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January 20, 2014

REQUEST FOR COMMENTS

UPDATE OF THE RULES OF BOURSE DE MONTREAL INC. -
RULES RELATING TO MARGIN AND CAPITAL REQUIREMENTS

ABROGATION OF POLICY C-3—
JOINT REGULATORY FINANCIAL QUESTIONNAIRE AND REPORT

ABROGATION OF ARTICLES 7202 TO 7228 OF RULE SEVEN REGARDING MARGIN AND
CAPITAL REQUIREMENTS FOR SECURITIES OTHER THAN DERIVATIVES, AND
CONSEQUENTIAL AMENDMENTS TO ARTICLES 7005, 7151, 7152, 7157 AND 7201

ABROGATION OF VARIOUS PROVISIONS OF RULE NINE REGARDING MARGIN AND CAPITAL
REQUIREMENTS FOR DERIVATIVES, AND CONSEQUENTIAL AMENDMENTS TO THE
ARTICLES BEING RETAINED

AMENDMENTS TO ARTICLES 6005 AND 6654 OF RULE SIXREGARDING TRANSACTIONS IN
OVER-THE-COUNTER OPTIONS AND
REPORTS RELATING TO SUCH TRANSACTIONS

The Rules and Policies Committee and the Special Committee — Regulatory Division of Bourse de
Montréal Inc. (the Bourse) have approved amendments to Rule Six, Rule Seven and Rule Nine, as well as
the abrogation of Policy C-3 of the Rules and Policies of the Bourse. The purpose of the proposed
amendments and abrogation is to remove from its regulations all provisions which are no longer relevant
as a result of the Bourse’s withdrawal from the field of financial compliance regulation.

Comments on the proposed amendments to Rule Six, Rule Seven and Rule Nine, and on the abrogation of
Policy C-3 of the Rules and Policies of the Bourse must be submitted within 30 days following the date of
publication of the present notice, at the latest on February 17, 2014. Please submit your comments to:

M°® Pauline Ascoli
Vice-President, Legal Affairs (Derivatives)
Bourse de Montréal Inc.

Tour de la Bourse
P.O. Box 61, 800 Victoria Square
Montréal, Quebec H4Z 1A9

E-mail: legal@m-x.ca

Tour de la Bourse
P.O. Box 61, 800 Victoria Square, Montréal, Quebec H4Z 1A9
Telephone: (514) 871-2424
Toll-free within Canada and the U.S.A.: 1 800 361-5353
Website: www.m-x.ca
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A copy of these comments shall also be forwarded to the Autorité to:

M® Anne-Marie Beaudoin
Corporate Secretary
Autorité des marchés financiers
800 Victoria Square, 22" Floor
P.O. Box 246, Tour de la Bourse
Montréal (Quebec) H4Z 1G3
E-mail: consultation-en-cours@Ilautorite.gc.ca

Appendices

For your information, you will find in appendices an analysis document of the proposed rule
amendments and abrogation as well as the proposed regulatory text. The implementation date of
the proposed amendments will be determined by the Bourse, in accordance with the
self certification process as established in the Derivatives Act (2008, c.24).

Process for Changes to the Rules

Bourse de Montréal Inc. is authorized to carry on business as an exchange and is recognized as a
self-regulatory organization (SRO) by the Autorité des marchés financiers (the Autorité). The
Board of Directors of the Bourse has delegated to the Rules and Policies Committee of the Bourse
its powers to approve and amend its Rules. The Rules of the Bourse are submitted to the Autorité
in accordance to the self-certification process as established in the Derivatives Act (2008, c.24).

In its SRO capacity, the Bourse assumes market regulation and supervision responsibilities of its
approved participants. The responsibility for regulating the market and the approved participants
of the Bourse comes under the Regulatory Division of the Bourse (the Division). The Division
carries on its activities as a distinct business unit separate from the other activities of the Bourse.

The Division is under the authority of a Special Committee appointed by the Board of Directors of
the Bourse. The Special Committee is empowered to recommend to the Board of Directors the
approval or amendment of some aspects of the Rules of the Bourse governing approved
participants. The Board of Directors has delegated to the Rules and Policies Committee of the
Bourse its powers to approve or amend these Rules upon recommendation from the Special
Committee.
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T M A Y Bourse de
Montréal

UPDATE OF THE RULES OF BOURSE DE MONTREAL INC. - RULES RELATING
TO MARGIN AND CAPITAL REQUIREMENTS

ABROGATION OF POLICY C-3 - JOINT REGULATORY FINANCIAL
QUESTIONNAIRE AND REPORT

ABROGATION OF ARTICLES 7202 TO 7228 OF RULE SEVEN REGARDING
MARGIN AND CAPITAL REQUIREMENTS FOR SECURITIES OTHER THAN
DERIVATIVES, AND CONSEQUENTIAL AMENDMENTS TO ARTICLES 7005,
7151, 7152, 7157 AND 7201

ABROGATION OF VARIOUS PROVISIONS OF RULE NINE REGARDING
MARGIN AND CAPITAL REQUIREMENTS FOR DERIVATIVES, AND
CONSEQUENTIAL AMENDMENTS TO THE ARTICLES BEING RETAINED

AMENDMENTS TO ARTICLES 6005 AND 6654 OF RULE SIX REGARDING
TRANSACTIONS IN OVER-THE-COUNTER OPTIONS AND REPORTS
RELATING TO SUCH TRANSACTIONS

| SUMMARY

The Bourse proposes to remove all its rules relating to margin and capital requirements from
its regulations, with the exception of such rules as do not appear in the Investment Industry
Regulatory Organization of Canada (IIROC) Rules.

The Bourse further proposes to abrogate Policy C-3 entitled “Joint Regulatory Financial
Questionnaire and Report” in its entirety.

Finally, as regards those margin and capital rules which the Bourse deems it necessary to
retain, the Bourse proposes to make such amendments thereto as are necessary to ensure that
the interpretation and application thereof will not be affected by the abrogation of the rules to
which they refer.

1 ANALYSIS
A) Background

Until the end of 2004, there were two SROs in Canada that regulated margin and capital
requirements that applied to Canadian approved participants. These were the Bourse, whose
audit jurisdiction encompassed a little over twenty investment dealers, all of which were
approved participants of the Bourse, and the Investment Dealers Association of Canada
(IDA)Y, under whose jurisdiction were grouped approximately 175 Canadian investment
dealers, some 60 of which were approved participants of the Bourse.

! After its merger with Market Regulation Services Inc. on June 1, 2008, the IDA changed its name to “Investment Industry
Regulatory Organization of Canada — IIROC”. This is the name that will be used throughout the rest of this analysis.



APPENDIX A

In the summer of 2004, the Bourse decided, as a regulatory matter, to focus first and foremost
on the regulation and oversight of trading activity in its derivatives market and to withdraw
from the field of member regulation, not only in terms of regulating business conduct but also
financial compliance. This decision was primarily warranted by the fact that, due to its
specialisation in the derivative financial instruments market, the regulatory functions
discharged by the Bourse in the area of business conduct and financial compliance were no
longer really connected to its speciality. Indeed, most of the dealers who remained under the
Bourse’s audit jurisdiction at the time had no trading activity on the derivative financial
instruments market. Thus the Bourse found itself in a position where it was required to allot
fairly substantial resources to the oversight and audit of the regulatory capital position of
dealers who, for the most part, were not active in its market, and to police compliance with
margin and capital requirements for client or firm accounts with no trading activity in the
derivatives listed on the Bourse.

Thus the Bourse entered into talks with IIROC with the aim of transferring all its member
regulation activities to such organization, including the oversight of financial compliance. As
a result of these talks and the drafting of an agreement between the parties, the proposed
transfer was submitted to the Autorité des marchés financiers (AMF) for approval in
December 2004. Approval was granted at the end of the same year? and the transfer of all the
relevant activities and duties took effect on January 1, 2005.

As part of the discussions which led to this transfer of duties, the Bourse at the time deemed
it important to retain the rules on margin and capital requirements within the ambit of its
regulations. The main reason for keeping such rules was that the Bourse wanted to avoid the
development and implementation of margin rules that would undermine the development of
its derivatives market. To minimize the risk of this occurring, the Bourse and IIROC agreed
that IIROC would refrain from implementing any new margin rule unless the Bourse not only
agreed but implemented the rule itself as well.

Consequently, after the transfer of jurisdiction on January 1, 2005, and until February 2009,
the Bourse continued to implement regulatory amendments and new rules relating to margin
and capital requirements that were identical to those adopted by 1IROC.

B) Decisions of the Bourse’s Executive Committee and Special Committee - Regulatory
Division

In February 2009, the relevance of retaining margin and capital requirements as part of the

Bourse’s regulations was called into question for the following reasons:

e a substantial proportion, estimated at over 90%, of regulatory amendments
implemented by IIROC between January 1, 2005 and the end of 2008 - and of current
draft regulatory amendments — had and have no connection with derivatives and no
impact on the margin requirements for such instruments;

e amendments to margin and capital rules had to be approved not only by the Bourse’s
Special Committee - Regulatory Division, but also by its Rules and Policies
Committee. But since the Bourse had ceased to regulate financial compliance, the
members of these two committees very often questioned the point of implementing

2 See Decision No. 2004-PDG-0223, published in the January 7, 2005 weekly Bulletin (Vol. 2, No. 1) of the
Autorité des marchés financiers.
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regulatory amendments that had no connection with the Bourse’s market and which it
had no authority to enforce;

e as the Bourse was no longer active in the regulation of financial compliance, its
margin and capital rules were not applicable to approved participants. Canadian
approved participants were required to comply with IIROC Rules (which in all
respects were identical to the rules of the Bourse). As for foreign approved
participants, they are wholly exempt from such rules upon admission because they are
already subject to the rules established by the local regulatory organizations in their
country of origin.

The fact that it no longer implemented new margin and capital rules, or amendments thereto,
had no material adverse effect on the Bourse as it continued to have considerable influence
on any draft regulatory amendments initiated by 11IROC.

Indeed, any draft margin or capital regulatory requirements initiated by IIROC must submit
to two levels of approval before they can be presented to the IIROC Board of Directors for
approval.

The first such level is the 1IROC Capital Formula Subcommittee, which is comprised of
several members from the industry and in which a representative of the Bourse’s Regulatory
Division regularly takes part. The second level is that of the IIROC Financial Administrators
Section. The Regulatory Division is also regularly present at the meetings of such group,
which is composed of representatives of all IIROC member firms, thus of all Canadian
approved participants of the Bourse. The representatives of the firms that are members of the
subcommittee and of those that take part in the meetings of the Financial Administrators
Section are usually the chief financial officers of such firms and, as such, they have a keen
interest in ensuring that margin and capital requirements are reasonable and realistic to avoid
unduly tying up the capital of the firm.

As the Bourse could take part in the discussions of the Capital Formula Subcommittee and of
the Financial Administrators Section referred to above, it remained capable of identifying
those proposals which could adversely affect its market and thus propose the necessary
amendments.

Furthermore, 1IROC cannot implement any regulatory amendment whatsoever without first
publishing them for a comment period of at least 30 days. The Bourse therefore has the
possibility of commenting on the proposals, if it deems it necessary and, if applicable, of
voicing its opposition.

It was also very clear that ceasing to update its rules on margin and capital requirements, and
possibly eliminating existing rules, would not prevent the Bourse from establishing margin
requirements for futures contracts listed on its exchange, as it had always done. Indeed,
IIROC regulations clearly stipulate that the margins applicable to futures contracts are the
margins established by the exchange on which such contracts are traded. The Bourse would
continue periodically to publish the relevant margins.

Furthermore, even if margin and capital rules were no longer part of its regulations, nothing
would preclude the Bourse from proposing new rules or amendments to existing rules to
IIROC and from actively taking part in the development and implementation thereof.

We should also mention that IIROC Rules specifically recognize CDCC as a “recognized
clearing corporation” and also specifically recognize the methodology used by CDCC to
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establish its margin intervals on which not only the Bourse’s margins for futures contracts but
also IIROC rules governing derivatives are based.

