ourselves accountable
to industry for key regulatory processes where timeliness on our part is important to the
businesses of our stakeholders. These service standards are a few of the key performance
indicators set by division to measure our service and efficiency for incentive purposes.
04/05
B aseline

05/06
A ctual

Tar g et

06/07
A ctual

07/08
Tar g et

S er v ice le v el measurement 1 :

Days to complete local routine
exemption applications

No data for

93% in 20

80% in 20

87% in 20

Discon-

2004/20051

working days

working days2

working days

tinued

S er v ice le v el measurement 2 :

Days to first comment letter for
BC-prime, MRRS prospectuses

91% in 10

96% in 10

90% in 10

92% in 10

Discon-

working days

working days

working days

working days

tinued

1. Data collection started during the 04/05 reporting period.
2. Based on small numbers of applications (11 in the most recent six months).

Service standard for exemption applications

In certain cases described in the Act, market participants can apply to the BCSC for an exemption from securities laws. We consider various factors before deciding whether to grant the
relief, including whether granting would be prejudicial to the public interest. We recognize that
our response time matters to industry, as service delays in the period before the Commission
makes a decision can unnecessarily restrict the activities of market applicants.
We will measure the percentage of routine exemption requests we complete within 20 business
days. Our target service level is to complete 80% within that 20-day period.
Service standard for prospectus reviews

When BC-prime public firms raise capital by prospectus, the BCSC must issue a receipt for
the prospectus before the issuer can complete their offering. To facilitate these normally
time-sensitive offerings, we must complete our work efficiently. We have set a clear service
standard for timeliness of issuing receipts so issuers know what to expect.
We aim to send initial comment letters to issuers within 10 business days 90% of the time.
Given the purpose of the annual reporting process, in which we report on our progress
towards meeting the Commission’s strategic priorities, we will not include these service
standard measurements again.
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R ev iew of performance measurement sy stems for each 2 0 0 6 / 0 7 measurement
Data
source

Data
collection
metho d

Data
collection
fre q uenc y

Disclosure of an y limita tions to the accurac y
an d reliabilit y of the d ata

Data
timeliness

Data
controls

Measurement relies on objective professional judgment of
disclosure quality

Measures work done
12-24 months before
the report: issuers cited by the BCSC from
April 2006 to March
2007 will be reported
on in May 2008

Electronic system
creates list of issuers
with significant
deficiencies
Reviewer then randomly selects issuers
from the list to assess

Measurement
reflects firms on
defaulting list at
some point during
fiscal year

Internal control
environment

M easurement 1 . 1 : C ontinuous disclosure review

Independent evaluation against criteria
set by
BCSC staff

Manual
submission
of reviewer’s
report

Collected
annually

M easurement 1 . 2 : C ompliance with filing requirements

Internal database

Manually compiled

Collected continually; only relevant
as a measurement
at year-end

Firms who proceed to delist
can still be captured in this
measure
An issuer can be in default
between week-to-week list
publications, and would be
omitted from this measurement

M easurement 1 . 3 : A verage number of deficiencies per securities firm examination

Data entered
manually based on
exam deficiency
letters

Data comes from a
manually-updated
Excel spreadsheet,
and is adjusted for
targeted reviews

Collected
at year-end

Measurement relies on our
classification of compliance problems, which can
change every year
Small data set
Measurement relies on
judgment of evaluators

Measurement
reflects data from
exam letters sent
during annual
reporting period

Internal control
environment

Measurement relies on
professional judgment
Small data set

Measurement reflects cases opened
in a calendar year

Internal controls
for records kept
in regular course
of business

Measurement
reflects cases closed
in investigations or
litigation in a calendar year
Measurement reflects all time spent
on these cases

Internal controls
for records kept
in regular course
of business

M easurement 2 . 1 : E arl y detection of misconduct

Underlying data
comes from
internal computer
systems
Additional data
created manually

Collected
manually

Collected at
calendar
year-end

M easurement 2 . 2 : E ffective allocation of enforcement resources

Time data comes
from internal
computer system
Case results come
from manual management tracking
sheet

Time data computer generated,
and then manually
paired with case
outcome and
management
categorization

Collected at
year-end

Management judgment
required for categorizing
case
Measurement does not
track all time within a given
year; cases come into the
measurement once they are
closed or move to litigation

S ervice level measurement 1 : S ervice standard for exemption applications

Internal computer
systems

Computer generated list, cleaned to
remove non-routine applications

Collected
quarterly

Measurement relies on
professional judgment
Market demand may result
in small measurement base
in any given year

Measurement
reflects exemption applications
completed during
reporting period

Internal control
environment

Measurement
reflects data for
first comment
letter sent over
annual reporting
period

Tracking system
does not permit
backdating, so
measurements,
if anything, will
reflect longer than
the process took
Fully automated
link to new cases

S ervice level measurement 2 : S ervice standard for prospectus reviews

Cases and service
days tracked on
internal computer
system

Computer generated list, adjusted to
remove non-prime
firms

Collected
quarterly

No significant limitations
on this measurement
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/

Enforcement

A credible enforcement program is a powerful tool to ensure compliance and deter inappropriate and illegal market conduct and to send a strong message to the market and public.
Reportin g
Frau d

/

We receive complaints and information from a wide variety of sources: investors, securities
industry participants, other regulatory and enforcement agencies and the BCSC divisions that
monitor market conduct and disclosure.

Results of the 2006 CSA Investor Index research showed that only 14% of people who are
aware of a fraudulent investment actually report it to the authorities. In response to this
new information, we developed an outreach program with the RCMP to emphasize how
important it is to report any suspicious investment activities.

Enforcement staff also participate in RCMP investigator fraud courses to ensure that officers
understand how the BCSC can assist them with investment-related investigations and how
to refer cases. We also use our InvestRight education program to encourage investors to report
any suspicious investment activities to the Commission by phone, email, or reporting forms
on the InvestRight website.
	Disrupt	 /
Stop	
Prevent	
Scams	

Last fall, we launched a new program called InvestRight RED ALERTS to try and disrupt, stop,
and ultimately prevent illegal investment activities. Our communication and education
staff work with enforcement staff to issue RED ALERTS either province-wide or in specific
communities. During the first year, we issued three RED ALERTS to the media and to local
enforcement agencies and posted them on the InvestRight website.
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Enforcing the Act is one of the most important ways we can fulfill
our mission to ensure fair and efficient capital markets that warrant
public confidence.

How we identify
	an d in vesti g ate	
	possible	
	miscon duct	

/ The BCSC’s process for dealing with misconduct starts with the Intelligence and Assessment
branch. We handled 197 complaints last year. Many of these represented multiple violations
including:
• 76 related to unregistered activity
• 52 related to illegal sales of securities
• 30 related to fraud
• 37 related to registrant misconduct
• 48 related to director and officer misconduct
• 40 involving misrepresentations
• 34 related to insider trading
• 51 involving civil disputes outside our mandate
The Intelligence and Assessment branch handles files in different ways, depending on the
circumstances. We can pass a file to another regulator or law enforcement agency, resolve it
through staff action such as a caution letter, or refer it to our investigation branch. Sometimes
the branch closes files without taking action if, for example, we decide it is not in the public
interest to pursue the matter. The branch might also refer a complaint to the BCSC’s Capital
Markets Regulation or Corporate Finance division if it involves conduct by a registrant or
public company that does not warrant enforcement action.

Legal processes
	for han d lin g
	cases of	
	miscon duct

/ When a BCSC investigation yields evidence that supports allegations of misconduct, the
Executive Director can issue a notice of hearing to commence an enforcement proceeding.
A person who is the subject of allegations can agree to a negotiated settlement with the
Executive Director. In a settlement, the person admits to misconduct and consents to an
enforcement order, a financial payment, or other appropriate remedy. If a settlement
cannot be reached, then a panel of commissioners conducts a hearing to decide whether
the Commission will uphold the allegations and make any enforcement orders.
We publish all notices of hearing, orders, and Commission decisions and settlements on the
BCSC website. A person sanctioned in a Commission decision can ask the British Columbia
Court of Appeal to review it. That person or the Commission can also ask the Supreme Court
of Canada to review a decision of the appeal court.
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How the BCSC handles enforcement cases

1
2
3
4

The enforcement process starts with :

• A complaint from an investor or securities
industry participant
• A referral from another agency
• Intelligence and Assessment branch
• A referral from another BCSC division

The B C S C ’s assessment unit re views each complaint
or referral and can then :

• Resolve and close the file with a caution letter
• Refer it to another agency, for example, a criminal case
would be referred to a law enforcement agency
• Refer it to the BCSC’s Investigation branch
• Refer it to the BCSC’s Capital Markets Regulation division
or Corporate Finance division if it involves a registrant
or public company

After investigating a case,
the investigation branch can:

• Resolve and close the file with a caution letter
• Refer it to the Litigation branch
• Resolve it through a negotiated settlement with the
BCSC Executive Director

The litigation branch rev iews each case an d can :

• Pursue it through a hearing before a panel of
BCSC commissioners
• Resolve it through a negotiated settlement with the
BCSC Executive Director

In steps 2, 3, and 4 the BCSC can close the file without action if there
is insufficient evidence or it is not in the public interest to pursue it.
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Enforcement Highlights April 1, 2006 – March 31, 2007

We began the year with 11 notices of hearing outstanding. At year-end, we had 13 notices
of hearing outstanding. Here is the enforcement activity beginning April 1, 2006:
• 11 notices of hearing
• 1 decision finding liability, with sanction pending
• 1 sanction (reciprocal order)
• 20 settlement agreements
• 5 matters withdrawn or no contravention found
We post all decisions and settlements in the enforcement section of our public website,
where they are searchable by name and keyword.
Settlements	

