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Proposed Provisions Respecting Order Execution Services as a
Form of Third-Party Electronic Access to Marketplaces

Executive Summary

The proposed amendments are intended to address the policy objective of achieving
consistency across all forms of third-party electronic access to marketplaces by ensuring that
similar activity that occurs through different forms of third-party electronic access is subject to
the same degree of supervision and regulatory oversight. The proposed amendments include:

* proposed amendments to the Dealer Member Rules (“DMR”) respecting supervision
requirements relating to Order Execution Service (“OES”) account activity and the entry
of orders to a marketplace (“Proposed DMR Amendments”) that would introduce:

0 a requirement that a Dealer Member providing OES (“OES Dealer”) include a
client identifier (“ID”) on each order entered for or on behalf of any client:


mailto:kmccoy@iiroc.ca
mailto:jbulnes@iiroc.ca

0 whose trading activity exceeds a daily average of 100 trades per
trading day in any calendar month,

0 whose trading activity exceeds a daily average of 500 orders per
trading day in any calendar month, or

o that is not an individual and registered as a dealer or adviser in
accordance with applicable securities legislation;

0 a requirement that a Dealer Member provide to IIROC the identification of the
client associated with such client ID; and

0 supervision requirements for OES Dealers that require that the added risks
associated with the lack of intermediation by staff of the OES Dealer are
addressed in their policies and procedures and systems of supervision and
control;

* adefinition in the DMR of “Manipulative and Deceptive Activities”; and

e amendments to UMIR (“Proposed UMIR Amendments”) that would require a
Participant to include on orders sent to a marketplace the client ID, where applicable,
on orders originating from an OES Dealer.

The Proposed DMR Amendments and Proposed UMIR Amendments (collectively, the
“Proposed Amendments”) are intended to build on the framework to regulate various forms
of third-party electronic access to marketplaces and complement the amendments to National
Instrument 23-103 — Electronic Trading and Direct Electronic Access dealing with direct
electronic access to marketplaces' and the IIROC rules respecting third-party electronic access
to marketplaces.’

OES Dealers will be impacted by the Proposed Amendments as they will be required to:

* develop a process to identify clients who meet or exceed the thresholds that require the
application of a client ID;

* identify any OES client that is not an individual and registered as a dealer or adviser
under applicable securities legislation; and

* develop a process to ensure that IIROC is provided each client ID and the identity of the
client associated with each client ID.

IIROC expects that the technological implications of the Proposed Amendments on Dealer
Members are primarily limited to any development required to establish the above processes,
including the placement of client IDs on orders for the requisite OES clients.

! See (2013) 36 OSCB 6771.

? See IIROC Notice 13-0184 — Rules Notice — Notice of Approval — UMIR and Dealer Member Rules - Provisions Respecting Third-Party
Electronic Access to Marketplaces (July 4, 2013).
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Participants that execute for OES Dealers would be required to:

* develop a procedure for obtaining and assigning client IDs to an OES Dealer as
required, and

* make any necessary changes to their systems to accommodate the use of client IDs on
orders originating from an OES Dealer.

IIROC would expect that, if the Proposed Amendments are approved by the Recognizing
Regulators, the amendments would be implemented 180 days following the publication of
notice of approval of the amendments.
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1. Policy Development Process

The Market Rules Advisory Committee (“MRAC”) of IIROC considered this matter as proposed
in concept by IIROC staff. MRAC is an advisory committee comprised of representatives of
each of the marketplaces for which IIROC acts as a regulation services provider; Participants,
institutional investors and subscribers, and the legal and compliance community. IROC’s
Order Execution Sub-Committee (“OES Committee”) was consulted during the formation of
this proposal. The OES Committee is comprised of representatives of OES Dealers.’

The Proposed Amendments consider OES as a form of third-party electronic access to
marketplaces and are designed to complement and supplement the provisions in NI 23-103
that regulate electronic trading and direct electronic access. For this reason, the Board of
Directors of IIROC (“Board”) has determined the Proposed Amendments to be in the public
interest. On September 11, 2013, the Board approved the publication for comment of
proposed amendments to both the Universal Market integrity Rules and the DMR.

Comments are requested on all aspects of the Proposed Amendments, including any matter
which they do not specifically address. Comments on the Proposed Amendments should be
in writing and delivered by January 14, 2014 to:

Kevin McCoy,

Director, Market Regulation Policy,
Investment Industry Regulatory Organization of Canada,
Suite 2000
121 King Street West,

Toronto, Ontario. M5H 3T9
e-mail: kmccoy@iiroc.ca

and

Jamie Bulnes,

Director, Member Regulation Policy,
Investment Industry Regulatory Organization of Canada,
Suite 2000
121 King Street West,

Toronto, Ontario. M5H 3T9
e-mail: jbulnes@iiroc.ca

Consideration by MRAC and consultation by IIROC staff with the OES Committee should not be construed as approval or endorsement
of the Proposed Amendments. Members of MRAC and the OES Committee are expected to provide their personal advice on topics and
that advice may not represent the views of their respective organizations as expressed during the public comment process.
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A copy should also be provided to the Recognizing Regulators by forwarding a copy to:

Susan Greenglass
Director, Market Regulation
Ontario Securities Commission
Suite 1903, Box 55,

20 Queen Street West
Toronto, Ontario. M5H 3S8

Fax: (416) 595-8940
e-mail: marketregulation@osc.gov.on.ca

Commentators should be aware that a copy of their comment letter will be made
publicly available on the IIROC website (www.iiroc.ca under the heading “Policy” and
sub-heading “Market Proposals/Comments” and/or “Dealer Member Rules - Policy
Proposals and Comment”) upon receipt. A summary of the comments contained in each
submission will also be included in a future IIROC Notice.

After considering the comments |
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