When the Toronto Stock Exchange transferred its regulatory activities regarding financial
compliance to the IDA in 1995, it abrogated its margin and capital rules. The Vancouver
Stock Exchange followed suit in 1999.

On the American side of the border, regulations for options exchanges contain no margin or
capital rules as the participants in these markets are required to apply the requirements
established by FINRA, the American equivalent of 1IROC.

In American futures markets, margin requirements for futures contracts are established by the
exchanges. All other margin and capital requirements applicable to dealers and their clients
are established by FINRA or the NFA. ICE Canada (Winnipeg) uses precisely the same
approach: margin requirements applicable to its futures contracts are established by the
exchange; for the rest, IROC requirements govern.

In the light of the foregoing clarifications, the Bourse’s Executive Committee, at a meeting
held on February 25, 2009, and the Bourse’s Special Committee - Regulatory Division, at a
meeting held on March 24, 2009, both approved the notion that there was no longer any need
to continue implementing new margin and capital rules or amendments thereto while 1IROC
was concurrently implementing identical new rules or regulatory amendments. Both
Committees also endorsed initiating the process of removing all Rules and Policies relating to
margin and capital requirements from the Rules and Policies Manual of the Bourse.

The Autorité des marchés financiers was formally notified of these decisions on March 27,
2009 and the four files involving amendments to the margin and capital rules then pending
were withdrawn. IIROC was also informed accordingly.

C) Advantages of Removing Margin and Capital Rules

Removing the Bourse rules regarding margin and capital requirements presents the following
advantages:

- the Bourse’s practices in matters of margin and capital requirements would be
harmonized with those applied in other large markets;

- the Bourse’s Rules and Policies Manual would be simplified. Currently, about a
quarter of the Bourse’s regulations pertains to margin and capital requirements,
the enforcement of which is the sole purview of IIROC; and

- the Bourse maintains its ability to intervene when required in IIROC’s regulatory
amendment process, or even to initiate such a process, due to its participation in
IIROC committees and subcommittees responsible for developing and approving
new regulatory proposals, and to comment on, and/or object to, any draft
amendment during the public consultation process.

D) Impact of the Abrogations Proposed by the Bourse

In all the years that the Bourse implemented new rules or amendments to existing rules, the
Bourse and IIROC always worked in very close collaboration to ensure that their respective
rules were identical in terms of margin and capital requirements. The Bourse and IIROC were
both sponsor organizations of the Canadian Investor Protection Fund (CIPF) and, for this
reason, the CIPF saw to it that the rules of both organizations were identical. As a result,
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there was no possibility of regulatory arbitrage whereby a dealer under the Bourse’s audit
jurisdiction could benefit from regulations that were less strict than the IIROC Rules, or vice-
versa. This will therefore facilitate the abrogation process as all the rules which the Bourse is
proposing to abrogate exist word for word in 1IROC regulations. The Bourse’s Canadian
approved participants will therefore be completely unaffected by any abrogation.

Having ceased to regulate financial compliance, a substantial part of the Bourse’s regulations
has become superfluous since the cessation of such activity, as the enforcement of margin
and capital rules and the monitoring of compliance therewith have become the exclusive
jurisdiction of IIROC as regards the Bourse’s Canadian approved participants.

The review work performed for the purposes hereof consisted not only in removing
provisions that are no longer relevant from the regulations, but also identifying certain margin
and capital rules that needed to be kept and amending the rules retained to ensure that they
are as well-adapted as possible to the mission and operations of the Bourse and its approved
participants.

E) Maintaining Certain Margin and Capital Rules

As part of the endeavour to abrogate its margin and capital rules, the Bourse identified certain
rules that needed to be kept by reason of the fact that no equivalent rules exist in IIROC
regulations. These rules pertain to margin and capital requirements for the following
products:

- share futures contracts (articles 9122 to 9124 regarding margin requirements for
positions held in client accounts, and 9222 to 9224 regarding capital requirements
for positions held in approved participants’ own accounts);

- sponsored options (article 9152 regarding positions held by clients, and article
9252 regarding positions held in approved participants’ own accounts);

- bond options (articles 9301 to 9306 and 9324 regarding positions held by clients,
and articles 9401 to 9406 and 9424 regarding positions held in approved
participants’ own accounts); and

- options on futures contracts (articles 9311 to 9313 and 9325 regarding positions
held by clients, and articles 9411 to 9413 and 9425 regarding positions held in
approved participants’ own accounts).

Even if such instruments are not routinely listed for trading on the Bourse, except for the
options on futures contracts, the Bourse deems it necessary to maintain these rules because
the derivatives in question could eventually be relisted for trading. This applies in particular
to share futures contracts which the Bourse intends to relist for trading in the relatively short
term. The abrogate of margin and capital rules governing such derivatives would thus create a
regulatory void.

The Bourse is therefore proposing to keep these rules, while making such amendments as are
required to preserve the essence thereof. For example, where a regulatory provision that has
been marked for retention refers, for its application, to the provisions of an article that is
slated to be abrogated, the provision to be retained will be amended by incorporating the
relevant provisions of the abrogated article.
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Because the rules mentioned above are being maintained, it will also be necessary to maintain
any articles containing definitions or other provisions applying to the articles pertaining to
any of the derivatives in question while making the relevant amendments, where required.

The rest of this analysis deals not only with the provisions that are proposed to be abrogated,
but also with the substantive amendments to be made to Rule Seven and Rule Nine of the
Bourse as a result of the proposed abrogations. Changes as to form will not be discussed in
detail unless the context requires.

F) Abrogated Articles

Appendix 1 attached hereto contains a complete list of the provisions of Rule Seven and Rule
Nine which the Bourse is proposing to abrogate in their entirety with, for each of the articles
concerned, the equivalent 1IROC rule. It is important to note that, for each of the provisions
of its Rules that the Bourse is proposing to abrogate, the IIROC regulatory texts are identical,
which eliminates any risk of creating a regulatory void as regards the rules being abrogated.
As previously mentioned, all such rules, when established, were set up in collaboration with
IIROC and the CIPF, which explains why the wording is identical.

The same applies for the first item identified in Appendix 1, i.e. Policy C-3 of the Bourse
entitled Joint Regulatory Financial Questionnaire and Report. This form is the report that
must necessarily be used by Canadian approved participants to file their monthly financial
reports as well as their year-end regulatory audited financial reports.

G) Amended Articles - Rule Seven
o Article 7005 — Definitions

The reference to the Bourse’s Policy C-3 form entitled “Joint Regulatory
Financial Questionnaire and Report” was replaced by a reference to the 1IROC
form of the same name.

° Article 7151 — Financial Questionnaires and Reports

The title of article 7151 was amended to specify that it applies only to the
Bourse’s Canadian approved participants. Furthermore, the reference to the
Bourse’s Policy C-3 form entitled “Joint Regulatory Financial Questionnaire and
Report” was replaced by a reference to the IIROC form of the same name.

. Article 7152 — Members of Other Recognized Exchanges or Requlatory or Self-
Requlatory Organizations

The title and wording of article 7152 were amended to clarify that the provisions
of this article apply to foreign approved participants of the Bourse. The reference
to the Bourse’s Policy C-3 form entitled “Joint Regulatory Financial
Questionnaire and Report” was replaced by a reference to the IIROC form of the
same name.

° Article 7201 — Margin Requirements

Although all margin requirements set forth in articles 7202 to 7228 inclusively
were abolished, the Bourse deemed it desirable to maintain the provisions of
article 7201 to remind approved participants of their obligation to obtain from
their clients the minimum margins prescribed by the market on which a security or
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derivative instrument is listed or prescribed by the regulatory or self-regulatory
organization.

A provision was further added concerning the requirement to apply the prescribed
minimum margins to positions held on own account (inventory accounts).

Maintaining article 7201 and the amendments proposed to be made thereto should
make it clear that the removal of margin and capital rules for some securities or
derivatives from the Bourse regulations must not be construed as implying that
approved participants are exempt from the requirement to apply margin and
capital rules established by an exchange or regulatory or self-regulatory
organization having jurisdiction in this area.

H) Amended Articles - Rule Nine

Article 9001 — Definitions

In view of the fact that many provisions of Rule Nine are being abrogated, certain
definitions set forth in article 9001 will no longer be relevant and the removal
thereof is proposed so that only such definitions of terms as are referred to in the
retained articles of Rule Nine will remain.

Certain amendments are also proposed to be made to the remaining definitions to
make them more easily understandable and applicable.

Thus the term “firm account” is replaced by the term “firm account” and the
definition of “market maker account” is amended to reflect the fact that an
approved participant acting as a market maker need not be a member of the
clearing corporation. [This paragraph applies to the French version only]

Article 9121 — Exchange-Traded Futures Contracts — General

Since the Bourse wishes to retain articles 9122 to 9124 pertaining to margin
requirements for share futures contracts in case this form of futures contract is
relisted for trading, the Bourse deems it advisable to maintain the general
provisions of article 9121 as well.

The only proposed amendments to be made to this article are the replacement of
the term “margin receipt” by the term “escrow receipt” and the removal of a
reference to articles of Rule Seven that are proposed to be abrogated to ensure
uniformity with the definitions and other rules of the Bourse.

Article 9123 — Share Futures Contracts and Security Combinations

Article 9123 ¢) used to refer to article 7202A, which contained definitions and
rules for calculating the margins for the securities (capital shares) referred to in
article 9123 ¢). As article 7202A is to be abrogated, article 9123 ¢) must be
amended so that it will contain the definitions and rules for calculating the
margins for the securities referred to therein.

Article 9152 — Margin Requirements for Positions in and Offsets Involving
Sponsored Options

Article 9152 was amended by removing any reference to articles proposed to be
abrogated and by adding, in paragraph 9152 c), a clarification to the effect that the
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capital requirements for short positions in sponsored options held by a sponsor are
the same as those for short exchange-traded options positions held by an approved
participant. It is important to note that adding this provision in no way alters the
capital requirements that apply in such a case since the reference to articles 9201
to 9300 contained in article 9152 referred until now to the capital requirements for
exchange-traded options held by an approved participant on own account.

° Article 9223 — Share Futures Contracts and Security Combinations

Article 9223 d) is amended in the same manner and for the same reasons as set out
above in respect of article 9123 c).

. Articles 9301 to 9306 — Margin Rules for Bond Options

Articles 9301 to 9306 of the Bourse Rules pertain specifically to bond options. As
previously mentioned, IIROC Rules have no specific regulatory provisions for this
form of option. As a result, the Bourse considers it necessary to maintain these
rules. Although this form of option has not been listed for trading for several
years, the possibility must not be ruled out that the Bourse may relist it in the
future, in which case the fact that margin requirements are already in place would
facilitate the re-introduction of this derivative instrument.

° Article 9321 — Exchange-Traded Futures Contracts — General

Since the Bourse wishes to maintain articles 9324 (Bond Futures Contracts
Combinations with Bond Options) and 9325 (Futures Contracts Combinations
with Options on Futures Contracts), the Bourse deems it advisable also to
maintain some of the general provisions of article 9321.

As article 9121 referred to above contains provisions that are similar to those set
forth in article 9321, the Bourse is of the opinion that there is no need to retain all
the provisions of article 9321 and that it suffices to retain only those it considers to
be the most important.

° Article 9421 — Exchange-Traded Futures Contracts — General

Since the Bourse wishes to maintain article 9424 (Bond Futures Contracts
Combinations with Bond Options) and article 9425 (Futures Contracts
Combinations with Options on Futures Contracts), the Bourse deems it advisable
also to maintain some of the general provisions of article 9421 as proposed above
for article 9321.

Article 9421 is similar to article 9321 in many respects, the difference being that
article 9321 applies to client accounts whereas article 9421 applies to approved
participants’ own accounts.

As previously mentioned in respect of preceding article 9321, because article 9121
contains provisions that are similar to the provisions set forth in article 9321, the
Bourse is of the opinion that there is no need to retain all the provisions of article
9321 and that it suffices to retain only those it considers to be the most important.