/

Martin Browne, Do m i n i c B u s t o , a n d E l l i o t K a g n a

Martin Browne, Dominic Busto and Elliot Kagna worked as registered representatives at Union
Securities Ltd. in Vancouver.
The three representatives admitted in settlements with the Commission that they failed to
learn essential facts about some clients they dealt with who held US dollar accounts at Union
from 1999 to 2001. They failed to learn such facts as the identity, credit worthiness, and
reputation of these clients contrary to requirements under securities rules. None of these
clients or the individuals who gave trading and other instructions on the accounts were
residents of Canada. The accounts traded primarily securities listed or quoted on the OTCBB
quotation system in the US.
In settlements with the Commission, Browne, Busto and Kagna each agreed to pay the
Commission $50,000. Busto and Kagna, who continue to work at Union, are subject to close
supervision for two years. They must successfully complete conduct and practices coursework
within six months of the order. Browne left Union in March 2002 and is no longer a registered
representative. He cannot apply for registration for at least three years and must complete
conduct and practices coursework before he can reapply.
Robert Michael Do h e r t y a n d M e r v i n G e o rg e F i e s s e l

Fiessel and Doherty were Kamloops, BC residents who took control of Greyfield Capital Inc.,
a Nevada company whose securities traded through the Pink Sheets. After Fiessel and
Doherty illegally took control of Greyfield, they distributed shares in the company and made
misrepresentations about Greyfield and its shares on online investor forums, press releases,
and the company’s website.
In a settlement with the Commission, Fiessel admitted that he sold millions of unauthorized
Greyfield shares into the public market and that Greyfield’s public disclosure was materially
false or misleading. The two admitted that they acted with deliberate or reckless disregard of
a regulatory requirement in the US and contrary to the public interest in BC.
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In settlements, Fiesel agreed to pay $144,445. In addition, Fiessel and Doherty resigned all
positions they held and were permanently prohibited from acting as a director or officer
of any issuer. Both received permanent bans from engaging in investor relations activities and
from trading in securities, except on a restricted basis.
Both Fiessel and Doherty agreed to pay to the SEC sums representing the profits and compensation made in selling the Greyfield shares for distribution to those who purchased the
securities. The settlements were the results of coordinated, parallel investigations with the SEC.
Ultimate Ventures Inc. , Tr i v e r a I n v e s t m e n t s I n c . , a n d C a m e ro n K u i p e r s

Cameron Kuipers, a BC resident, was president, director, and sole owner of Ultimate Ventures
Inc., a Kelowna-based company, and Trivera Investments Inc., headquartered in Vancouver.
The two companies were in the business of purchasing life insurance policies from elderly
and terminally ill people for a percentage of their face values in exchange for assuming the
obligation to pay the premium.
During 2001-2003, Ultimate and Kuipers raised about $2.7 million from 47 investors in Canada and about US $1.1 million from 20 US investors. Ultimate and Kuipers illegally exchanged
Ultimate securities for investors’ life insurance policies and other securities. During the same
years, Trivera and Kuipers illegally raised about $276,214 from 11 investors mostly from BC.
Trivera and Ultimate ignored cease-trade orders issued by the Commission in December 2002
by issuing some of the Trivera and Ultimate securities. Kuipers also violated securities laws
by acting as an adviser without registration and made misrepresentations about the investment
in Ultimate securities, including the use of investors’ funds as did Ultimate and Trivera.
The Commission banned Kuipers from trading in securities for at least 16 years, except in
limited circumstances. He cannot act as a director or officer of any company or engage in
any investor relations activities for at least 16 years. The Commission also banned Ultimate
and Trivera from trading in the securities market for 16 years.
Exotics.com Inc., Firoz J i n n a h , a n d I n g o W. M u e l l e r

Firoz Jinnah was the president and sole director of Exotics.com Inc., a Nevada-incorporated
company headquartered in Vancouver, with its shares trading on the OTCBB trading system.
Jinnah was also the general manager of St. George Capital Corp., a company that provided
management and other services for Exotics. Jinnah reported to Mueller who was the president
and sole director of St. George Capital and the guiding mind behind Exotics.
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Jinnah and Mueller issued news releases, faxes, and email alerts containing materially false
or misleading statements or omissions of material fact about Exotics’ revenue in 2001. The
company’s share price and trading volume increased after they issued these notices. Exotics
also made misleading statements in financial statements filed with the SEC. It did not correct
the misrepresentation in a timely manner after the SEC discovered the misleading information.
In settlements, Jinnah agreed to pay $25,000 and Mueller agreed to pay $40,000.
The Commission banned both men from being directors or officers of any company, except
in limited circumstances. Neither can engage in any investor relations activities for at least 18
months in Jinnah’s case and 36 months for Mueller.
Lionel Mervin Negus, Christopher John Thompson, Kevin Wilson, and Parklane
International Corporation

Lionel Negus and his son Christopher Thompson promoted the sale of securities of Syndicated
Gold Depository SA (SGD), a company purported to be incorporated and located in the Bahamas. They did this from their West Vancouver homes through Parklane International Corp., an
offshore company hired by SGD to sell securities for which SGD paid Parklane US $1.8 million
in fees. Between 2000 and 2004, Negus, Thompson, and Parklane distributed SGD securities to
64 investors who invested US $11.5 million. Most of the investors were US residents, only three
were Canadian. Negus, Thompson, and Parklane violated securities laws by distributing US
$1.66 million of SGD securities without proper registration and without filing a prospectus.
Parklane and the two men admitted to violating securities laws by making misrepresentations in their promotional material and personal communication to investors and potential
investors. In settlements, Negus and Thompson agreed to pay the Commission $75,000 and
$100,000 respectively. The Commission banned Negus and Thompson from trading securities,
being directors and officers of any issuer, and from engaging in any investor relations activities for 15 years and 20 years, except in limited circumstances. The Commission cease-traded
Parklane and permanently prohibited it from engaging in any investor relations activities.
Kevin Wilson of Vancouver assisted Negus, Thompson, and Parklane in trading securities
without registration and distributing securities without filing a prospectus as required under
securities law. In a related settlement, the Commission banned Wilson from trading securities
except in limited circumstances for 10 years. Under the settlement, the Commission banned
Wilson from acting as a director or officer of any issuer or engaging in any investor relations
activities for 10 years.
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John DeVries, Ernest Reed Grafke, Ralph Bromley and Wesley Campbell

John DeVries, a Turks and Caicos resident, established Amber Enterprises to allow people
to invest in IPIC Investments, a California-based operation. IPIC supposedly ran an
import-export business. After US regulators raided it they discovered it was a Ponzi
scheme and a receiver took over its affairs. John DeVries was president, secretary and
sole shareholder of Amber.
Ernest Grafke was a Texas pastor who introduced DeVries to Gregory Setser, a former pastor
who ran IPIC. Grafke oversaw the production and dissemination of information materials
to potential investors in Amber. Ralph Bromley is a former pastor and Wesley Campbell is a
co-founder and former pastor at Kelowna-based New Life Church. Bromley is President of
Hope for the Nation, a registered charitable organization whose staff includes members of New
Life Church. Several of the investors in Amber were members of New Life Church, affiliated
churches or regular contributors to Hope for the Nation.
DeVries, Grafke, Bromley, and Campbell admitted that they directly or indirectly got BC
residents to invest in securities of Amber Enterprises without being registered and without
filing a prospectus as required under securities laws.
In settlements, DeVries and Grafke agreed to consent to an order by the Supreme Court of
British Columbia enabling the BC Civil Forfeiture Office to provide $500,000 restitution to BC
Amber investors. The Commission will forward the monies collected from the two men to the
BC Civil Forfeiture Office once the court issues the consent order. The Commission banned
Devries and Grafke from the BC capital markets for 17 and 15 years, respectively. Bromley
agreed to pay $9,000. The Commission banned him from capital markets for five years, except
in limited circumstances. Campbell received a two-year ban from the capital markets, except in
limited circumstances.
David Bentley Riemens

Riemens raised $1.9 million from investors, mostly in BC, Ontario and Quebec, through
trading and distributing securities in Investpro Real Estate Purchasing and Sales Ltd. He did
this, contrary to the Act, without proper registration to trade securities and without filing
a prospectus. Investpro was purported to be a division of Riemens Enterprises Ltd. Riemens
was the founder and only director of both companies.
Riemens also violated the Act when he made misrepresentations in promoting investment in
Investpro securities through presentations, brochure and website information.
In a settlement, the Commission banned Riemens from trading securities for 10 years,
except in limited circumstances. Riemens cannot engage in any investor relations activities
and is prohibited from being a director or officer of any issuer for at least 10 years.
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Daryl Joseph Klein and Kleincorp Mgmt. Inc., doing business as Insta-Cash Loans,
and Douglas Arnold Clarke and Bick Financial Services Inc.