1) Amended Articles - Rule Six — Article 6005 regarding Off-Exchange Transactions
and Article 6654 regarding Reports Related to Options Positions
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The margin and capital rules which the Bourse is proposing to abrogate include articles 9501
and 9511. These two articles pertain specifically to margin requirements for client accounts
involving OTC options (article 9501) and capital requirements for approved participants
trading in the same OTC options (article 9511). These two articles each contain identical
provisions concerning the terms of OTC put and call options (article 9501 e) and article
9511 b)) and semi-monthly reports to be filed with the Bourse in respect of transactions in
OTC options (article 9501 g) and article 9511 d)).

The provisions of these two articles regarding the terms of put and call options prohibit
transactions in OTC options, except where such options do not relate to underlying securities
for which the CDCC has issued options (i.e. options listed for trading on the Bourse) or, if
such OTC options do relate to underlying securities for which CDCC has issued options,
where the terms are materially different from those issued by CDCC. Examples of terms that
could be deemed to be materially different are, inter alia, the exercise style (European vs.
American), the exercise price, the maturity date or any combination of these. The main
purpose of this prohibition is to ensure that no OTC market develops in options listed for
trading on the Bourse.

Furthermore, to ensure compliance with this prohibition by approved participants and their
clients, the Bourse requires approved participants who engage in transactions in OTC options
on their own behalf or on behalf of their clients to file with the Bourse, twice a month, a
report detailing the transactions in OTC options effected throughout the period covered by
the report. This report provides all the relevant information about the classes of OTC options
involved in transactions (underlying securities, quantity, price) as well as the terms of such
options.

As these regulatory provisions more closely relate to trading than to margin and capital
requirements, the Bourse considers it more logical to remove these provisions from Rule
Nine, which essentially deals with margin and capital requirements for derivatives, and to
transfer them to Rule Six, which essentially pertains to trading in derivatives.

As regards the provisions relating to the terms of an OTC trade in put and call options, the
Bourse is proposing to add a new paragraph g) to article 6005 of Rule Six. Article 6005,
entitled “Off-Exchange Transactions”, allows various OTC transactions in derivatives listed
on the Bourse to be effected, subject to certain conditions being fulfilled.

Paragraph g), which the Bourse is proposing to add to article 6005 of Rule Six, would allow
transactions to be carried out on OTC options on the same terms as would be allowed under
articles 9501 and 9511.

As regards the obligation to file semi-monthly reports on transactions carried out in OTC
options, the Bourse is proposing to modify article 6654 of Rule Six regarding reports on
options positions.

The title of article 6654 would thus be amended to refer not only to reports on positions in
options, which approved participants must file, but also to reports on transactions in OTC
options.

Furthermore, a new paragraph would be added to article 6654 that would essentially repeat
the wording of articles 9501 and 9511 concerning reports on transactions in OTC options.

In addition to reproducing the same wording, the Bourse is proposing to take the opportunity
provided by this transfer to article 6654 to specify the time in which the reports on
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transactions in OTC options must be filed with the Bourse. In their current form, articles
9501 and 9511 do not specify a time for filing the reports required. The Bourse considers
that, given the relatively limited number of transactions of this type that are carried out by
approved participants, a period of two (2) business days from the date on which such reports
are due should be sufficient and reasonable.

J) Public Interest

The abrogation of provisions from the Bourse’s Rule Seven and Rule Nine, the amendments
proposed to certain other provisions of these same Rules as well as to Rule Six, and the
abrogation of Policy C-3 referred to in this analysis all aim to achieve the same objectives,
namely:

- to reflect the fact that the Bourse no longer regulates its members in the area of
financial compliance;

- notwithstanding the foregoing, to allow the Bourse to retain in its margin and capital
rules those regulatory provisions for which there is no known equivalent in the
Investment Industry Regulatory Organization of Canada (IIROC) Rules to avoid the
creation of a regulatory void for derivatives that are routinely traded - or could be in
the short or medium term - on the Bourse;

- to allow the Bourse to continue to exercise its prerogatives in terms of establishing
margin rates for futures contracts traded on its market;

- to eliminate from the Bourse regulations all provisions which are no longer relevant as
a result of the Bourse’s withdrawal from the field of financial compliance regulation;
and

- to clarify and adapt the remaining regulatory provisions.

The various abrogations and amendments proposed to be made to the Bourse’s Rules Six,
Seven and Nine and Policy C-3 will not in any way adversely affect the interests of the
investing public at large nor those of the approved participants of the Bourse or affect the
Bourse itself while permitting the regulations of the Bourse to be better adapted to the
realities and requirements of the market operated by the Bourse.

As the proposed abrogations and amendments will significantly alter the regulations of the
Bourse in terms of the margin and capital requirements that apply to its Canadian approved
participants, the Bourse considers such proposed abrogations and amendments to be in the
public interest.

K) Impact of the Proposed Amendments on the Systems

The proposed regulatory abrogations and amendments will have no impact on the structure of
the financial market, on competition or on the cost of compliance. Furthermore, they will
lighten and clarify the regulations of the Bourse by subtracting a significant number of
provisions which are no longer relevant and by amending the Rules being retained so as to
make them easier to interpret and apply.

L) Interest of the Financial Markets

The Bourse is of the opinion that the proposed abrogations and amendments will not
adversely affect the interests of the financial markets and that no unnecessary or undue
burden will be placed on competition.

-10-
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1 COMMENTS
A) Efficiency

As previously mentioned, the purpose of the proposed abrogations and amendments to the
Bourse’s Rules Six, Seven and Nine and Policy C-3, referred to in this analysis, is to update
the Bourse’s regulations to ensure that they no longer contain provisions that have become
irrelevant as a result of the Bourse’s having ceased to regulate its members in matters of
financial compliance, and to ensure that the regulatory provisions being retained clearly and
adequately reflect the Bourse’s requirements as regards the trading activities carried out in its
market by approved participants.

The approval of these amendments will result in clearer regulations and will eliminate any
confusion as to the interpretation and application thereof.

B) Process

The first step in carrying out the regulatory abrogations and amendments proposed in this
analysis consists in having them approved by the Special Committee - Regulatory Division of
the Bourse.

Once approved by such Committee, the proposed abrogations and amendments, including
this document, will be submitted to the Bourse’s Rules and Policies Committee and will then
be published by the Bourse for a minimum comment period of 30 days and submitted to the
Autorité des marchés financiers for self-certification thereof. A copy of the documents will
also be delivered to the Ontario Securities Commission for information purposes.

v REFERENCES

- Rule Six of Bourse de Montréal Inc. - Trading

- Rule Seven of Bourse de Montréal Inc. — Operations of Approved Participants

- Rule Nine of Bourse de Montréal Inc. — Margin and Capital Requirements for
Options, Futures Contracts and other Derivative Instruments

- Policy C-3 - Joint Regulatory Financial Questionnaire and Report

- Rule 100 of the Investment Industry Regulatory Organization of Canada — Margin
Requirements

- Form 1 of the Investment Industry Regulatory Organization of Canada — Joint
Regulatory Financial Questionnaire and Report

- Decision No. 2004-PDG-0223 of the Autorité des marchés financiers rendered on
30 December 2004 — Authorization granted to Bourse de Montréal Inc. to relinquish
duties and powers delegated by the Autorité des marchés financiers — Weekly Bulletin
of the Autorité des marchés financiers dated 7 January 2005 (Vol. 2, No. 1)
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REMOVAL OF MARGIN AND CAPITAL RULES FROM THE
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APPENDIX 1

Policy or Rule Abrogated by the Bourse

Corresponding 1IROC Rule

Comments

Policy C-3 — Joint Requlatory Financial
Questionnaire and Report

Form 1 — Joint Regulatory Financial
Questionnaire and Report

Rule 7 — Section 7201 — 7250 — Marqins

Article 7202 — Listed Securities

1) Securities listed on a recognized 100.2(f)(1)
exchange in Canada or in the United
States

2) Securities listed on some other 100.2(f)(ii)

exchanges and that are components of an
index

3) Index Products

A) Long qualifying basket of index
securities or long index
participation units

100.2( f)(vii)(A)(I) — Index participation
units [mistake in French]
100.2(f)(vii)(B)(I) — Qualifying basket of
index securities

B) Short qualifying basket of index
securities or short index
participation units[mistake in
French]

100.2(f)(vii)(A)(I1) - Index participation
units

100.2(f)(vii)(B)(I1) - Qualifying basket of
index securities
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Policy or Rule Abrogated by the Bourse

Corresponding 1IROC Rule

Comments

C) Long qualifying basket of index
securities offset with short index
participation units

100.9(h)(iii)(A) for positions held by
clients

100.10(h)(iii)(A) for positions held by
approved participants (inventory)

D) Short qualifying basket of index
securities offset with long index
participation units

100.9(h)(iii)(B) for positions held by
clients

100.20(h)(ii1)(B) for positions held by
approved participants (inventory)

E) Long qualifying basket of index
securities — short index
participation units — commitment to
purchase index participation units

100.10(h)(iii)(C)

4) Securities eligible to a reduced margin
rate

100.2(f)(vi) and 100.12(a)(i) to
100.12(a)(v)

5) Warrants issued by a Canadian
chartered bank

100.2(f)(iii) [mistake in French]

Article 7202A — Margin Offsets on Capital
Shares

100.4G

All the definitions contained in article
7202A (except for the definition of
“combined conversion loss”) have been
removed to articles 9123 ¢) and 9223 d),
both of which deal with margin and capital
requirements for combinations of short
share futures contracts — long capital
shares. Because of the abrogation of article
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Policy or Rule Abrogated by the Bourse

Corresponding 1IROC Rule

Comments

7202A, these definitions had to be
transferred because until now both articles
referred to the definitions set out in article
7202A.

Article 7202B - Instalment Receipts

100.18

Avrticle 7203 — Unlisted Securities Eligible
to Margin

100.2(f)(iv) and (v)
100.2 (I) — Mutual funds

Article 7204 — Bonds, Debentures,
Treasury Bills and Notes

100.2 (a)(i) to (vi); 100.2(a)(viii) to (xi)
[fix French]

100.12(d) —Variable-rate bonds

100.4E — Offsets involving bonds or
debentures with strip coupons or residuals

100.2 (h) — Guaranteed mortgage-backed
securities

100.4D - Offsets involving guaranteed
mortgage-backed securities with bonds or
debentures

Article 7204A - Pairing for Margin
Purposes

100.4A — Government bonds with a
maturity of more than one year

100.4B — Government bonds with a
maturity of less than one year

100.4C - Bonds of various issuers

-14 -




Abrogation of Margin and Capital Rules (Rules 7 and 9) and of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and Report)
and Related Amendments to Rules 6, 7 and 9

REMOVAL OF MARGIN AND CAPITAL RULES FROM THE
RULES AND POLICIES MANUAL OF BOURSE DE MONTREAL INC.
TABLE OF CONCORDANCE WITH THE INVESTMENT INDUSTRY
REGULATORY ORGANIZATION OF CANADA (I1IROC) RULEBOOK

APPENDIX 1

Policy or Rule Abrogated by the Bourse Corresponding IIROC Rule Comments
Article 7204B — Supplemental Margin 100.3
Article 7205 — Bank Paper 100.2(b)
Avrticle 7206 — Foreign Bank and Company | 100.2(c) — Acceptable foreign bank paper
Acceptable Paper 100.2(a)(vii) — Acceptable foreign

company notes

Article 7207 - Margin Requirements for 100.17
Repurchase, Resale and Cash and
Securities Loan Transactions

Article 7208 — Margin on Gold, Silver and | 100.2(i)
Platinum

Article 7209- Mortgage - National 100.2(e)
Housing Act (N.H.A.)

Article 7210 — Margin Requirements on 100.2(d)
Unhedged Foreign Exchange Positions

Article 7211 — Approved Participant 100.12 regarding reduced margin
Accounts requirements allowed for certain securities
and Form 1 — Joint Regulatory Financial
Questionnaire and Report regarding tax
consequences of unrealized gains.

Article 7212 — Margin Calculations Form 1 — Joint Regulatory Financial
Questionnaire and Report

Article 7213 — Exceptions to Margin Rules | 100.13 — Securities subject to redemption
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Policy or Rule Abrogated by the Bourse

Corresponding 1IROC Rule

Comments

call or offer
100.6 — Underwriting rights or warrants

100.12(a) — Securities eligible for reduced
margin when held in inventory by an
approved participant

100.7 — Control blocks

100.12(b) — Government-guaranteed
securities

100.12(c) — Floating-rate preferred shares

100.2(f)(iii) — Warrants issued by banks on
government-issued securities

100.21 — Maximum margin required for
convertible securities

Article 7214 — Discretionary Margin

No equivalent rule found

Article 7214 of the Bourse Rules allowed
the Bourse to establish  margin
requirements that were different from
those set forth in the Rules, where
circumstances warranted.

Although no provision identical to article
7214 was found in 1IROC Rules, 1IROC
Rule 17.11 is somewhat similar in that it
provides for the IIROC Board of Directors
to prescribe certain requirements from time
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Policy or Rule Abrogated by the Bourse Corresponding IIROC Rule Comments
to time.
Article 7215 — Maturity Date for Bonds 100.2A
with Embedded Options
Article 7224 — Margin Requirements for 100.5

Underwriting Commitments

Avrticle 7226 — Margin on Swaps

100.2 (j) — Interest Rate Swaps
100.2 (k) — Total Performance Swaps

Article 7226A — Swap Positions Offsets

100.4F

Article 7227 — Margin Offsets on 100.4H
Convertible Securities
Article 7228 - Margin Offsets on 100.41

Exercisable Securities

Rule 9 — Margin and Capital
Requirements for Options, Futures
Contracts and Other Derivative
Instruments

Margin requirements for client accounts

217 -



Abrogation of Margin and Capital Rules (Rules 7 and 9) and of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and Report)

and Related Amendments to Rules 6, 7 and 9

REMOVAL OF MARGIN AND CAPITAL RULES FROM THE
RULES AND POLICIES MANUAL OF BOURSE DE MONTREAL INC.
TABLE OF CONCORDANCE WITH THE INVESTMENT INDUSTRY
REGULATORY ORGANIZATION OF CANADA (I1IROC) RULEBOOK

APPENDIX 1
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Corresponding 1IROC Rule

Comments

— equity-related derivatives, index
derivatives or index participation unit
derivatives (exchange-traded fund)

Article 9101 — Exchange Traded Options — | 100.9(b)

General Provisions

Article 9102 — Long Option Positions 100.9(c)

Article 9103 — Short Option Positions 100.9(d)

Article 9104 — Covered Option Positions 100.9(e)

Article 9105 — Options Spreads and 100.9()(i) to 100.9(f)(v)
Combinations

Article 9106 — Option and Security 100.9(g)

Combinations

Article 9107 — Option Spreads Involving
Complex Strategies

100.9(F)(vi) to 100.9(xi)

Article 9108 — Index Option and Index 100.9(h)(i)
Participation Unit Option Spread

Combinations

Article 9109 - Index Option Combinations | 100.9(h)(ii)

with Qualifying Baskets of Index
Securities and Index Participation Units
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Policy or Rule Abrogated by the Bourse Corresponding IIROC Rule Comments

Article 9125 — Index Futures Contract 100.9(h)(iv)
Combinations with Qualifying Baskets of
Index Securities and Index Participation
Units

Avrticle 9126 — Index Futures Contract 100.9(h)(v)
Combinations with Index Options

Article 9151 — Margin Requirements for 100.9())
Positions in and Offsets Involving OCC
Options

Capital requirements for approved
participant firm accounts (inventory
accounts) — equity-related derivatives,
index derivatives or index participation
unit derivatives (exchange-traded fund)

Article 9201 — Exchange Traded Options — | 100.10(b)

General
Article 9202 — Long Option Positions 100.10(c)
Acrticle 9203 — Short Option Positions 100.10(d)

Article 9204 — Covered Option Positions 100.10(e)
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Acrticle 9205 — Option Spreads and 100.10(f)(i) to 100.10(f)(v)
Combinations
Avrticle 9206 — Options and Security 100.10(g)

Combinations

Article 9207 — Option Spreads Involving 100.10(f)(vi) to (xi)
Complex Strategies

Article 9208 - Index Options and Index 100.20(h)(1)
Participation Unit Option Spread
Combinations

Article 9209 — Index Option Combinations | 100.10(h)(ii)(A) to (F)
with Qualifying Baskets of Index
Securities and Index Participation Units

Article 9210 — Index Option Combinations | 100.10(h)(ii)(G)
with Qualifying Baskets of Index
Securities and Commitment to Purchase
Index Participation Units

Article 9225 — Index Futures Contract 100.10(h)(iv)
Combinations with Qualifying Baskets of
Index Securities and Index Participation
Units

Article 9226 — Index Futures Contract 100.10(h)(v)
Combinations with Index Options

-20-




Abrogation of Margin and Capital Rules (Rules 7 and 9) and of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and Report)

and Related Amendments to Rules 6, 7 and 9

APPENDIX 1

REMOVAL OF MARGIN AND CAPITAL RULES FROM THE
RULES AND POLICIES MANUAL OF BOURSE DE MONTREAL INC.
TABLE OF CONCORDANCE WITH THE INVESTMENT INDUSTRY
REGULATORY ORGANIZATION OF CANADA (I1IROC) RULEBOOK

Policy or Rule Abrogated by the Bourse Corresponding IIROC Rule Comments

Article 9251 - Capital Requirements for 100.10(j)

Positions In and Offsets Involving OCC

Options

Margin requirements for client accounts

— interest-rate derivatives

Article 9323 — Futures Contracts and 100.4K Article 9323 of the Bourse Rules and

Security Combinations IIROC Rule 100.4K deal only with
Government of Canada Bond futures
contracts  [dans le frangais, le mot
uniguement est superflu].

Article 9326 — Pairing of Government of 100.8(e)

Canada Bond Futures Contracts with U. S.

Treasury Bond Futures Contracts

Capital requirements for approved

participant firm accounts (inventory

accounts) — interest-rate derivatives

Article 9423 — Futures Contracts and 100.4K Article 9423 of the Bourse Rules and

Security Combinations

IIROC Rule 100.4K deal only with

-21-



Abrogation of Margin and Capital Rules (Rules 7 and 9) and of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and Report)

and Related Amendments to Rules 6, 7 and 9

APPENDIX 1

REMOVAL OF MARGIN AND CAPITAL RULES FROM THE
RULES AND POLICIES MANUAL OF BOURSE DE MONTREAL INC.
TABLE OF CONCORDANCE WITH THE INVESTMENT INDUSTRY
REGULATORY ORGANIZATION OF CANADA (I1IROC) RULEBOOK
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Corresponding 1IROC Rule

Comments

Government of Canada Bond futures
contracts [dans le francgais,
“uniquement” superflu]

Avrticle 9426 — Pairing of Government of 100.8(e)

Canada Bond Futures Contracts with U. S.

Treasury Bond Futures Contracts

OTC options — Margin requirements for

clients

9501 — Margin requirements — General 100.11 IIROC Rule 100.11 contains no provisions

provisions relating to the terms of OTC put and call
options (article 9501¢€)) and to the
requirement to file semi-monthly returns of
transactions in OTC options (article
9501 g)). The provisions of both
paragraphs are specific to the Bourse and
must be maintained. Because they relate to
trading more than to margin and capital
requirements, they are extracted from
article 9501 and transferred to Rule 6 of
the Bourse (articles 6005 and 6654).

Article 9502 — Margin requirements - 100.11(a)

Simple Long Positions

-22 -




Abrogation of Margin and Capital Rules (Rules 7 and 9) and of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and Report)

and Related Amendments to Rules 6, 7 and 9

APPENDIX 1

REMOVAL OF MARGIN AND CAPITAL RULES FROM THE
RULES AND POLICIES MANUAL OF BOURSE DE MONTREAL INC.
TABLE OF CONCORDANCE WITH THE INVESTMENT INDUSTRY
REGULATORY ORGANIZATION OF CANADA (I1IROC) RULEBOOK
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Corresponding 1IROC Rule

Comments

Article 9503 — Margin Requirements -
Simple Short Positions

100.11(c)

Article 9504 — Margin Requirements -
Paired Option Positions

100.11(j)

Avrticle 9505 — Acceptable Forms of
Margin

100.11(g)

OTC options — Capital requirements for
approved participants

Article 9511 — Capital Requirements -
General Provisions

100.11

IIROC Rule 100.11 contains no provisions
relating to the terms of OTC put and call
options (article 9511Db)) and to the
requirement to file semi-monthly returns of
transactions in OTC options (article
9511 d)). The provisions of both
paragraphs (which are identical to the
provisions of article 9501e) and Q)
referred to above) are specific to the
Bourse and must be maintained. Because
they relate to trading more than to margin
and capital requirements, they will be
extracted from article 9511 and transferred
to Rule 6 of the Bourse (articles 6005 and
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Corresponding 1IROC Rule

Comments

6654).

Article 9512 — Capital Requirements -
Simple Long Positions

100.11(b)

Article 9513 — Capital Requirements -
Simple Short Positions

100.11(c)

Article 9514 — Capital Requirements -
Paired Option Positions

100.11(i)

Article 9515 — Capital Reduction Allowed
for Positions Held by Approved
Participants

100.11(j)

Margin Requirements for Client
Accounts — Currency-Related
Derivatives

Article 9601 — Exchange Traded Currency
Options — General Provisions

100.9(h)

Article 9602 — Long Currency Option
Positions

100.9(c)

Article 9603 — Short Currency Option
Positions

100.9(d)
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Acrticle 9604 — Covered Currency Option 100.9(e)
Positions

Avrticle 9605 — Currency Option Spreads 100.9(f)(i) to 100.9(f)(iv)
and Combinations

Avrticle 9606 — Currency Options and 100.9(9)
Assets Denominated in the Same Currency
Combinations

Capital requirements for approved
participants (inventory accounts) —
Currency-Related Derivatives

Article 9651 — Exchange Traded Currency | 100.10(b)
Options — General

Article 9652 — Long Currency Option 100.10(c)
Positions
Article 9653 — Short Currency Option 100.10(d)
Positions
Article 9654 — Covered Currency Option 100.10(e)
Positions

Article 9655 — Currency Option Spreads 100.10(f)(i) to 100.10(f)(iv)
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and Combinations

Avrticle 9656 — Currency Options and 100.10(g)
Assets Denominated in the Same Currency
Combinations
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6005 Off-Exchange Transactions

(10.10.91, 19.11.93, 14.07.95, 22.11.99, 21.04.08, 30.05.08, 29.01.10, 00.00.00)

The only transactions in any securities or derivative instruments listed on the Bourse which an

approved participant may make off the Bourse are the following:

a)
b)

c)

d)

f)

a)

a transaction made to adjust an execution error on a client's order;

a transaction made as a result of the exercise of an option or of a delivery pursuant to a futures
contract;

an Exchange for Physicals (EFP) transaction or an Exchange for Risk (EFR) transaction pursuant to
article 6815 or a Substitution of over-the-counter derivative instruments for futures contracts pursuant
to article 6815A,;

an off-exchange transfer of securities or derivative instruments pursuant to article 6816;

a block trade in a security or derivative instrument designated by the Bourse and executed according
to the provisions of article 6380;

a riskless basis cross transaction in a security or derivative instrument designated by the Bourse and
executed according to provisions of article 6380.

an over-the-counter trade in any put or call option, provided that such option:

i) does not relate to underlying securities which are the object of options issued by the Canadian
Derivatives Clearing Corporation; or

ii) does relate to underlying securities which are the object of options issued by the Canadian
Derivatives Clearing Corporation, but whose terms are materially different from those of any
series of options issued by the Canadian Derivatives Clearing Corporation.

For the purposes of this paragraph g), writing over-the-counter options means the distribution of

securities for which a prospectus may be required or for which specific or blanket exemptions may be
necessary under the applicable securities legislation. The writer of over-the-counter options may, in
effect, be an issuer distributing securities and so must, accordingly, ensure that such distribution
complies with applicable securities leqgislation.