Daryl Klein was the president and a director and officer of Kleincorp Mgmt. Inc., which
operated as Insta-Cash Loans—a pawn-broking business headquartered in Nanaimo with
branches throughout BC. Douglas Clarke operated Bick Financial Services Inc. and beginning
in 2001 through Bick, he solicited investors to put money into Kleincorp.
Between 1998 and 2006, Klein and Kleincorp raised $14.8 million from at least 54 investors
(one of these investors was Bick). Clark raised $4.4 million of the total invested in Kleincorp
by soliciting funds from 225 investors, mostly in BC. Kleincorp used these funds to make loans
to its pawn-broking clients, to pay for its operating expenses, and to pay back principal and
interest to investors. During this time, Klein did not prepare financial statements and was
under the false impression that Kleincorp was a profitable business. Payments to investors
stopped between 1998 and 2005 and by the end of 2005, Kleincorp owed investors $17 million.
In settlements with the Commission, Klein and Clarke admitted that they violated securities
laws by trading securities without being registered and distributed securities without filing a
prospectus. Clark also admitted to violating securities laws through unregistered advising and
making misrepresentations about Insta-Cash Loans in a brochure he sent to potential investors.
In settlements, the Commission banned Klein and Clarke from buying or selling securities,
except in limited circumstances. They cannot act as directors or officers of any issuer nor
engage in any investor relations activities for 20 years.
Hearin g s	

/

Foresight Capital Corp., Gilbert Kenneth Wong, and Jill Ellen MacGregor Bock

Jill MacGregor Bock, a former Vancouver-based securities salesperson, violated securities rules
when she failed to ensure that certain speculative and illiquid investments were suitable
for her clients. Bock sold exempt investments to certain clients while she was employed by
Foresight Capital Corp., a now-defunct investment dealer that was headquartered in Burnaby.
Bock worked for the firm out of her Vancouver office from 1998 to 2001.
A Commission panel upheld allegations that Bock violated securities rules when she failed to
ensure certain speculative and illiquid investments were suitable for her clients, but dismissed
allegations of misrepresentation. The Commission panel dismissed the allegations against
Foresight Capital and Gilbert Wong, who was a director, president, and compliance officer of
the firm during the relevant period, with one exception: they found that the firm had not met
its working capital requirements for four months in 2002.
The panel has not yet made its sanctions decision.
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Pacific International Securities Inc., Max Meier, Lawrence Hugh McQuid, Jean-Paul Philippe
Bachellerie, Robert Herbert Blades, John Todd Eymann, Alberto John Quattrociocchi,
and Martin J. Reynolds

In September 2006, a Commission panel dismissed allegations that Vancouver-based investment
dealer Pacific International Securities Inc. and its directors contravened securities rules and
acted contrary to the public interest. The panel concluded that staff had failed to prove the
allegations and failed to prove that the firm’s directors had not acted reasonably in responding
to allegedly suspicious conduct.
Court of Appeal

/

John Walter Scott Roeder

In 1995, a Commission panel banned Roeder from BC securities markets for 17 years. The
BC Court of Appeal denied him leave to appeal. In 2000, Roeder applied to the Commission
to revoke the 1995 order, alleging that the proceedings were tainted by his former counsel’s
disclosure of confidential information to counsel for the Executive Director. His former
counsel had joined the same law firm as counsel for the Executive Director several years after
ceasing to represent Roeder. In 2003, the Commission dismissed his application to revoke the
1995 decision for undue delay. The Court of Appeal dismissed Roeder’s appeal.
Roeder sued his former counsel, counsel for the Commission, their firm, a member of
Commission staff, and the Commission itself in BC Supreme Court over process issues. In
2005, the Court dismissed Roeder’s lawsuit on the grounds that it constituted a collateral
attack on the Commission’s original order and was an abuse of process. In March 2007,
the Court of Appeal dismissed Roeder’s appeal based on no cause of action for breach of the
rules of procedural fairness and abuse of process by re-litigation.
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financial report

/

/

Financial report

Mana gement ’ s	 /
Discussion an d
A nalysis of
Financial Position	
	an d O peratin g
Results F or the
	Year En ded
March 31, 2007		

We prepared this discussion and analysis of financial position and results of operations of the
British Columbia Securities Commission (BCSC) on April 25, 2007. You should read it in
conjunction with our audited financial statements and related notes for the year ended March
31, 2007.
These documents are available on our website at www.bcsc.bc.ca.
We prepared the financial information in this report in accordance with Canadian generally
accepted accounting principles. We report in Canadian dollars.

Overview	

/

Summary of fiscal 2007 operating results (excludes education reserve transactions)

Operations generated a $3.1 million surplus, $3.1 million ahead of budget and $1.8 million
higher than fiscal 2006.
Revenues were $3.1 million higher than expected and $2.9 million (10%) higher than 2006
because of strong market activity. Distribution revenues related to mutual fund sales and
securities issued under prospectus exemptions were particularly strong.
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Expenses were $28.5 million, as expected, and $1.1 million (4%) higher than fiscal 2006.
Professional fees and salaries were higher than expected, but offset by lower than expected
training, information management, and travel costs, as follows:
• Professional fees were higher than expected because we retained legal counsel to pursue
collections of amounts owing to the Commission and because we hired a recruiting
firm to help us fill a senior management position.
• Higher than expected salaries and benefits costs were only partly offset by a higher than
expected number of vacancies.
Financial structure

We aim to break even. This is difficult because our revenues fluctuate in proportion to
market activity, while most of our costs are fixed. Securities market participants fund our
operations through fees they pay under the Securities Act. Salaries, benefits, and occupancy
costs account for about 80% of our expenses. As a government agency, we are exempt from
income taxes and the GST.
Temporary fee reductions and lower market activity significantly reduced fiscal 2003 and
2004 revenues. Market activity increased in fiscal 2005, and has since been strong.
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The following table summarizes actual and expected results of operations and financial position by fiscal year:
P ast	
			
(millions)
				

P resent	

F uture

2007
2 0 0 3		2 0 0 4	2 0 0 5 	2 0 0 6 					2
008
A u d ite d

A u d ite d

A u d ite d

A u d ite d

A u d ite d

vs. 2006

B u d g et	

v s . bu d g et	

B u d g et

8.6		
6.2		
1.8		
0.6
17.2

11.6
4.9
4.5
0.6
21.6

13.3
8.1
4.7
0.5
26.6

14.7
8.4
4.6
0.5
28.2

16.3
8.7
5.0
0.5
30.5

1.6
0.3
0.4
2.3

14.1
8.6
4.4
0.5
27.6

2.2
0.1
0.6
2.9

15.3
9.0
4.5
0.4
29.2

0.1
0.8
18.1

0.1
0.7
22.4

0.3
0.4
27.3

0.1
0.4
28.7

0.3
0.8
31.6

0.2
0.4
2.9

0.2
0.7
28.5

0.1
0.1
3.1

0.2
0.8
30.2

19.5		
8.2		
27.7		

19.5
7.6
27.1

19.7
7.0
26.7

20.2
7.2
27.4

21.2
7.3
28.5

1.0
0.1
1.1

21.1
7.4
28.5

0.1
(0.1 )
(0.0 )

22.6
7.6
30.2

(9.6 )

(4.7 )

0.6

1.3

3.1

1.8

-

0.4
0.1
0.5
0.8		

0.9
0.1
1.0
2.1

0.7
0.1
0.8
1.2

1.4
0.1
1.5
0.6

0.7
0.7
(0.6)

0.5
0.1
0.6
0.7

0.9
0.9
(0.1 )

o p e r at i o n s

Revenues
		 Filing fees
		 Prospectus and other distributions
		 Registration
		 Financial filings
		 Other fees
				
Other revenues
		 Enforcement cost recoveries
		 Investment income
					
Expenses
		 Salaries and benefits
		 Other operating expenses
					
Operating (deficit) /
surplus for the year

3.1

-

e d u c at i o n r e s e r v e

Education revenues
		 Penalties and designated amounts
Investment income
					
Education reserve disbursements
Education reserve surplus /
(deficit) for the year
Consolidated surplus / (deficit)

0.2		
(9.4 )

(0.3)
(5.0 )

(1.1)
(0.5 )

(0.4)
0.9

0.9
4.0

1.3
3.1

(0.1)
(0.1)

1.0
4.1

-

Accumulated surpluses
		 General (including contributed)
		 Fee stabilization reserve
		 Education reserve
					

4.6
12.0
4.2
20.8

11.8
3.9
15.7

0.7
11.8
2.8
15.3

1.7
12.0
2.4
16.1

3.8
13.0
3.4
20.2

2.1
1.0
1.0
4.1

0.9
13.0
2.4
16.3

2.9
1.0
3.9

3.8
13.0
3.4
20.2

Supplementary information
		 Fee revenue1
		 (before temp. reductions)
		 Fee revenue growth rate
		 Average FTEs
		 Operating expense growth
Capital additions

23.9
-6%
206
5%
0.8

24.9
4%
204
-2%
0.8

26.9
8%
195
-1%
0.4

28.5
6%
191
3%
0.3

30.8
2.3
8%		
189
(2)
4%		
0.2
(0.1)

0.3		
0.1
0.4
0.2

1. A firm registration fee holiday for MFDA members, with a $0.3 million / year impact, ends in fiscal 2010.
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27.9
2.9
-2%		
190
(1)
4%		
0.5
(0.3)

0.5
0.1
0.6
0.6

29.5
-4%
200
6%
0.9

Rev enues

/

Our revenues consist of:
• Fee revenues - filing, registration and application fees paid by securities market participants
• Enforcement revenues - hearing cost recoveries and amounts designated under
settlements as cost recoveries
• Investment portfolio income
We discuss education reserve transactions separately, starting on page 64.
Fee revenues

Almost all of our operational funding comes from filing fees paid by market participants.
We collect:
% of F ee T otal
C ate g or y

S ource

Distribution fees

Registration fees

Financial filing fees

Other fees

F iscal 2 0 0 7

F iscal 2 0 0 6

Paid by securities issuers when they
file disclosure documents

53.4%

52.3%

Paid by firms and individuals to
register with us to sell or advise
on securities

28.4%

29.6%

Paid by public companies when they
file annual and quarterly financial
statements

16.5%

16.4%

1.7%

1.7%

Paid by market participants,
primarily to request exemptions
from Securities Act requirements

Our fee revenues fluctuate with market activity. We are most dependent on fees paid by mutual
funds to distribute securities and file their financial statements with us, and on fees paid by the
five largest Canadian banks to register their representatives with us. Mutual funds contributed
about $9.7 million, or about 32% (fiscal 2006 – $8.8 million, or 31%) of period fee revenue.
Distribution fee revenues vary depending on the number and size of offerings completed in
each year, and revenues are higher during stronger markets. The remaining fee categories have
exhibited lower volatilities and have grown slowly over the last several years.
• Distribution fee revenue increased 11% ($1.6 million), primarily due to fees related to strong
mutual fund sales.
• Registration fee revenue, driven mostly by the number of registered advisors, increased 4%
($0.4 million).
• Financial filing fees increased 9% ($0.4 million) due to stronger market activity.
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Enforcement revenues

Enforcement revenues are comprised of hearing cost recoveries and amounts designated under
settlements as cost recoveries; they are unpredictable. Revenues depend on the timing of
enforcement actions we complete during a period and on our ability to collect assessed
amounts.
Collecting enforcement revenues can be difficult because respondents often have limited assets,
have poor credit, or have left British Columbia. We recognize administrative penalties and
designated settlements after we issue a decision or reach an agreement and determine the
amounts are collectible.
Enforcement revenue increased $0.2 million (330%) because of a large settlement with a
registrant.
Since our incorporation on April 1, 1995, we have collected $11.9 million (48%) of $24.7
million sanctioned. We pursue outstanding amounts, which totaled $12.8 million on March
31, 2007 (March 31, 2006 - $12.9 million), vigorously and indefinitely.
Investment income

Our portfolio generates modest returns because we invest conservatively. Investment income
increased about 80% to $0.8 million (fiscal 2006 - $0.4 million). Our average portfolio balance
relating to operations and our portfolio rate of return both increased.
I n v estment income ( ‘ 0 0 0 s )

Av era g e portfolio balance
relate d to operations ( ‘ 0 0 0 s )

R eturn

2007

780

18,606

4.2%

2006

435

15,610

2.8%

F iscal
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Significant operating revenue variances

Revenues were $3.1 million higher than expected and $2.9 million higher than fiscal 2006,
mostly because of strong market activity impacting our distribution fee revenues, primarily
due to an increase in filing fees related to mutual fund sales. Most significantly:
Variance

v s . bu d g et

vs. 2006

We expected prospectus revenues to decline for fiscal 2007 after
strong activity in 2006. Instead, market activity increased further in
2007 and we experienced a 16% increase in prospectus2 filing revenues. Most of the increase is due to fees related to mutual fund sales.

+ $1.0 million

+ $1.6 million

We expected non-prospectus 3 (exempt market) distribution fees
to decrease $0.8 million (27%) to the historical average of $2.1
million after experiencing higher than average activity in fiscal
2006. Fees did not decrease.

+ $0.8 million

We expected annual information form (AIF) fees to decrease $0.3
million (20%) after introducing policy changes that eliminate AIF
filing requirements for some issuers. Fees actually increased $0.1
million (5%) because some filers adopted a rule change enabling
them to complete prospectus offerings more quickly and cheaply
if they have a current AIF.

+ $0.4 million

+ $0.1 million

We expected registration revenues to increase 3% due to increased
market activity. Registration4 fees actually increased $0.4 million (4%).

+ $0.1 million

+ $0.4 million

We expected financial filings revenue to decrease 5% after an
increase in 2006 caused by a change in filing patterns. Financial
filings revenue actually increased $0.4 million (9%) because
the number of reporting issuers5 increased.

+ $0.7 million

+ $0.4 million

Enforcement revenues are highly volatile. We budgeted for
the five-year average.

+ $0.1 million

+ $0.2 million

Investment income increased more than expected.

+ $0.1 million

+ $0.3 million

Other small variances, net

– $0.1 million

– $0.1 million

Total revenue variances, 11% of budget

+ $3.1 million

+ $2.9 million

–

2 Companies are normally required to prepare a prospectus before raising money from the public. A prospectus gives details of
the operations, financial status and management of the company.
3 Prospectus exemptions allow companies to sell securities without a prospectus when other factors (like relationship or
financial sophistication) ensure investors have access to all information about the proposed transaction that could affect
their purchase decision.
4 Firms and individuals that sell securities must register with us every year.
5 In general, we require entities with exchange-listed securities to file financial statements with us.
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Operatin g
Expenses	

/

We discuss Education Reserve transactions separately, on page 64.
We are committed to managing our expenses so they do not exceed expected revenue
over the business cycle. We do this by:
• Preparing an annual budget approved by the Commission
• Reporting actual-versus-budget experience to management every month
• Requiring Commission approval of significant expenses
• Continually improving the efficiency of our processes
Five-year average operating expense growth was 1%.
Expenses were $28.5 million, as expected, and $1.1 million (4%) higher than fiscal 2006.
Professional fees and salaries were higher than expected, but offset by lower than expected
training, information management, and travel costs.
Salaries and benefits

We averaged the equivalent of 189 full-time staff during the year (fiscal 2006 – 191). Staffing
costs are almost 75% of our operating expenses, and annual, performance-based salary
increases drive most of our non-project expense growth. We compete for professional staff
with law and accounting firms, the securities industry and other regulators. Like most of our
competitors, we offer a compensation package that includes performance-based incentives. To
remain competitive, we conduct annual salary surveys and make adjustments as appropriate.
We focus staff effort (with overhead allocated proportionately) on our strategic goals:
S trate g ic Goal

F iscal 2 0 0 7

F iscal 2 0 0 6

Goal 1

Promote a culture of compliance

33%

33%

Goal 2

Act decisively against misconduct

42%

42%

Goal 3

Educate investors

9%

8%

Goal 4

Advance cost effective regulation

16%

17%

Salaries and benefits costs were higher than expected because higher vacancies only partly
offset higher severance and a capital payment for loss of statutory office.
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R emuneration S ummar y :
P osition

N ame

Appointe d

T erm
en d

B ase
S alar y 6

O ther
cash
benefits 7

O ther
non-cash
benefits 8

T otal
F iscal
2007

M eetin gs
T otal
F iscal atten de d 9
2006

executive commissioners

Chair				

Hyndman, Doug

Apr. ’87

N/A

$ 328,173

$ 155,877

$ 47,459

$ 531,509

$ 516,380

12

Vice Chair		

Aitken, Brent

Oct. ’95

N/A

$ 267,600

$

$

7,317

$ 274,917

$ 295,147

9

Vice Chair 		

Salvail-Lopez, A.

Nov. ’92

Nov. ’06

$ 248,723

$ 588,200

$ 37,001

$ 873,924

$ 292,523

5

Commissioner

Ford, Robin 	Jul. ’04 	Jul. ’08

$ 220,095

$

34,873

$ 29,330

$ 284,298

$ 272,497

12

0

independent commissioners

Commissioner

Alexander, Neil

Mar. ’02

Mar. ’08

$ 48,600

$

0

$

2,208

$

50,808

$

26,358

12

Commissioner

Brockman, Joan

Mar. ’98

May ’06

$

4,400

$

0

$

233

$

4,633

$

36,230

1

Commissioner

Foreman, Marc

Mar. ’02

Mar. ’08

$ 25,450

$

0

$

1,167

$

26,617

$

41,696

12

Commissioner

Graf, John

Dec. ’98

Mar. ’08

$ 70,250

$

0

$

1,731

$

71,981

$

43,894

10

Commissioner

Hanna, Kenneth 	Jul. ’06 	Jul. ’09

$ 26,250

$

0

$

0

$

26,250 		

-

7

Commissioner

Milbourne, Robert Mar. ’02

$ 55,700

$

0

$

694

$

56,394

$

53,265

12

Commissioner

Smith, David 	Jul. ’06 	Jul. ’09

$ 23,950

$

0

$

0

$

23,950 		

-

7

Commissioner

Wiltshire, Suzanne 	Jul. ’06 	Jul. ’09

$ 28,025

$

0

$

1,323

$

29,348

-

8

$

204

$

52,679

66,618

1

$ 328,245

N/A

Commissioner

Wares,

Roy10

Mar. ’08

Mar. ’98

Sep. ’06

$ 52,475

$

0

Oct. ’04

N/A

$ 235,442

$

84,560

$

senior management

Executive Director Leong, Brenda

$ 38,920

$ 358,922

6 Base salary includes honoraria, regular base, vacation and sick leave pay.
7 Other cash benefits normally include performance-based incentives and transportation allowances. The amount paid to Adrienne Salvail-Lopez includes a
$575,000 capital payment for loss of statutory office.
8 Other non-cash benefits include amounts we paid on behalf of these members and employees and include pension, long-term disability, health and dental plan,
Canada pension plan, employment insurance premiums, parking and professional membership fees.
9 The Commission scheduled and held 12 meetings during the year.
10 Appointment ended May 1, 2006. His authority to exercise powers in an enforcement proceeding was extended until the panel’s final decision on September 12, 2006.
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Professional services

We contract third party professional services when it is not cost-effective, or when we do not
have the skills, to perform the work ourselves. We use a legislative drafter seconded from the
Attorney General and sometimes engage outside legal counsel to represent us in legal matters.
We contribute to national project costs. Other significant components of professional service
expense are transcription, business continuity facility stand-by charges, internal, and external
audit costs.
Professional fees were higher than expected because we retained legal counsel to pursue
collections of amounts owing to the Commission and because we hired a recruiting firm
to help us fill a senior management position.
During the year, the Human Resource Committee hired the following consultants:
• LD Bell Consulting Inc. and Hay Group to help develop better measures of organizational
success and to help strengthen the alignment of executive commissioner and senior
management compensation with organizational performance
• Hay Group to survey and report on the competitiveness of certain position salaries
Occupancy

We rent office space under a lease that ends on November 30, 2011.
Information management

We spend significant amounts on information systems and management annually to improve
market participants’ access to our services, the information we maintain, the speed with
which we deliver services, and the quality of our regulatory duties. Information management
has three main components:
• Software licensing and maintenance fees – most significantly, for office productivity,
workflow, and document management applications
• Electronic information services and hardcopy material costs
• Physical record scanning and storage costs
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Administration

The significant components of administration expense are stationary and office supplies, copier leases, meeting expenses, hearing witness expenses, payroll processing, and bank charges.
External communications

The significant components of external communications expense are:
• Design, writing, and printing costs, including our share of BC Gazette production costs
• Third-party meeting costs
• Postage and courier
• Advertising, primarily recruitment advertising costs
Significant fiscal 2007 communication activities included developing InvestRight (a new
investor education program), delivering related investor and industry education seminars,
hosting Capital Ideas round-table discussions, developing new website content, and producing
our annual report.
Significant operating expense variances

Expenses came in as expected, $1.1 million higher than fiscal 2006. Most significantly:
Variance

v s . bu d g et

vs. 2006

Salaries and benefits costs were higher than expected because higher
vacancies only partly offset higher severance and a capital payment
for loss of statutory office.