6654 Reports Related to Positions in Options Traded on the BoursePesitiens and reports related

to transactions in over-the-counter options
(05.08.75, 15.11.79, 24.04.84, 20.03.91, 10.11.92, 07.04.94, 07.09.99, 11.02.00, 28.01.02,
26.09.05, 25.06.12, 01.04.13, 00.00.00)

Each approved participant shall file with the Bourse, in the prescribed manner and frequency, a report

related to positions in options traded on the Bourse prepared in compliance with article 14102.

For all transactions executed in over-the-counter options, approved participants are required to report

as of the close of business on the fifteenth and last days of each month or, when either of these days is not

a trading day, on the preceding trading day, the total puts and calls written and issued or guaranteed

during the period which has ended. This report must be transmitted to the Bourse within two (2) business

days following the above-mentioned dates and this in the forme prescribed by the Bourse.
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Bourse de Montréal Inc. 7-1

RULE SEVEN
OPERATIONS OF APPROVED PARTICIPANTS

Section 7001 - 7075
Financial Conditions - General

7001 Compliance with Legal Requirements
(01.04.93, 13.09.05, 22.03.10)

Every approved participant must comply with the requirements of any legislation applicable to the
regulation of brokerage and accounts, examination and information and must provide or make available to
the Bourse all information which the Bourse may request for the purpose of any examination or
investigation of the business or operations of such approved participant. Failure to comply with any of the
provisions of applicable laws or with any requirements of the Bourse pursuant thereto shall be deemed an
act detrimental to the interest and welfare of the Bourse.

7002 Form of Reports
(01.04.93, 13.09.05, 22.03.10)

The Special Committee may set the scope, the preparation method and the form of any report that must
be submitted to the Bourse by approved participants pursuant to the Rules of the Bourse, to the provisions
of a securities legislation or pursuant to a decision, an order or a specific request of the Bourse or of one
of its committees, including the Special Committee and the specifications of any system permitting to
ensure the implementation and maintenance of books or records to be used by approved participants in
connection with the carrying on of their business.

7003 Disclosure to Customers of Approved Participants' Financial Condition
(30.10.89, 01.02.93, 01.04.93, 13.09.05, abr. 22.03.10)

7004 Publication of a Consolidated Statement of Financial Condition
(01.02.93, 01.04.93, 13.09.05, abr. 22.03.10)

7005 Definitions
(01.04.93, 13.09.05, 22.03.10, 00.00.00)

For the purposes of this Rule Seven, unless otherwise specified, terms used are defined either in article
1102 of the Rules of the Bourse or in the Investment Industry Regulatory Organization of Canada “Joint

Regulatory Financial Questionnaire and Report” form (Form 1)efPelicy-C-3.

7006 Capital Requirements
(01.04.93, 13.09.05, abr. 22.03.10)

7007 Restricted Trading Permit Holders
(01.05.89, 01.04.93, 13.09.05, 00.00.00)

Restricted trading permit holders who are not dealing with the public, except in the capacity of trading
representative for an approved participant, are not required to maintain any minimum net worth,
However, they must make an annual declaration to the Bourse that their status in this respect has not
changed during the past year.
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Restricted trading permit holders who clear their transactions through a clearing approved participant
must maintain a net worth equal to $25,000.

If, in addition, these restricted trading permit holders act as market-makers or as traders in futures
contracts, they must, in addition to the net worth required in the preceding paragraph, maintain an
additional net worth

1) as market makers:

of $10,000 per assignation up to a maximum of $25,000;
2) as futures contracts traders:

$25,000.

For the purpose of this article, "net worth" means the excess of cash and marketable securities, marked
to market, over the aggregate liabilities.

This requirement is deemed satisfied if a letter of guarantee, in a form prescribed by the Bourse and
containing a provision regarding the maintenance of "net worth", has been issued and is still in effect on
behalf of such restricted trading permit holder by the clearing approved participant and in accordance
with article 6082. The clearing approved participant must provide against its own capital any deficiency
of "net worth™ in the account of the restricted trading permit holder approved-participant-for whom it has
issued a letter of guarantee.

7008 Joint Account
(01.04.93, 13.09.05)

1) A restricted trading permit holder who is a market-maker and does not deal with the public may have
a joint account agreement with one other person who may not be an approved participant of the
Bourse. Each joint account agreement must comply with the requirements of the Bourse, including
disclosure for all other securities accounts in which the partner who is not an approved participant has
a direct or an indirect interest and be approved by the Bourse. Such approval may be withdrawn at
the discretion of the Bourse.

2) Each market-maker who makes an arrangement to finance his transactions in securities on which he
has been appointed must inform the Bourse of the name of the creditor and the terms of such
arrangement. The Bourse must be informed immediately of the intention of any party to terminate or
change any such arrangement, or to issue a margin call.

3) On request, a market-maker must submit to the Bourse a monthly report of his use of credit pursuant
to the present rule.

7009 Subordinated Loans
(01.04.93, 13.09.05, abr. 22.03.10)

7010 Early Warning System
(01.09.89, 01.07.91, 01.10.92, 01.04.93, 11.03.98, 08.05.03, 29.07.03, 13.09.05, abr. 22.03.10)
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7011 Establishing and maintaining adequate internal controls
(00.00.96, 13.09.05, 22.03.10)

Every approved participant must establish and maintain adequate internal controls to assist in
achieving the objective of ensuring, as far as practical, the orderly and efficient conduct of the approved
participant's business.

Section 7076 - 7150
Insurance (abr. 22.03.10)

7076 Insurance
(28.02.87, 09.10.87, 30.12.88, 06.08.90, 20.12.91, 01.05.92, 03.03.93, 01.04.93, 01.12.94,
08.11.95, 20.12.96, 01.07.97, 01.04.03, 01.01.05, abr. 22.03.10)

7077 Reporting of Insurance Claims
(01.04.93, 13.09.05, abr. 22.03.10)
Section 7151 - 7159

Financial Reports

7151 Canadian Approved Participants - Financial Questionnaires and Reports
(01.04.93, 13.09.05, 22.03.10, 00.00.00)

Canadian Aapproved participants must file with the Bourse, when requested by it, a copy of the most
recent audited regulatory financial questionnaire and report completed in the form prescribed by the

Investment Industry Regulatory Organization of Canada.Pelicy-C-3-6fthe-Bourse:

7152  Foreign Approved Participants Members of Other Recognized Exchanges or Regulatory or
Self-Regulatory Organizations — Financial Questionnaires and Reports
(01.04.93, 13.09.05, 22.03.10, 00.00.00)

Where an foreign approved participant of the Bourse is also a regulated entity, as defined in the
Investment Industry Regulatory Organization of Canada ‘’Joint Regulatory Financial Questionnaire and
Report’’Pelicy-C-3-of the-Bourse, and prepares reports and financial statements as required by another
recognized exchange or regulatory or self-regulatory organization, the Bourse may-will accept, in lieu of
the questionnaire and report to which article 7151 refers, a copy of the most recent audited reports and
financial statements filed by the foreign approved participant with this other exchange or regulatory or |
self-regulatory organization along with a written confirmation from such other exchange or regulatory or
self-regulatory organization that the foreign approved participant satisfies all of its requirements relating |
to the regulatory capital required to be maintained.

7153 Trading activity statement - Restricted Trading Permit Holders
(04.05.98, 13.09.05, 22.03.10)
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Upon request from the Bourse, the clearing approved participant has the obligation to provide a trading
activity statement from the previous day or for a specified period of time, for each restricted trading
permit holder for whom the approved participant clears and guarantees the transactions made on the
Bourse. This statement must contain the following information:

a) daily activity result;

b) year to date activity result;

c) margin required on positions held;

d) guarantee deposits;

e) cash movements (deposits, withdrawals, interest or dividend adjustments to the account); and

f) the global balance of account.

7154  Interim Questionnaires
(01.04.93, 13.09.05, abr. 22.03.10)

7155 Monthly Financial Report
(01.04.93, 11.03.98, 13.09.05, abr. 22.03.10)

7156  Working Papers
(01.04.93, 13.09.05, abr. 22.03.10)

7157  Statistical Information
(01.04.93, 29.07.02, 01.10.02, 22.03.10, 00.00.00)

Every approved participant must provide to the Bourse, upon request, such statistical information with
respect to its business as, in the opinion of the Bourse, may be necessary or in the interest of the Bourse or
of all approved participants of the Bourse.

Section 7160 - 7170
Audit Requirements
(abr. 22.03.10)
7160  Audits
(01.04.93, 13.09.05, abr. 22.03.10)

7161  Appointment of Approved Participants’ Auditors
(01.04.93, 13.09.05, abr. 22.03.10)

7162 Resignation of Approved Participants' Auditors
(01.04.93, 13.09.05, abr. 22.03.10)

7163  Auditor's Reports
(01.04.93, 13.09.05, abr. 22.03.10)
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7164  Audit Deadline
(23.06.89, 01.04.93, 15.07.97, 13.09.05, abr. 22.03.10)

7165 Audit Guidelines
(30.09.89, 01.04.93, 15.07.97, 13.09.05, abr. 22.03.10)
Section 7201 - 7250
Margins

7201  Margin Requirements
(01.02.91, 01.04.93, 13.09.05, 28.09.07, 00.00.00)

Every approved participant must obtain from clients thesueh minimum margins prescribed by the
market on which a security or derivative instrument is traded or, in the absence of such margins being
prescribed by the market, by the regulatory or self-requlatory organization having jurisdiction over the
approved participant for what regards requlatory capital.—in-such—amount-andin—-accordancewith-the

requirementsas-set-out-in-the present section-

Every approved participant must also apply to securities or derivative instruments held for its own
account the minimum_ margins prescribed by the market on which such securities or derivative
instruments are traded or, in the absence of such margins being prescribed by the market, by the
requlatory or self-requlatory organization having jurisdiction over the approved participant for what

regards regulatory capital. AH—margin—reguirements—set—out—in—the present-section—are—applicableto

approved participantsas-well asto-clients;-unless-specified-otherwise:

7202 Listed Securities
(15.12.86, 30.09.87, 18.06.88, 01.04.93, 11.02.00, 29.04.02, 16.09.02, 01.05.03, 17.05.04,
01.01.05, 13.09.05, 28.09.07, abr. 00.00.00)
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7202A Margin Offsets on Capital Shares
| (19.03.93, 01.04.93, 01.01.04, 13.09.05, abr. 00.00.00)
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7202B Instalment Receipts
(20.12.96, 13.09.05, abr. 00.00.00)
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7203  Unlisted Securities Eligible to Margin
(01.04.93, 18.02.00, 13.09.05, 25.11.05, 28.09.07, 00.00.00)
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7204 Bonds, Debentures, Treasury Bills and Notes
(01.07.86, 04.02.87, 15.09.89 30.04.91, 09.10.91, 01.03.93, 01.05.93, 05.07.93, 01.04.93,
27.05.97, 18.02.98, 29.08.01, 17.05.04, 13.09.05, 28.09.07, 01.05.08)
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7204A Pairing for Margin Purposes
(09.10.91, 27.05.97, 18.02.98, 19.08.98, 17.12.02, 01.01.05, 13.09.05, 27.02.06, 01.05.08, abr.
00.00.00)
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7204B  Supplemental margin
(09.10.91, 01.04.93, 13.09.05, abr. 00.00.00)
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7205 Bank Papers
(01.04.93, 13.09.05, abr. 00.00.00)

7206 Foreign Bank and Company Acceptable Papers
(01.04.93, 13.09.05, abr. 00.00.00)
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7207  Margin Requirements for Repurchase, Resale and Cash and Securities Loan Transactions
(01.01.94, 13.09.05, abr. 00.00.00)
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7208 Margin on Gold, Silver and Platinum
(27.01.87, 01.03.90, 01.04.93, 13.09.05, abr. 00.00.00)

7209 Mortgage - National Housing Act (N.H.A.)
(01.04.93, 13.09.05, abr. 00.00.00)
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7210 Margin requirements on Unhedged Foreign Exchange Positions
(03.09.96, 13.09.05, abr. 00.00.00)
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7211  Approved Participant Accounts
(01.04.93, 13.09.05, abr. 00.00.00)

7212 Margin Calculations
(01.04.93, abr. 00.00.00)

: be caleul I value basis.