+ $0.1 million

+ $1.0 million

Professional fees were higher than expected because of higher outside
legal counsel charges relating to sanction collections and higher
recruitment agency costs to fill vacancies.

+$0.2 million

+ $0.3 million

Other small variances, net

- $0.3 million

- $0.2 million

NIL

+$1.1 million

Total expense variances, 0% of budget
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Education
Reserve	

/

We collect administrative penalties under section 162 of the Securities Act. We also negotiate
settlement amounts. We appropriate these revenues to our Education Reserve, which we spend
only to educate securities market participants and members of the public about investing,
financial matters or the operation or regulation of securities markets.
The Education Reserve balance was $3.3 million (fiscal 2006 - $2.4 million) at the period end.
F iscal
2006

F iscal
2007

opening balance, april 1

Additions

			

Investment income
Disbursements

$ 2,426,635		

		
		

Closing Balance, March 31		
Commitments outstanding		

			
b
alance, net of commitments

$ C han g e

% C han g e

$ 2,840,981		 $ (414,346 )

1,432,335
127,130			

710,811

721,524

102%

72,536

54,594

75%

(644,671)		 (1,197,693)		 (553,022 )
3,341,429			 2,426,635			
(206,749)		

$ 3,134,680		

-15%

-46%

914,794

38%

(392,426)		 (185,677 )

-47%

$ 2,034,209		 $ 1,100,471		

54%

We fund education projects both directly and in partnership with others. We evaluate each
proposed project against criteria to assess the need for the project, the project’s design
and success measures, a potential partner’s background and experience, and the degree
to which the project’s goals align with our service and operating plans. Education reserve
disbursements totaled $0.6 million, $0.1 million lower than budget and $0.6 million
lower than Fiscal 2006. The following chart details disbursements during the year, and
commitments on March 31, 2007.
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R ecipient

Nature

BC Coalition to Eliminate
Abuse of Seniors
BC Crime Prevention
Association

BCIT

BCSC

BCSC

Better Business Bureau

Brooke Campbell

Pai d

R emainin g
C ommitment

BC CEAS developed & delivered “Protect Your Money” program to seniors
across BC. Delivered 17 seminars to 682 seniors.

-

6,000

The CPA will use its website and other communication channels to promote InvestRight and the Red Flags campaign. Val MacLean will accompany Patricia Bowles on the 8 city and town tour to promote the InvestRight
website and Red Flags campaign.

50,509

28,023

-

15,000

3,200

-

Fall InvestRight tour to Victoria, Kelowna, Prince George, and Kamloops.
We made a second trip to Prince George to deliver a workshop to
the northern teachers’ annual symposium. Other investor education
events, including the CPA kick-off, the Financial Forum, and a
Penticton trade show.

39,374

-

BBB will use its various communication and distribution channels to
promote the launch of InvestRight and the Red Flags campaign. We also
sponsor the BBB’s Scam Jam, an annual crime prevention symposium.

39,575

17,425

The Portfolio Challenge. An investing-based, e-learning program with the
look, feel and functionality of a real on-line broker. Registered student
teams from BC universities, colleges and several high schools are given the
opportunity to learn about our capital markets in a risk free, yet realistic,
investment experience using a simulated stock market software program.

10,000

-

-

7,276

To develop a specialty certificate in securities fraud analysis by building
on existing certificate programs. BCIT and BCSC staff are developing a
new 3 credit course “Fraudulent Financial Statements” and substantially
revising another “Investigating a Securities Crime.”
Series of seminars on NI 43-101 Standards of Disclosure for Mineral
Projects. Staff delivered 5 seminars to over 700 professionals.

Chinese Cultural Society

To create free online educational program for Chinese immigrants giving
them an introduction to the Canadian capital markets.

CSA

CSA Investor Index. Provided information about British Columbians’
investment experience, including their experience with fraud.

11,231

-

Ektron Inc

To buy a content management license and domain name for the
InvestRight website.

11,998

-

Fjord Interactive
Marketing Technology

To provide strategic, creative and technical services for the Commission’s
investor education launch and promotion of our InvestRight website.
60,875

-
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R ecipient

Nature

Fraser Valley Pastors

Pai d

R emainin g
C ommitment

Year 3 of a program to promote awareness about affinity fraud to the
various religious communities in the Fraser Valley.

40,000

30,000

Front Runner
Productions

To create an educational DVD that includes interviews with fraud
victims. A component of our new InvestRight education strategy.

15,000

-

Junior Achievement

Sponsorship of the Junior Achievement (JA) Dollars and Sense program. JA delivers hundreds of Dollars & Sense programs to thousands
of BC students every school year.

165,200

21,000

Developed a 3-day course for dealers’ supervisory and compliance staff.
Delivered 2 pilot programs. Revised program from feedback.

50,415

-

Three Mennonite Stewards will deliver investor education to members of
their 110 churches throughout BC. The educational message will focus
on the Don’t Get Scammed brochure. The BCSC provides the materials,
public awareness advertisements and sponsors 3 special events.

6,225

15,775

Created the Red Flags Logo. We use the Red Flags campaign to draw
investors to the InvestRight and BCSC websites.

7,900

-

95,517

-

Shareholder Association for Research & Education is a non-profit
organization established to promote responsible investment practices
by pension funds. Share is developing an education program for
pension plan trustees.

-

66,250

Developed a detailed business plan for new program to integrate
technical exploration knowledge with an understanding of regulatory
and business environment.

15,000

-

InvestRight education strategy launch materials and initial marketing.
Red Flag brochure and design. Advertising in local newspapers to warn
investors about ongoing fraud.

22,652

-

644,671

206,749

Justice Institute

Mennonite Brethren
Churches

Optimum

Planning 10

SHARE

UBC Mineral Deposit
Research Unit

Various

Developed measurement program and better website for Planning 10.
Planning 10 is a finances section for a Ministry of Education mandated
planning course for grade 10 students.

t o ta l pa i d a n d r e m a i n i n g c o m m i t m e n t s
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Financial	
Position and
Liq uidity

/

Cash position and investing activities

Cash and investments (including the fee stabilization reserve, but excluding amounts reserved
for education) totaled $22.8 million on March 31, 2007 (March 31, 2006 - $18.7 million). The
increase is due to the increase in revenues. During the year we invested $0.2 million (fiscal
2006 - $0.3 million) in capital assets, primarily information technology.
We had a working capital surplus of $0.8 million on March 31, 2007 (fiscal 2006 - $2.1 million
deficit). We have sufficient liquidity and capital resources. In addition, we can draw on our
$13.0 million fee stabilization reserve, when necessary.
Assets

Capital assets declined by $0.8 million to $3.1 million (March 31, 2006 - $3.9 million)
because amortization ($1.0 million) exceeded additions ($0.2 million).
Liabilities

Deferred revenue increased $0.4 million to $6.1 million (March 31, 2006 – $5.7 million).
Deferred revenue is calendar year registrations received in advance.
Accrued salaries decreased $0.2 million to $2.3 million (March 31, 2006 – $2.5 million).
The most significant components of accrued salaries are $1.8 million for fiscal 2007 incentives
and $0.4 million to accrue the five days since our last payroll before year-end.
	Quarterly
Financial	
Information

/

Prospectus and other statutory filing patterns normally generate surpluses from operations
(excluding education fund revenues and disbursements) in the first and third quarters,
which are offset by deficits in the second and fourth quarters. Due to strong market activity,
the fourth quarter of fiscal 2007 generated a surplus.
F iscal 2 0 0 7

(‘000s) 		
		

M ar . 	Dec .

F iscal 2 0 0 6

S ept.

J une	

M ar . 	Dec .

S ept.

J une

o p e r at i n g

Revenues

$ 7,908		 $ 6,901		 $ 7,261		 $ 9,570		

Expenses 		 7,372			 6,716
Surplus (Deficit)

$ 6,752		 $ 6,875		 $ 5,511		 $ 9,533

7,447			 7,017			 7,005			 6,560 		 6,908				 6,939

$

536		 $

185		 $ (186)

$ 2,552		

$ (253)

$

$

304		 $

344		 $

84		 $ 828		

Disbursements		

(79)

(13)		

(353)		 (200)		

Surplus (Deficit)

$

225		 $

331		 $ (269)

$ 628		

$

(88)

$

$

761		 $

516		 $ (455)

$ 3,180		

$ (341)

$

315		 $ (1,397) $ 2,594

e d u c at i o n

Revenues

$

126		 $

221		 $

(214)		 (177 )		

320		 $

116

(552)			 (255)

44		 $ (232) $ (139)

c o n s o l i d at e d

Surplus (Deficit)
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359		 $(1,629) $ 2,455

Risks an d
Opportunities	

/ Fee revenue
As previously mentioned, we fund operations primarily from filing fees paid by market
participants. Fee revenue fluctuates with market activity, rising in strong market conditions
and falling in weak market conditions. We will review our fee structure and may propose
changes in 2008 to ensure we break even in future years.
Securities regulatory reform

We have been supporting government’s work to implement the regulatory reforms outlined in
the Provincial / Territorial Memorandum of Understanding Regarding Securities Regulation
(Passport MOU), signed September 30, 2004 by most of Canada’s provincial ministers responsible for securities regulation. The Passport MOU proposes single window access to capital markets in participating provinces and territories, and a review of the regulatory fees charged in the
context of the passport system. Changes to date have not materially affected our operations.
While the Passport MOU may ultimately change what we do and how we fund our operations,
we have forecast no impact on our revenues and expenses because we expect any changes to
have no net impact on our bottom line.
National electronic filing systems