7213 Exceptions to Margin Rules
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(30.11.86, 15.12.86, 01.06.88, 01.01.92, 15.01.93, 10.05.93, 01.04.93, 25.02.94, 12.03.97,

21.12.98, 29.08.01, 18.07.03, 01.01.04, 17.05.04, 01.01.05, 13.09.05, 01.03.07, 28.09.07, abr.
00.00.00)




Abrogation margin and capital Rules (Rules 7 and 9), of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and
Report) and concomitant amendments to Rules, 6, 7and 9 APPENDIX B

7-36

Bourse de Montréal Inc.




Abrogation margin and capital Rules (Rules 7 and 9), of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and
Report) and concomitant amendments to Rules, 6, 7and 9 APPENDIX B

Bourse de Montréal Inc.

7-37




Abrogation margin and capital Rules (Rules 7 and 9), of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and
Report) and concomitant amendments to Rules, 6, 7and 9 APPENDIX B

7-38 Bourse de Montréal Inc.

7214 Discretionary Margin
(01.04.93, 13.09.05, abr. 00.00.00)

7215 Maturity Date for Bonds with Embedded Options
(28.04.03, abr. 00.00.00)




Abrogation margin and capital Rules (Rules 7 and 9), of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and
Report) and concomitant amendments to Rules, 6, 7and 9 APPENDIX B

Bourse de Montréal Inc. 7-39

7217

7218

7219

7220

7221

7222

7223

Margin Requirements on Options
(01.04.93, abr. 13.09.05)

(Reserved for future use)
(Reserved for future use)
(Reserved for future use)
(Reserved for future use)
(Reserved for future use)
(Reserved for future use)

(Reserved for future use)
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7224  Margin Requirements for Underwriting Commitments
(01.06.88, 19.08.93, 01.03.05, abr. 00.00.00)
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7225 (Reserved for future use)

7226 Margin on Swaps
(01.05.92, 01.04.93, 01.01.04, 13.09.05, 08.09.08, abr. 00.00.00)
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7226A Swap Positions Offsets
(01.01.04, abr. 00.00.00)
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7227 Margin Offsets on Convertible Securities
(01.01.04, abr. 00.00.00)
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7228 Margin Offsets on Exercisable Securities
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(01.01.04, abr. 00.00.00)
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9001

RULE NINE
MARGIN AND CAPITAL REQUIREMENTS
FOR OPTIONS, FUTURES CONTRACTS AND
OTHER DERIVATIVE INSTRUMENTS

Section 9001 - 9100
General Provisions

Definitions
(01.01.05, 01.02.07, 00.00.00)

For the purpose of the present Rule:

a)

b)

d)

“approved participant account” means all non-client accounts including firm accounts, market
maker accounts, restricted trading permit holder accounts for which a clearing approved participant
has issued a letter of guarantee and sponsor accounts;

“client account” means an account for a client of an approved participant, but does not include
account in which a member of a self-regulatory organization, or a related firm, approved person or
employee of such an approved participant, member or related firm, as the case may be, has a direct or
indirect interest, other than an interest in a commission charged:;

“escrow receipt” means:

i)

in the case of an equity, exchange-traded fund or income trustparticipation unit or bond option, a
document issued by a financial institution approved by the Canadian Derivatives Clearing
Corporation certifying that a security is held and will be delivered upon exercise by such
financial institution in respect of a specified option of a particular client of an approved
participant; or

in the case of an OCC option, a document issued by a depository approved by the clearing
corporation, after executing and delivering agreements required by The Options Clearing
Corporation, certifying that a security is held and will be delivered upon exercise by such
financial institution in respect of a specified OCC option of a particular client of an approved
participant;

“firm account” means an account established by an approved participant, which is confined to
positions carried by the approved participant on its own behalf;

“floating margin rate” means:

i)

the last calculated regulatory margin interval, effective for the regular reset period or until a
violation occurs, such rate to be reset on the regular reset date, to the calculated regulatory
margin interval determined at that date; or

where a violation has occurred, the last calculated regulatory margin interval determined at the
date of the violation, effective for a minimum of twenty trading days, such rate to be reset at the
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close of the twentieth trading day, to the calculated regulatory margin interval determined at that
date, where a reset results in a lower margin rate.

For the purposes of this definition, the term “regular reset date” is the date subsequent to the last reset
date where the maximum number of trading days in the regular reset period has passed.

For the purposes of this definition, the term “regular reset period” is the normal period between
margin rate resets. This period must be determined by the Canadian self-regulatory organizations
with member regulation responsibilities and must not be no longer than sixty trading days.

For the purpose of this definition, the term “regulatory margin interval”, when calculated, means the
product of:

i) the maximum standard deviation of percentage changes in daily closing prices over the most
recent 20, 90 and 260 trading days; and

ii) 3 (for a 99% confidence interval); and
iii) the square root of 2 (for two days coverage);
rounded up to the next quarter percent.

For the purpose of this definition, the term "violation" means the circumstance where the maximum
1 or 2 day percentage change in the daily closing prices is greater than the margin rate;

fg) "index" means an equity index where:

i)  the basket of equity securities underlying the index is comprised of eight or more securities;

ii) the weight of the single largest security position in the basket of equity securities underlying the
index represents no more than 35% of the overall market value of the basket;

iii) the average market capitalization for each security position in the basket of equity securities
underlying the index is at least $50 million; and
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iv) in the case of foreign equity indices, the index is both listed and traded on an exchange that
meets the criteria for being considered a recognized exchange as set out in the definition of
“regulated entities” included in the General Notes and Definitions of the “’Joint Regulatory
Financial Questionnaire and Report’* form of the Investment Industry Regulatory Organization

of Canada;te-Pelicy-C-3-of the Bourse:;

gh) “market maker account” means a firm account of an approved participant that is confined to
transactions initiated by a market maker;

h#) “non-client account” means an account established with an approved participant by another member
of a self-regulatory organization, era related firm, an approved person or employee of an approved
participant; _or of a member of self-regulatory organization or of a related firm, as the case may be, in
which the approved participant does not have an interest, direct or indirect, other than an interest in
fees or commissions charged,;

ij) “OCC option” means a call option or a put option issued by The Options Clearing Corporation;
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jm) "tracking error margin rate" means the last calculated regulatory margin interval for the tracking
error resulting from a particular offset strategy. The method of calculation and the margin rate policy
is the same as that used for the floating margin rate.

9002 Risk Margining Systems
(01.01.05)

a) With respect to an approved participant account constituted exclusively of positions in derivative
instruments listed -on the Bourse, the capital required may be the one calculated, as the case may be,
by the Standard Portfolio Analysis (SPAN) methodology or by the Theoretical Intermarket Margin
System (TIMS) methodology, using the margin interval calculated and the assumptions used by the
Canadian Derivatives Clearing Corporation. All changes to the assumptions used by the Canadian
Derivatives Clearing Corporation must be approved by the Bourse prior to implementation to ensure
that the continued use of SPAN and TIMS methodologies for regulatory purposes is appropriate.

The selected methodology (either SPAN or TIMS) must be used consistently and cannot be changed
without the prior consent of the Bourse. If the approved participant selects the SPAN methodology
or the TIMS methodology, the capital requirements calculated under those methodologies will
supersede the provisions stipulated in the Rules.

For the purpose of the present article, “margin interval” means the product of the three following
elements:

i)  the maximum standard deviation of percentage fluctuations in daily settlement values over the
most recent 20, 90 and 260 business days; multiplied by

ii) 3 (for a 99% confidence interval); and multiplied by
iii) the square root of 2 (for two days coverage).

b) With respect to a client account, it is prohibited to use SPAN methodology or TIMS methodology to
determine margin requirements.

9003  Inter-Commodity Combinations
(01.01.05, 01.02.07)

Unless otherwise specified, offsets are not permitted for positions in client accounts or approved
participant accounts involving derivative instruments based on two different underlying interests.
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Section 9101 - 9200
Margin Requirements on Equity-Related Derivatives

9101  Exchange Traded Options — General Provisions
(01.01.05, abr. 00.00.00)

9102  Long Option Positions
(01.01.05, abr. 00.00.00)
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9103  Short Option Positions

(01.01.05, 01.02.07, abr. 00.00.00)

9104  Covered Option Positions
(01.01.05, abr. 00.00.00)
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9105  Options Spreads and Combinations
(01.01.05, 01.02.07, 13.08.07, abr. 00.00.00)
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9106  Option and Security Combinations
(01.01.05, 01.02.07, abr. 00.00.00)

9-11
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: : e of the-call option:
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9107  Option Spreads Involving Complex Strategies
(01.01.05, 13.08.07, abr. 00.00.00)

9-13
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9108  Index Option and Index Participation Unit Option Spread Combinations
(01.01.05, 01.02.07, abr. 00.00.00)
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9109  Index Option Combinations with Qualifying Baskets of Index Securities and Index
Participation Units
(01.01.05, 01.02.07, abr. 00.00.00)
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and
| :

9110 — 9120 (reserved)

9121  Exchange Traded Futures Contracts — General

a)

b)

(01.01.05, 23.01.06)

The Bourse shall establish margin requirements applicable to futures contracts positions held by
clients and no approved participant shall effect a futures contract transaction or carry an account for a
client without proper and adequate margin, which must be obtained as promptly as possible and
maintained in conformity with the provisions of this section;

positions of clients must be marked to market daily and the required margin must be determined by
using the greatest of:

i)  the rate required by the futures contract exchange on which the contract is entered into or its
clearing corporation; or

i) the rate required by the broker through which the approved participant ensures the clearing of
the futures contract;

in the case of a futures contract exchange or its clearing corporation that prescribes margin
requirements based on initial and maintenance rates, the initial margin must be required from the
client at the time the contract is entered into and such margin must not be for an amount less than the
prescribed initial rate. When subsequent adverse price movements in the value of the futures contract
reduce the margin on deposit to an amount below the maintenance level, a further amount to restore
the margin on deposit to the initial rate must be required. The approved participant may, in addition,
require such further margin or deposit as it may consider necessary as a result of fluctuations in
market prices;
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d)

f)

9)

h)

margin requirements established by the Bourse may be made applicable to one or more rather than all
approved participants or clients if deemed necessary by the Bourse;

for clients, the margin requirements will be satisfied by the deposit of cash, escrowmargin receipts or
securities for which the loan value-as-established-pursuant-to-articles 7202 t6-7206; equals or exceeds
the margin required. In the case of an escrow-margin receipt, the receipt must certify that government
securities are held for futures contract positions of a named client. For the purposes of this receipt,
the allowable government securities must mature within one year from the date of the deposit and the
required margin covered by the receipt must not be greater than 90% of the par value of such
securities held on deposit. All government securities which are an acceptable form of margin for the
clearing corporation are acceptable;

every approved participant must require from each of its customers for whom trades are effected
through an omnibus account, not less than the amount of margin that would be required from such
customers if their trades were effected through fully disclosed accounts;

specific margin requirements may be applicable on spread positions when a client account holds such
positions. Every approved participant must clearly identify such spread positions in its records
relating to margin calculations;

from time to time, the Bourse may impose special margin requirements with respect to particular
futures contracts or particular positions in futures contracts.

9122  Simple or Spread Positions in Futures Contracts

a)

(01.01.05)
Shares futures contracts positions

i)  For simple positions in share futures contracts held in a client's account, the margin required
must be the sum of:

A) the floating margin rate of the underlying interest;
and
B) the greater of:
)  10% of the floating margin rate of the underlying interest; and
I1) where the floating margin rate of the underlying interest is:
a) less than 10%, 5%;
b) less than 20% but greater or equal to 10%, 4%; or

c) greater or equal to 20%, 3%;

multiplied by the daily settlement value of the futures contracts.
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ii) For spread positions in share futures contracts held in a client’s account, the margin
requirements are determined by the Bourse in collaboration with the clearing corporation, from

time to time.

b) Index futures contracts positions
The margin requirements which must be applied on all positions in index futures contracts held in a
client's account are determined by the Bourse, in collaboration with the clearing corporation, from

time to time.