We collect about 90% of our fee revenue through the SEDAR and NRD electronic filing
systems. Under various agreements with the CSA, CDS operates the SEDAR, SEDI and NRD
electronic filing systems. Should CDS become unable or unwilling to continue to operate them,
the CSA would have to contract another party to host them.
CDS INC. (CDS) operates the SEDAR and SEDI national filing systems on behalf of the
Canadian Securities Administrators (CSA) under agreements with the Alberta Securities
Commission, British Columbia Securities Commission, Ontario Securities Commission (OSC),
and l’Autorité des Marchés Financiers (AMF), together called the CSA Principal Administrators. CDS operates the NRD national filing system under agreements with the CSA Principal
Administrators and the Investment Dealers Association (IDA). Under the agreements:
• The CSA Principal Administrators must pay CDS if the SEDAR system budgeted operating
costs exceed revenues (“shortfall”). Our portion of any SEDAR shortfall is limited to 15.4%.
• CDS must pay SEDAR revenues in excess of system budgeted operating costs ( “surplus”)
to the CSA Principal Administrators. Any surplus is not divisible; the CSA Principal
Administrators own it as a group.
• CDS and the CSA Principal Administrators agree to share actual versus budgeted system
operating cost (“expense”) variances equally.
The OSC is holding $16.2 million in trust. The funds are the national filing systems’
accumulated surpluses and expenses variances to October 31, 2006 and interest earned
on those amounts to March 31, 2007. The CSA Principal Administrators have agreed
that we will use these funds only for the benefit of national filing system users through
system enhancements or usage fee adjustments.
—

68

—

Contractual	
Obligations	

/ Our contractual obligations as at March 31, 2007 are:
$ (millions)

Rent and operating costs
(net of sublease recoveries)

Critical	 /
A ccounting
Estimates		

Total

< 1 year 	2 – 3 y ears 	4 – 5 years

9.2

1.9

3.9

> 5 years

3.4

-

Management must make estimates and assumptions when preparing the financial statements.
Management makes those assumptions based on experience and current conditions and
believes that they are reasonable. However, actual results may differ from management’s
estimates. In our financial statements, management has estimated the portion of accounts
and advances receivable that we will receive, the useful lives of our capital assets, and the
value of employee leave liability.
Accounts and advances receivable

We accrue amounts due when they meet generally accepted revenue recognition criteria. We
recognize administrative penalties and designated settlements when we issue the decision or
reach an agreement and the amounts are determined to be collectible.
Capital assets

We capitalize goods and services when their cost is greater than $2,000 and their benefit to us
extends beyond the current fiscal year. We amortize the cost of our capital assets over their
expected useful lives based on our experience with similar assets. Our capital assets consist
primarily of leasehold improvements and information technology. New information could lead
us to reduce or eliminate an asset’s value or expected useful life.
Employee leave liability

Our employees accrue vacation and other leave entitlements based on their years of service.
We have estimated the value of employee leaves not yet taken based on our employee records
and attributed benefit costs to those leaves based on our experience. The actual value of
employee leaves taken will vary depending on their particular circumstances.
Outlook for	
F iscal 2 0 0 8

/ We expect to break even in fiscal 2008.
We assume market activity will decline and fee revenue will drop $1.3 million (4%).
We expect expenses to increase $1.7 million (6%) in fiscal 2008 due primarily to higher
salary costs. Salaries and benefits costs will increase $1.4 million (6%) because of salary
and staff size increases.
We anticipate having a cash balance (including the fee stabilization reserve, but excluding
amounts reserved for education) at March 31, 2008 of approximately $23 million (March 31,
2007 - $22.7 million).
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Enforcement
Highlights April
1, 2006 – March 31, 2007
of management
responsibility
/Statement
/		
Management of the British Columbia Securities Commission is responsible for ensuring that
the financial statements and other financial information in this annual report are complete
and accurate.
Management, consisting of the Executive Director and her senior staff, has prepared the
financial statements according to accounting principles that are generally accepted in Canada.
The preparation of financial statements necessarily involves the use of estimates, which have
been made using careful judgment. It is possible that circumstances will cause actual results to
differ. Management does not believe it is likely that any differences will be material.
Financial information contained throughout this annual report, including the management
discussion and analysis and the charts and figures in the body of the annual report, is
consistent with these financial statements.
Management develops and maintains systems of control that give the Commission reasonable
assurance that management has:
• operated within its authorized limits,
• safeguarded assets, and
• kept complete and accurate financial records.
The commissioners are responsible for establishing prudent rules of business and staff
conduct. It is the Commission’s policy to maintain the highest standards of ethics in all its
activities. The Commission has created an employee conduct policy, including conflict
of interest rules for employees and commissioners, to achieve those standards.
The commissioners are also responsible for ensuring that management fulfills its financial
reporting and control responsibilities, and have appointed an independent audit committee
to oversee the financial reporting process. The committee members are independent
commissioners who do not participate in the day-to-day operations of the Commission.
The audit committee meets regularly throughout the year with management, the internal
auditors and the external auditors to review the:
• financial statements,
• adequacy of financial reporting, accounting systems and controls, and
• internal and external audit functions.

—
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The internal auditors are charged with the responsibility of reviewing and evaluating the
adequacy of and compliance with the Commission’s internal control standards. The internal
auditors report the results of their reviews and make recommendations both to management
and the audit committee. The external auditor’s responsibility is to express an opinion
on whether the financial statements, in all material respects, fairly present the commission’s
financial position, results of operations and cash flows in accordance with accounting
principles that are generally accepted in Canada. The internal and external auditors have full
and open access to the audit committee, with and without the presence of management.
The audit committee has reviewed these financial statements and has recommended the
commissioners approve them.
The British Columbia Lieutenant Governor in Council has appointed the Auditor General
to be the independent auditor of the Commission. The Auditor General has examined the
financial statements and his report follows.

D o u g l as  M .  H y n dma n

B re n da  M .  Leo n g

Chair and Chief Executive Officer

Executive Director
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financial statements
For the year ended March 31, 2007

/

/

BALANCE SHEET
British Columbia Securities Commission
at March 31, 2007 (audited)

2007

2006

assets

Current assets:
		 Cash and short term investments (note 4)

$

9,791,726

$

6,695,621

		 Accounts and advances receivable (note 5) 		

338,326

		

220,855

		 Prepaid expenses and deposits (note 6) 		

410,397

		

508,227

								

10,540,449

Investments held for designated purposes (note 4) 		

16,341,429

		

14,426,635

Capital assets (note 7) 		

3,101,509

		

3,942,872

$

29,983,387

$

25,794,210

$

680,966

$

494,954

		 Accrued salaries 		

2,260,551

		

2,524,500

		 Deferred revenue		

6,086,021

		

5,725,755

		 Employee leave liability (note 8) 		

677,741

		

750,792

								

9,705,279

		

9,496,001

Deferred rent 			

110,335

		

132,605

General 				

3,826,344

		

1,738,969

Fee stabilization reserve (note 9) 		

13,000,000

		

12,000,000

Education reserve (note 9) 		

3,341,429

		

2,426,635

								

20,167,773

		

16,165,604

							

29,983,387

$

25,794,210

							

7,424,703

liabilities

Current liabilities:
		 Accounts payable and accrued liabilities

surpluses

$

Note 13 describes our commitments and contingent liabilities.
The accompanying notes are part of the financial statements.

Approved by the Commission:

D o u g l as  M .  H y n dma n

J O HN  K . G R A F

Chair

Member
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S tatement of O perations
British Columbia Securities Commission
for the year ended March 31, 2007 (audited)

2007

2006

revenues

Fees
		 Prospectus and other distributions

$

16,322,593

$

14,726,105

		 Registration 			

8,691,771		

8,336,935

		 Financial filings 		

5,032,260

		

4,609,170

		 Exemptive orders and other 		

512,467

		

495,174

Administrative penalties and designated settlements (note 10) 		

1,432,335

		

710,811

Enforcement cost recoveries (note 10) 		

300,208

		

69,100

Investment income		

907,116		

507,961

								

33,198,750		

29,455,256

Salaries and benefits (note 12) 		

21,281,068

		

20,237,195

Professional services 		

2,002,771

		

1,703,402

Occupancy 			

1,784,962

		

1,728,452

Depreciation 			

1,074,890

		

1,180,399

Information management 		

822,608

		

820,219

Education reserve (note 9) 		

644,671

		

1,197,693

External communications 		

384,692

		

232,565

Administration 			

373,443

		

617,381

Staff training			

356,813

		

378,596

Business travel 			

325,072

		

368,214

Telecommunications 		

145,591

		

146,179

								

29,196,581

		

28,610,295

$

4,002,169

$

844,961

expenses

excess of revenues over expenses

The accompanying notes are part of the financial statements.

—

75

—

/

S tatement of S urpluses
British Columbia Securities Commission
for the year ended March 31, 2007 (audited)

General

balance, march 31, 2005

$

F ee S tabili z ation
R eser v e

657,678		

$

Excess of revenues over expenses 		

844,961			

Appropriation during the year 		

236,330

balance, march 31, 2006

4,002,169

Appropriation during the year 		 (1,914,794 )
balance, march 31, 2007

178,016

$

12,000,000		

		

-		

		

$ 3,826,344		

$

The accompanying notes are part of the financial statements.
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$

-			

		

$ 1,738,969		

Excess of revenues over expenses 		

11,821,984		

E d ucation
R eser v e

$

15,320,643

-			

844,961

(414,346)
$

1,000,000
13,000,000		

2,840,981		

T otal

2,426,635		

$

16,165,604

-			

4,002,169

914,794
$

3,341,429		

$

20,167,773

/

S tatement of C ash F lows
British Columbia Securities Commission
for the year ended March 31, 2007 (audited)

2007

2006

c a s h f l o w s f r o m o p e r at i n g a c t i v i t i e s

Cash receipts from fees

$

30,993,072

Cash receipts from penalties and settlements 		

1,543,047

Cash paid to and on behalf of employees 		

(21,605,930 )

Cash paid to suppliers and others 		

(6,587,085 )

Investment income received 		
								

$ 28,475,452
		

		 (20,219,674)
		

907,116			
5,250,220

779,911

		

(7,012,535)
493,461
2,516,615

cash flows used for investing activities

Paid for capital assets 		

(239,321 )

		

(269,542)

Net increase in cash and cash equivalents 		

5,010,899

		

2,247,073

Cash and cash equivalents, beginning of year 		

21,122,256

		

18,875,183

Cash and cash equivalents, end of year

26,133,155

$

$ 21,122,256

Represented by:
Cash and short term investments

$

Investments held for designated purposes 		
							

$

The accompanying notes are part of the financial statements.
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9,791,726		
16,341,429
26,133,155

$

6,695,621

		

14,426,635

$ 21,122,256

/

N otes to F inancial S tatements
British Columbia Securities Commission
for the year ended March 31, 2007 (audited)

1 . Nature of operations

The British Columbia Securities Commission is a Crown corporation created by the Province of
British Columbia on April 1, 1995. We are responsible for the administration of the Securities Act.
As a government agency, we pay only those taxes paid by the provincial government.
2 . Si g nificant accounting policies

Management has prepared these financial statements according to accounting principles that
are generally accepted in Canada. The important accounting policies used are:
a) Short term and desi g n a t e d i n v e s t m e n t s

Under BC law, we must invest any money that we receive, but do not immediately need, in an
investment pool that the British Columbia Investment Management Corporation, a BC government
organization, administers. We buy units in pooled investment funds that invest primarily in:
• Canadian money market instruments maturing within 15 months, and
• Canadian bonds issued or guaranteed by the government of Canada or a provincial
government and maturing within 10 years.
Any earnings from our investments are reinvested in the same fund and add to the carrying
value of the units we own.
We value our short term investments and investments held for designated purposes at their
market value. The fair value of short term investments and investments held for designated
purposes is considered to be the market value. Fair value is the amount that would be agreed
upon by two unrelated parties to a transaction who have full knowledge of all relevant facts
and who are under no obligation to act.
b) Capital assets

We record our capital assets at cost. We depreciate them using the straight line method over
their useful lives. We estimate the useful lives of our assets to be as follows:
• Information technology assets – four years
• Leasehold improvements – the length of the remaining lease term or the length of
the estmated useful life of each improvement, whichever time is shorter
• Office furniture and equipment – ten years
c) Revenue

We accrue prospectus and other statutory filing fees when filings are made and collectibility is
assured. The amounts due and their collectibility are normally determined simultaneously, as
most filings are paid for immediately.
Registration fees are paid to us in advance. We recognize only the portion of fees that relate
to the registration period falling in the current fiscal year as revenue. We treat the balance as
deferred revenue and recognize it as income in the next year.
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N otes to F inancial S tatements
British Columbia Securities Commission
for the year ended March 31, 2007 (audited)

We recognize administrative penalties and designated settlements after we issue a decision
or reach an agreement and determine the amounts are collectible.
d) Estimates

Canadian generally accepted accounting principles require management to make estimates
and assumptions for certain amounts disclosed in the financial statements.
In our financial statements, management has estimated the:
• portion of accounts and advances receivable that we will receive
• useful lives of capital assets
• value of the employee leave liability
Results may differ from these estimates.
3 . Financial instruments

The carrying values of cash and cash equivalent assets, accounts and advances receivable,
accounts payable and accrued liabilities, accrued salaries, and employee leave liability
approximate their fair value because of their short maturity dates.
Short term investments and investments held for designated purposes are subject to credit risk
and interest rate risk. Credit risk is the risk that investment values will fluctuate because debtors cannot pay. We believe this risk is low because most of our investments are in government
securities. Interest rate risk is the risk that investment values will fluctuate because of changes
in market interest rates. We mitigate this risk by investing primarily in short term instruments.
4 . I nvestments

Investments are carried at market value, and consist of:
2007
U nits

2006

E xpecte d
R eturn

M arket
Value

U nits

E xpecte d
R eturn

M arket
Value

short term investments

Pooled Canadian Money
Market Fund ST2

-

-

$

-

0.17

4.07%

$

574,736

-

-

$

688,768

-

-

$

-

investments held for
d e s i g n at e d p u r p o s e s

Cash
Pooled Canadian Money
Market Fund ST2

2.72

4.50%		

9,328,237

2.55

4.07%

8,371,297

Short Term Bond Fund

3.28

4.15%		

6,324,424

3.28

4.12%

6,055,338

$ 16,341,429		

4.09%

$ 14,426,635

		

—

4.17%
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N otes to F inancial S tatements
British Columbia Securities Commission
for the year ended March 31, 2007 (audited)

5 . Accounts and advances receivable

Accounts and advances receivable consists of:
2007

Settlement sanctions

$

2006

189,496

$

-

Hearing & legal cost recoveries		

100,000		

-

Employee advances and other		

48,830		

60,968

Filing fees, net of allowance		

-		

11,104

Rent overpayment due to bank error		

-		

148,783

$

338,326

$

220,855

6 . Prepaid expenses an d deposits

Prepaid expenses and deposits consists of:
2007

IDA registration processing fees

$

2006

263,437

$

234,721

Information technology maintenance contracts		

136,483		

125,199

Other 		

10,477		

-

Rent		

-		

148,307

$

410,397

$

508,227

7 . Capital assets

Capital assets consist of:
2007
C ost

Leasehold improvements

$

4,030,712

2006

A ccumulate d
Depreciation

$

2,271,338

N et B ook
Value

$ 1,759,374

N et B ook
Value

$

2,075,184

Office furniture		

1,857,974		

1,141,397		

716,577		

901,050

Office equipment		

649,556		

464,166		

185,390		

215,215

Information technology (a)		

1,647,410		

1,207,242		

440,168		

751,423

8,185,652

5,084,143

$

$

$ 3,101,509

$

3,942,872

a) During the year, we wrote off obsolete, fully depreciated Information Technology assets. We reduced both the cost of assets and the
corresponding accumulated depreciation accounts by $2,553,886.
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N otes to F inancial S tatements
British Columbia Securities Commission
for the year ended March 31, 2007 (audited)

8 . Emplo yee leave liability

Employee leave liability is what we owe to our employees for their accumulated vacation time
and other leave entitlements not yet taken.

9 . Reserves
F ee S tabili z ation
A ppropriation ( a )

balance, march 31, 2005

$

Additions and appropriations 		

11,821,984		

E d ucation ( b )

$

178,016

710,811

Investment income allocation 		

-			

Disbursements		

-			

balance, march 31, 2006

		

Additions and appropriations		

12,000,000		

2,840,981		

$

1,000,000			

T otal

$ 14,662,965
		

888,827

72,536			

72,536

(1,197,693 )		 (1,197,693)
2,426,635		

$ 14,426,635

1,432,335			

2,432,335

Investment income allocation 		

-

		

127,130			

127,130

Disbursements 		

-			

(644,671 )		

(644,671)

balance, march 31, 2007

$

13,000,000		

$

3,341,429		

$ 16,341,429

a) Fee stabilization re s e r v e

We appropriate amounts from our general surplus to the fee stabilization reserve so temporary
revenue reductions will not immediately impair our ability to operate, or require immediate
fee increases. This year, we appropriated $1,000,000 (fiscal 2006 - $178,016) of the general
surplus to the fee stabilization reserve.
b) Education reser v e

We collect administrative penalties under section 162 of the Securities Act. We also negotiate
settlement amounts that exceed our investigation costs. We appropriate both of these amounts
from our general surplus to the education reserve. Education reserve funds may only be
spent for the purpose of educating securities market participants and members of the public
about investing, financial matters or the operation or regulation of securities markets. We
mix education reserve funds with our other funds for investment purposes, so we allocate a
portion of our investment income to the education reserve.
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N otes to F inancial S tatements
British Columbia Securities Commission
for the year ended March 31, 2007 (audited)

1 0 . Enforcement rev enue

Enforcement revenues are unpredictable. Revenues depend on the timing of enforcement
actions completed during the period and on our ability to collect assessed amounts.
Collecting enforcement revenues can be difficult because respondents often have limited assets,
poor credit or have left British Columbia. During fiscal 2007, $nil (fiscal 2006 - $2,328,115)
was not recognized as revenue because collectibility was unlikely. We vigorously pursue all
uncollected amounts.
1 1 . Related party transactions

We are related through common ownership to all provincial government ministries, agencies
and Crown corporations. We conducted all transactions with these entities as though we were
unrelated parties.
1 2 . Post-retirement emplo yee benefits

We, and our employees, contribute to the Public Service Pension Plan, a multi-employer plan
established for the benefit of certain British Columbia public service employees. The plan is
contributory, and its basic benefits are defined. The plan has about 47,000 active members and
approximately 35,000 retired members. A board of trustees, representing plan members and
employers, is responsible for overseeing the management of the plan, including investment of
assets and administration of benefits.
An actuarial valuation of the plan is performed every three years to assess the financial
position of the plan. The latest valuation, as at March 31, 2005, indicated a $767 million unfunded liability for basic pension benefits. In addition to basic benefits, the plan also provides
supplementary benefits, including inflation indexing. These supplementary benefits are paid
only to the extent that they have been funded, which is currently done on a “pay-as-you-go”
basis. The plan’s unfunded liability would increase to $2,208 million if indexed benefits were
funded in advance. Surpluses and deficits are not attributable to individual employers, but
affect future contribution levels. We charged $1,432,252 to expense for employer contributions
during the period (fiscal 2006 - $1,083,770).
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N otes to F inancial S tatements
British Columbia Securities Commission
for the year ended March 31, 2007 (audited)

1 3 . Commitments an d conting ent liabilities

a) Office lease

We have leased office space to November 30, 2011. Our annual rent, net of sublease recoveries
is approximately $925,000. We also pay our share of building operating and maintenance costs.
b)   National filing s y s t e m s o p e r a t i n g a g re e m e n t s