9123  Share Futures Contracts and Security Combinations
(01.01.05)

a) Share futures contracts — underlying share combinations
Where a client account contains one of the following combinations:
e long share futures contract and short an equivalent position in the underlying share; or
e short share futures contract and long an equivalent position in the underlying share;
the minimum margin required must be the published tracking error margin rate for a spread between
the futures contract and the related underlying share, multiplied by the market value of the underlying
share.

b) Short share futures contracts — long warrants, rights, instalment receipts combination
Where a client holds a short share futures contract on the shares of an issuer and a long position in
warrants, rights, shares, instalment receipts or other securities pursuant to the terms of which the
holder is entitled to acquire the same class and at least the same number of shares of the same issuer,
the margin required must be equal to the difference between the market value of the long position and
the settlement value of the short share futures contract, plus the aggregate of the subscription price or
other cost or charge payable in connection with the acquisition of shares underlying to the relevant
warrant, right, share, instalment receipt or other security.

c) Short share futures contracts — long capital shares

For the purposes of this section:

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

b) “capital share conversion loss” means any excess of the market value of the capital shares over
the retraction value of the capital shares;

c) "preferred share” means a share issued by a split share company which represents all or a
substantial portion of the dividend portion of the underlying common share, and includes equity
dividend shares of split share companies;
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e)  “retraction value”, for capital shares, means:

i) where the capital shares can be tendered to the split share company for retraction
directly for the underlying common shares, at the option of the holder, the excess of
the market value of the underlying common shares received over the retraction cash
payment to be made when retraction of the capital shares takes place;

ii) where the capital shares cannot be tendered to the split share company for retraction
directly for the underlying common shares, at the option of the holder, the retraction
cash payment to be received when retraction of the capital shares takes place;

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

Where a client holds a long position in capital shares and a short share futures contract, the margin
required is the sum of:the capital share conversion loss, if any; and the normal margin required in the
case of client account positions on the equivalent number of preferred shares..the—margin—as

prescribed-in-article 7202-A)-2)-a)

The market value of the underlying security to be used for the calculation of the required margin

pursuant to the precedingparagrapharticle7202-A-2}-3a)} is the settlement value of the share futures
contract.

In no case the margin required may be less than 3% of the settlement value of the share futures
contract.

9124  Share Futures Contracts Combinations with Equity Options
(01.01.05)

With respect to equity options and share futures contracts held in clients accounts, where the option
contracts and the futures contracts have the same settlement date, or can be settled in either of the two
nearest contract months, the option contracts and the futures contracts may be offset as follows:

a) Short equity call options — long share futures contracts
Where a call option is carried short for a client’s account and the account is also long a share futures
contract on the same number of units of trading on the same underlying share, the minimum margin
required must be the greater of:

i) A) the margin required on the futures contract; less

B) the aggregate market value of the call option;
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and

ii) the published tracking error margin rate for a spread between the futures contract and the related
underlying share, multiplied by the market value of the underlying share.
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b) Short equity put options — short share futures contracts

d)

Where a put option is carried short for a client’s account and the account is also short a share futures
contract on the same number of units of trading on the same underlying share, the minimum margin
required must be the greater of:
i) A) the margin required on the futures contract; less

B) the aggregate market value of the put option;

and

ii) the published tracking error margin rate for a spread between the futures contract and the related
underlying share, multiplied by the market value of the underlying share.

Long equity call options — short share futures contracts
Where a call option is carried long for a client’s account and the account is also short a share futures
contract on the same number of units of trading on the same underlying share, the minimum margin

required must be the greater of:

i)  the published tracking error margin rate for a spread between the futures contract and the related
underlying share, multiplied by the market value of the underlying share;

and
ii) A) Out-of-the-money position
The aggregate market value of the call option; plus the lesser of:

I) the aggregate exercise value of the call option less the daily settlement value of the
futures contract; or

I1) the margin required on the futures contract;
B) In-the-money or at-the-money position
I) the aggregate market value of the call option; less
I) the aggregate in-the-money amount of the call option.
Long equity put options — long share futures contracts
Where a put option is carried long for a client’s account and the account is also long a share futures

contract on the same number of units of trading on the same underlying share, the minimum margin
required must be the greater of:
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i)  the published tracking error margin rate for a spread between the futures contract and the related
underlying share, multiplied by the market value of the underlying share;

and
ii) A) Out-of-the-money position
The aggregate market value of the put option; plus the lesser of:

I) the daily settlement value of the futures contract less the aggregate exercise value of
the put option; or

I1) the margin required on the futures contract;
B) In-the-money or at-the-money position
I) the aggregate market value of the put option; less

I) the aggregate in-the-money amount of the put option.

e) Conversion or long tripo combination involving equity options and share futures contracts

f)

Where a put option is carried long for a client’s account and the account is also short a call option
and long a share futures contract on the same number of units of trading on the same underlying share
with the same expiry date, the minimum margin required must be the greater of:

i) A) the greater of the difference, plus or minus, between the daily settlement value of the long
futures contract and the aggregate exercise value of the long put option or the short call
option; plus

B) the aggregate net market value of the put and call options;

and

ii)  the published tracking error margin rate for a spread between the futures contract and the related
underlying share, multiplied by the market value of the underlying share.

Reconversion or short tripo combination involving equity options and share futures contracts

Where a put option is carried short for a client’s account and the account is also long a call option

and short a share futures contract on the same number of units of trading on the same underlying

share with the same expiry date, the minimum margin required must be the greater of:

i) A) the greater of the difference, plus or minus, between the aggregate exercise value of the
long call option or short put option and the daily settlement value of the short futures
contract; plus

B) the aggregate net market value of the put and call options;
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and

ii)  the published tracking error margin rate for a spread between the futures contract and the related
underlying share, multiplied by the market value of the underlying share.

9125  Index Futures Contract Combinations with Qualifying Baskets of Index Securities and
Index Participation Units
(01.01.05, abr. 00.00.00)

9126  Index Futures Contract Combinations with Index Options
(01.01.05, abr. 00.00.00)
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9127 — 9150 (reserved)

9151  Margin Requirements for Positions in and Offsets Involving OCC Options
(01.01.05, abr. 00.00.00) |

9152  Margin Requirements for Positions in and Offsets Involving Sponsored Options
(01.01.05, 00.00.00)

The margin requirements for sponsored options are the same as the margin requirements for exchange- |

traded options-set-out-in-articles- 9101 through-9150, with the following exceptions:

a) in the case of pairings involving European-style or cash settlement sponsored options, the required
margin must not be less than 5% of the underlying security market value;

b) for pairings, the units of trading for call or put sponsored options must represent equivalent units of
trading of any other options or an equivalent quantity of the underlying interest; and

c) in the case of sponsored options, a client of an approved participant is prohibited to hold a short
position with the exception of sponsors for whom the capital rules applicable are those that are
applicable to short exchange traded options positions held by an approved participant for its own

account detrednorteles 0200 thronah 0200,
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Section 9201 - 9300
Capital Requirements on Equity-Related Derivatives

9201  Exchange Traded Options — General
(01.01.05, abr. 00.00.00)

9202  Long Option Positions
(01.01.05, abr. 00.00.00)
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9203  Short Option Positions
(01.01.05, 01.02.07, abr. 00.00.00)

9204  Covered Option Positions
(01.01.05, abr. 00.00.00)
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9205  Option Spreads and Combinations
(01.01.05, 01.02.07, 13.08.07, abr. 00.00.00)
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9206  Options and Security Combinations
(01.01.05, 01.02.07, abr. 00.00.00)

9-37
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: : et value.of the-call-option:
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9207  Option Spreads Involving Complex Strategies

(01.01.05, 13.08.07, abr. 00.00.00)
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9208 Index Options and Index Participation Unit Option Spread Combinations
(01.01.05, 01.02.07, abr. 00.00.00)
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9209 Index Option Combinations with Qualifying Baskets of Index Securities and Index
Participation Units
(01.01.05, 01.02.07, abr. 00.00.00)
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and

iyt -

9210  Index Option Combinations with Qualifying Baskets of Index Securities and Commitment
to Purchase Index Participation Units
(01.01.05, abr. 00.00.00)
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9211 - 9220 (reserved)

9221  Exchange Traded Futures Contracts — General
(01.01.05, 23.01.06)

a) With respect to an account of an approved participant, market-maker, or restricted trading permit
holder for which a clearing approved participant has issued a letter of guarantee, the Bourse may
establish certain charges against the capital of the approved participant carrying the account, which
charges may be less onerous than margin requirements applicable to clients but for which the
approved participant must maintain adequate capital resources at all times;

b) positions of approved participants and customers must be marked to market daily and the required
capital must be determined by using the greatest of:

i)  the rate required by the futures contract exchange on which the contract is entered into or its
clearing corporation; or

i) the rate required by the broker through which the approved participant ensures the clearing of
the futures contract;

c) in the case of a futures contract exchange or its clearing corporation that prescribes margin
requirements based on initial and maintenance rates, initial capital is required at the time the contract
is entered into and the amount of such capital must not be less than the prescribed initial rate.
Subsequently, the approved participant must maintain, for each position held, a capital amount
equivalent to the prescribed maintenance rate;

d) capital requirements established by the Bourse may be made applicable to one or more rather than all
approved participants if deemed necessary by the Bourse;

e) specific capital requirements may be applicable on spread positions when an approved participant
account holds such positions. Every approved participant must clearly identify such spread positions
in its records relating to margin calculations;

f) from time to time the Bourse may impose special capital requirements with respect to particular
futures contracts or particular positions in futures contracts.
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9222  Simple or Spread Positions in Futures Contracts

a)

b)

(01.01.05)
Share futures contracts positions

i)  For simple positions in share futures contracts held in an approved participant’s account, the
capital required must be the floating margin rate of the underlying interest multiplied by the
daily settlement value of the futures contracts;

i) for spread positions in shares futures contracts held in an approved participant’s account, the
capital requirements are determined by the Bourse, in collaboration with the clearing
corporation, from time to time.

Index futures contracts positions
The capital requirements which must be applied on all positions in index futures contracts held in an

approved participant’s account are determined by the Bourse, in collaboration with the clearing
corporation, from time to time.

9223  Share Futures Contracts and Security Combinations

a)

b)

(01.01.05, 00.00.00)

Share futures contracts — underlying share combinations

Where an approved participant account contains one of the following combinations:

e long share futures contract and short an equivalent position in the underlying share; or
e short share futures contract and long an equivalent position in the underlying share;

the minimum capital required must be the published tracking error margin rate for a spread between
the futures contract and the related underlying share, multiplied by the market value of the underlying
share.

Short share futures contracts — long convertible security combination

Where an approved participant holds a short share futures contract on the shares of an issuer and a
long position in securities which are currently convertible or exchangeable into the same class and at
least the same number of shares of the same issuer, the capital required must be the excess of the
market value of the long position over the settlement value of the short share futures contracts.

Any residual net credit money balance between the market value and settlement value of the
positions which are paired cannot be used to reduce capital otherwise required on the long or short
position remaining unhedged after applying the pairing described above.

Where the securities representing the long position held by the approved participant are not
convertible or exchangeable until the expiry of a specific period of time but the approved participant
has entered into a written, legally enforceable agreement, pursuant to which it has borrowed
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securities of the same class as those of the short position which do not have to be returned until the
expiration of the period of time until conversion or exchange, the above-mentioned pairing may be
done as if the securities representing the long position were currently convertible or exchangeable.

Short share futures contracts — long warrants, rights, instalment receipts combination

Where an approved participant holds a short share futures contract on the shares of an issuer and a
long position in warrants, rights, shares, instalment receipts or other securities pursuant to the terms
of which the holder is entitled to acquire the same class and at least the same number of shares of the
same issuer, the capital required must be equal to the aggregate of the subscription price or other cost
or charge payable in connection with the acquisition of the underlying shares pursuant to the warrant,
right, share, instalment receipt or other security plus (or minus, if the result is negative) the difference
between the aggregate market value of the warrant, right, share, instalment receipt or other security
and the settlement value of the share futures contracts.

d) Short share futures contracts — long capital shares

For the purposes of this section:

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

b) “capital share conversion loss” means any excess of the market value of the capital shares over
the retraction value of the capital shares;

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

e)  “retraction value”, for capital shares, means:

i) where the capital shares can be tendered to the split share company for retraction
directly for the underlying common shares, at the option of the holder, the excess of
the market value of the underlying common shares received over the retraction cash
payment to be made when retraction of the capital shares takes place;

ii) where the capital shares cannot be tendered to the split share company for retraction
directly for the underlying common shares, at the option of the holder, the retraction
cash payment to be received when retraction of the capital shares takes place;

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

Where an approved participant holds a long position in capital shares and a short share futures
contract, the capital required is equal to the sum of the conversion loss, if any, and the normal capital

required on the equivalent number of preferred shares.the-capital-as-preseribed-inarticle 7202A-2)-a)-
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The market value of the underlying security to be used for the calculation of the required capital
pursuant to the preceding paragrapharticle7202A-2}-3a) is the settlement value of the share futures

contract.