CDS INC. (CDS) operates the SEDAR and SEDI national filing systems on behalf of the Canadian Securities Administrators (CSA) under agreements with the Alberta Securities Commission, British Columbia Securities Commission, Ontario Securities Commission (OSC), and
l’Autorité des Marchés Financiers (AMF), together called the CSA Principal Administrators.
CDS operates the NRD national filing system under agreements with the CSA Principal
Administrators and the Investment Dealers Association (IDA). Under the agreements:
• The CSA Principal Administrators must pay CDS if the SEDAR system budgeted operatingcosts exceed revenues (“shortfall”). Our portion of any SEDAR shortfall is limited to 15.4%.
• CDS must pay SEDAR revenues in excess of system budgeted operating costs ( “surplus”)
to the CSA Principal Administrators. Any surplus is not divisible; the CSA Principal
Administrators own it as a group.
• CDS and the CSA Principal Administrators agree to share actual versus budgeted system
operating cost (“expense”) variances equally.
The OSC is holding $16.2 million in trust. The funds are the national filing systems’ accumulated surpluses and expenses variances to October 31, 2006 and interest earned on those
amounts to March 31, 2007. The CSA Principal Administrators have agreed that we will use
these funds only for the benefit of national filing system users through system enhancements
or usage fee adjustments.
c)   Legal actions

We are involved in several legal actions arising from the operation of our business. The
outcome and ultimate disposition of these actions are not determinable at this time.
We do not expect the outcome of any of these proceedings, individually or in total, to have
a material impact on our financial position.
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Alignment with government’s strategic plan

Our service plan aligns with Goal 1 and Goal 5 in the government’s strategic plan.
Our mission does not relate to the government’s other three goals.
Government Goal 1 / Make BC the best-educated, most literate jurisdiction on the continent
We support this goal in the following ways:
• We provide BC high school teachers with an award-winning financial literacy resource for youth. The
Ministry of Education-endorsed resource for the Planning 10 Finances curriculum helps young people
acquire the knowledge, skills and confidence they need to begin planning for their post-secondary
education or career, and to navigate safely through the financial realities of adulthood. Since 2004, over
1,200 teachers in all 61 school districts have requested the BCSC’s financial life skills resource.

We support lifelong learning by offering investor education throughout the province,
primarily to seniors and pre-retirees. Our InvestRight website provides a wide range
of tools to help investors and non-investors develop critical thinking skills so they
can protect themselves from becoming victims of fraud. We extend the reach of this
education via seminars in all corners of the province delivered through partnerships with
the BC Crime Prevention Association, the BC Hydro Power Pioneers, the Mennonite
Brethren, and two Fraser Valley pastors known as God’s Fraud Squad.
• Research plays an important role in determining where to put the emphasis in our investor education
programs. Last summer we surveyed close to 700 British Columbians to determine skills and knowledge of
investors, awareness and levels of fraud. This year, we will look into a number of areas including the effects
of fraud on individuals, and why only 14% of people approached for fraud actually report it.
Government Goal 5 / Create more jobs per capita than anywhere else in Canada
A financially literate population contributes to a growing and health economy. In addition to an extensive
investor education program, we support Goal 5 in the following ways:
• By fostering a local market that is fair and warrants investor confidence, we further BC’s reputation
as a centre for raising capital.
• By minimizing the regulatory burden, we encourage investment in BC by supporting a business climate
that allows for innovation and growth.
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Glossary

AIF Annual Information Form: An AIF is a legally required disclosure

IDA Investment Dealers Association of Canada: the self-regulatory

document intended to provide material information about a company

organization for firms that trade and advise in securities.

and its business at a particular point in time in the context of its

IMET  Integrated Market Enforcement Team: a partnership initiative

historical and possible future development.

between the federal Ministry of Justice, the Royal Canadian Mounted

CD Continuous Disclosure: the legally required public disclosure

Police, the Vancouver Police and the BCSC to improve policing in the

by issuers of their financial statements and news releases.

securities markets.

CDS  CDS Inc. operates SEDAR, SEDI, and NRD on behalf of

Insider Disclosure  The legally required public disclosure by

Canadian securities regulators. It is a subsidiary of The Canadian

insiders of their securities holdings and transactions.

Depository for Securities, which handles securities clearing and

IOSCO  International Organization of Securities Commissions, of which

settlement services in Canada.

the BCSC is an associate member. IOSCO promotes cooperation, mutual

Commissioner A person appointed to the BC Securities

assistance, information sharing, and the development of standards to

Commission under the Securities Act. An executive commissioner is a

improve the regulation of securities markets internationally.

commissioner who is the chair, a vice chair, or a full-time commissioner.

Issuer  A company or other entity that has issued or is proposing

An independent commissioners is a non-executive commissioner and is

to issue securities.

independent of management.

Joint Forum of Financial Market Regulators  

COSRA Council of Securities Regulators of the Americas, of which the

Founded in 1999 by the Canadian Council of Insurance Regulators

BCSC is a member. COSRA seeks to establish basic and common legal,

(CCIR), the Canadian Securities Administrators (CSA), and the

regulatory and structural principles that promote efficient and liquid

Canadian Association of Pension Supervisory Authorities (CAPSA), the

markets while ensuring appropriate levels of investor protection.

Joint Forum coordinates the development of harmonized cross-sectoral

CSA Canadian Securities Administrators: a council of the securities

and cross-jurisdictional solutions to financial services regulatory issues.

regulators of Canada’s 13 provinces and territories.

It also includes representation from the Canadian Insurance Services

CTO Cease Trade Order: An order issued by a provincial or territorial

Regulatory Organizations (CISRO).

securities commission or similar regulatory body against a company,

MD&A Management Discussion and Analysis: the section of a quarterly

management of a company or any individual for a breach or an alleged

or annual financial report in which the issuer’s management comments on

breach of the Securities Act. Most CTOs are issued as a result of a filing

its financial results.

deficiency, such as the failure to file a proper quarterly or annual financial

MFDA Mutual Fund Dealers Association of Canada: the self-regulatory

statement, but may also be issued as a result of an enforcement action

organization for firms that specialize in trading mutual funds.

that involves a proven or admitted breach of the Act. In some cases,
a temporary CTO may be issued while an investigation is ongoing. The
order prohibits trading in the issuer’s securities or restricts the ability
of an individual to trade.
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Glossary

NASAA  North American Securities Administrators Association, of

Ponzi scheme  A fraudulent investment operation that involves

which the BCSC is a member. NASAA consists of Canadian provincial,

paying abnormally high returns to investors out of the money paid in by

American state and Mexican federal securities regulators. NASAA

subsequent investors. The high returns paid out initially require an

promotes cooperation in the development and enforcement of securities

ever-increasing flow of money from investors to keep the scheme going.

laws and to assist members in investor protection.

Registrant A firm or individual that is registered under the Act to

NASDAQ  The largest electronic screen-based equity securities market

trade or advise in securities.

in the United States; originally founded in 1971.

Reporting I ssuer   A company that has offered securities to the

National CTO Database A real-time dissemination system of

public or listed its shares on an exchange. These issuers, often called

Cease Trade Order (CTO) information operated and maintained by the

“public companies,” are subject to the Continuous Disclosure (CD)

CSA. The national CTO database includes outstanding CTOs against

requirements of securities laws.

issuers, management and individuals from the securities regulatory

Rules   Securities Rules, BC Reg. 194/97: specific requirements under

authorities in most provinces.

the Act, approved by government and issued by the BCSC.

NRD  National Registration Database: the CSA’s national web-based

RS Market Regulation Services Inc.: the self-regulatory organization

system that permits individuals who are dealers or advisers to file

that oversees equity trading on exchanges and other markets.

registration forms electronically.

SEDAR  System for Electronic Document Analysis and Retrieval:

OBSI Ombudsman for Banking Services and Investments: an indepen-

the CSA’s national electronic filing system for disclosure by public

dent Canadian body that investigates complaints from individuals and

companies and mutual funds.

small businesses about products and services provided by banks

SEDI  System for Electronic Disclosure by Insiders: the CSA’s national

and investment and mutual fund dealers. Its objective is to provide

web-based system that facilitates the filing and public dissemination

impartial and prompt resolution of complaints. This service is free of

of “insider reports”.

charge; however, one must first try to resolve complaints directly

SRO  Self-regulatory organization.

with the bank or dealer before contacting OBSI.

TSX  Toronto Stock Exchange: TSX is a subsidiary of TSX Group.

OTCBB Over-the-Counter Bulletin Board: a quotation service that

TSX Venture Exchange  The national junior equity exchange,

displays quotes, last-sale prices and volume information for equity

a subsidiary of TSX Group.

securities trading over-the-counter in the United States. It is where

TSX Group  A public company that owns the Toronto Stock Exchange

market makers in an issuer’s shares publish the prices at which they are

and TSX Venture Exchange.

prepared to buy or sell those securities.
P ink Sheets An electronic system published by Pink Sheets LLC,
to display bid and ask quotation prices of securities. It is mainly used by
stock brokers trading OTC securities in the United States.

—

86

—

/

resources for investors

If you have any questions regarding

traits with past scams. The site also

Search our website databases at

your financial adviser, investment firm,

enables visitors to conduct background

www.bcsc.bc.ca to:

or an investment type, or if you would

checks, and provides information

• Check an adviser’s credentials

like to make a complaint, please call our

on a variety of investment products,

• Track insider trading reports

Inquiries Group at 604.899.6854

and links to videos in which victims

• View our disciplined persons list

Outside the greater Vancouver area:

impacted by fraud tell their personal

• See BCSC rules, policies,

Phone: 1.800.373.6393

stories. The BCSC corporate website

(BC and Alberta only)

offers information to promote

E-mail: inquiries@bcsc.bc.ca

understanding of the financial system
and to help investors make financial

The BCSC’s InvestRight.org website
offers a range of tools to help investors develop critical thinking skills. Tools
include a “scam meter,” which allows
investors to see if the investment they
are considering shares any common

decisions. The information is not
a substitute for financial or other
professional advice. Always consult
a professional adviser if you need
financial advice about your personal
circumstances.

and decisions
For information about public companies
and mutual funds, visit the SEDAR
website at www.sedar.com
For information about insider
trading activity and to view
insider reports online, visit the
SEDI website at www.sedi.ca

B ritish C olumbia S ecurities C ommission

PO Box 10142, Pacific Centre
Suite 1200 – 701 West Georgia Street
Vancouver, BC V7Y 1L2
T. 604.899.6500
F. 604.899.6506