In no case, the capital required shall be less than 3% of the settlement value of the share futures
contract.

9224  Share Futures Contracts Combinations with Equity Options
(01.01.05)

With respect to equity options and share futures contracts held in approved participants accounts,
where the option contracts and the futures contracts have the same settlement date, or can be settled in
either of the two nearest contract months, the option contracts and the futures contracts may be offset as
follows:

a) Short equity call options — long share futures contracts
Where a call option is carried short for an approved participant’s account and the account is also long
a share futures contract on the same number of units of trading on the same underlying share, the
minimum capital required must be the greater of:
i) A) the capital required on the futures contract; less
B) the aggregate market value of the call option;

and

i) the published tracking error margin rate for a spread between the futures contract and the related
share, multiplied by the market value of the underlying share.

b) Short equity put options — short share futures contracts
Where a put option is carried short for an approved participant’s account and the account is also short
a share futures contract on the same number of units of trading on the same underlying share, the
minimum capital required must be the greater of:
i) A) the capital required on the futures contract; less
B) the aggregate market value of the put option;

and

ii) the published tracking error margin rate for a spread between the futures contract and the related
underlying share, multiplied by the market value of the underlying share.
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c) Long equity call options — short share futures contracts

Where a call option is carried long for an approved participant account and the account is also short a
share futures contract on the same number of units of trading on the same underlying share, the
minimum capital required must be the greater of:

i)  the published tracking error margin rate for a spread between the futures contract and the related
underlying share, multiplied by the market value of the underlying share;

and

ii) A) Out-of-the-money position

B)

The aggregate market value of the call option; plus the lesser of:

I) the aggregate exercise value of the call option less the daily settlement value of the
futures contract; or

I1) the capital required on the futures contract;
In-the-money or at-the-money position
I) the aggregate market value of the call option; less

I) the aggregate in-the-money amount of the call option.
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d) Long equity put options — long share futures contracts

Where a put option is carried long for an approved participant’s account and the account is also long
a share futures contract on the same number of units of trading on the same underlying share, the
minimum capital required must be the greater of:

i)  the published tracking error margin rate for a spread between the futures contract and the related
underlying share, multiplied by the market value of the underlying share;

and
i) A) Out-of-the-money position
The aggregate market value of the put option; plus the lesser of:

I) the daily settlement value of the futures contract less the aggregate exercise value of
the put option; or

I1) the capital required on the futures contract;
B) In-the-money or at-the-money position
I)  the aggregate market value of the put option; less
I1) the aggregate in-the-money amount of the put option.

Conversion or long tripo combination involving equity options and share futures contracts

Where a put option is carried long for an approved participant’s account and the account is also short

a call option and long a share futures contract on the same number of units of trading on the same

underlying share with the same expiry date, the minimum capital required must be the greater of:

i) A) the greater of the difference, plus or minus, between the daily settlement value of the long
futures contract and the aggregate exercise value of the long put option or the short call
option; plus

B) the aggregate net market value of the put and call options;

and

i) the published tracking error margin rate for a spread between the futures contract and the related
underlying share, multiplied by the market value of the underlying share.
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f) Reconversion or short tripo combination involving equity options and share futures contracts

Where a put option is carried short for an approved participant’s account and the account is also long

a call option and short a share futures contract on the same number of units of trading on the same

underlying share with the same expiry date, the minimum capital required must be the greater of:

i) A) the greater of the difference, plus or minus, between the aggregate exercise value of the
long call option or short put option and the daily settlement value of the short futures
contract; plus

B) the aggregate net market value of the put and call options;

and

ii)  the published tracking error margin rate for a spread between the futures contract and the related
underlying share, multiplied by the market value of the underlying share.

9225  Index Futures Contract Combinations with Qualifying Baskets of Index Securities and
Index Participation Units
(01.01.05, abr. 00.00.00)

9226  Index Futures Contract Combinations with Index Options
(01.01.05, abr. 00.00.00)
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9227 — 9250 (reserved)

9251  Capital Requirements for Positions In and Offsets Involving OCC Options
| (01.01.05, abr. 00.00.00)

9252  Capital Requirements for Positions In and Offsets Involving Sponsored Options
| (01.01.05, abr. 00.00.00)

The capital requirements for sponsored options are the same as the capital requirements for exchange-

traded options-set-out-in-articles-9201-through-9250, with the following exceptions:

a) in the case of pairings involving European-style or cash settlement sponsored options, the required
capital must not be less than 5% of the underlying security market value;

b) for pairings, the units of trading for call or put sponsored options must represent equivalent units of
trading of any other options or an equivalent quantity of the underlying interest.
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Section 9301 - 9400
Margin Requirements foren-thterest-Rate-Related Derivatives Instruments on Bonds and
Interest Rates

9301  Exchange Traded Bond Options - General

d)

(01.01.05, 01.02.07,.00.00.00)

The Bourse shall establish margin requirements applicable to bond options positions held by clients
and no approved participant shall effect an option transaction or carry an account for a client without
proper and adequate margin, which must be obtained as promptly as possible and maintained in
conformity with the provisions of this section;

all opening selling transactions and resulting short positions must be carried in a margin account;

each bond option must be margined separately and any difference between the market price of the
underlying interest and the exercise price of the option must be considered to be of value only in
providing the amount of margin required on that particular option;

where a client account holds both CDCC bond options and OCC bond options that have the same
underlying interest, the OCC bond options may be considered to be bond options for the purposes of
the calculation of the margin requirements for the account under the provisions of this section;

from time to time the Bourse may impose special margin requirements with respect to particular bond
options or particular positions in such options.
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9302  Long Bond Option Positions
(01.01.05, 00.00.00)

All purchases of bond options must be for cash and long positions shall have no value for margin
purposes.

9303  Short Bond Option Positions
(01.01.05, 00.00.00)

a) The minimum margin requirement which must be maintained in respect of an bond option carried
short in a client account must be:

i)  100% of the market value of the option; plus

i) a percentage of the market value of the underlying #terestbond, determined using the following
percentages:

A) underlying bondinterest maturing over 10 years, 3%;
B) underlying bondinterest maturing over 3 years to 10 years, 1.75%; or
C) underlying bondinterest maturing in 3 years or less, 1%;

minus

iii) any out-of-the-money amount associated with the bond option.

b) Paragraph a) notwithstanding, the minimum margin requirement which must be maintained and
carried in a client account trading in bond options must not be less than:

i)  100% of the market value of the option; plus

i) an additional requirement determined by multiplying 0.50% by the market value of the
underlying bondinterest.

9304  Covered Bond Option Positions
(01.01.05, 00.00.00)

a) No margin is required for a call option carried short in a client's account which is covered by the
deposit of an escrow receipt. The underlying nterest-bond deposited in respect of such options shall
not be deemed to have any value for margin purposes.

Evidence of a deposit of the underlying iterest-bond shall be deemed an escrow receipt for the
purposes hereof if the agreements required by the rules of the clearing corporation have been
executed and delivered to the clearing corporation and if a copy thereof is available to the Bourse
upon request. The issuer of the escrow receipt covering the escrow deposit must be a financial
institution approved by the clearing corporation;

b) no margin is required for a put option carried short in a client's account which is covered by the
deposit of an escrow receipt which certifies that acceptable government securities are being held by



Abrogation margin and capital Rules (Rules 7 and 9), of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and
Report) and concomitant amendments to Rules, 6, 7and 9 APPENDIX B

Bourse de Montréal Inc. 9-61
the issuer of the escrow receipt for the account of the client. The acceptable government securities
held on deposit:

i) must be government securities:
A) which are acceptable forms of margin for the clearing corporation; and
B) which mature within one year of their deposit; and

ii) shall not be deemed to have any value for margin purposes.

The aggregate exercise value of the short put option must not be greater than 90% of the aggregate
par-nominal value of the acceptable government securities held on deposit. Evidence of the deposit of |
the acceptable government securities shall be deemed an escrow receipt for the purposes hereof if the
agreements required by the rules of the clearing corporation have been executed and delivered to the
clearing corporation and if a copy thereof is available to the Bourse on request. The issuer of the
escrow receipt covering the escrow deposit must be a financial institution approved by the clearing
corporation; and

c) no margin is required for a put option carried short in a client’s account if the client has delivered to
the approved participant with which such position is maintained a letter of guarantee, issued by a
financial institution which has been authorized by the clearing corporation to issue escrow receipts, in
a form satisfactory to the Bourse, and is:

i) abank which is a Canadian chartered bank or a Quebec savings bank; or

i)  atrust company which is licensed to do business in Canada, with a minimum paid-up capital and
surplus of $5,000,000;

provided that the letter of guarantee certifies that the bank or trust company,

iii) holds on deposit for the account of the client cash in the full amount of the aggregate exercise
value of the put option and that such amount will be paid to the clearing corporation against
delivery of the underlying interest covered by the put option; or

iv) unconditionally and irrevocably guarantees to pay to the clearing corporation the full amount of
the aggregate exercise value of the put option against delivery of the underlying interest covered
by the put option;

and further provided that the approved participant has delivered the letter of guarantee to the clearing
corporation and the clearing corporation has accepted it as margin.

9305 Bond Options Spreads and Combinations
(01.01.05, 00.00.00)

a) Call spreads and put spreads

Where a client account contains one of the following spread pairings:



Abrogation margin and capital Rules (Rules 7 and 9), of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and
Report) and concomitant amendments to Rules, 6, 7and 9 APPENDIX B

9-62 Bourse de Montréal Inc.
e long call option and short call option; or
e long put option and short put option;

and the short option expires on or before the date of expiration of the long option, the minimum
margin required for the spread pairing must be the lesser of:

i)  the margin required on the short option; or
i) the spread loss amount, if any, that would result if both options were exercised.
b) Short call - short put spreads
Where a call option is carried short for a client's account and the account is also short a put option on
| the same number of units of trading on the same underlying nterestbond, the minimum margin
required must be the sum of:
i) the greater of:
A) the margin required on the call option; or
B) the margin required on the put option;
and

i) the loss amount that would result if the option having the lesser margin required was exercised.

9306  Bond Option and Security Combinations
(01.01.05, 00.00.00)

| a) Short call — long underlying bond combination
Where, in the case of bond options, a call option is carried short in a client's account and the account
is also long an equivalent position in the underlying bond, the minimum margin required must be the
lesser of:
i)  the margin required on the underlying bond; or

ii) the margin required on the underlying bond based on the exercise price of the call option.

For purposes of this Rule, " underlying bond " includes any bond issue of the Government of Canada
which:

i)  has a higher coupon rate than the underlying bond;

i) has an aggregate face value at maturity of at least $1,000,000,000;
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iii) trades at a price of $5 per $100 face value greater than the underlying bond; and

iv) matures no sooner than 2 years prior to the underlying bond.

b) Short put — short underlying bond combination |
Where, in the case of bond options, a put option is carried short in a client's account and the account
is also short an equivalent position in the underlying bond, the minimum margin required must be the
greater of:

i)  the margin required on the underlying bond; or
i)  the margin required on the underlying bond based on the exercise price of the put option.

c) Long call —short underlying bond combination |
Where, in the case of bond options, a call option is carried long in a client's account and the account
is also short an equivalent position in the underlying bond, the minimum margin required must be the
sum of:

i) 100% of the market value of the call option; and

i) the lesser of:
A) the aggregate exercise value of the call option; or
B) the normal margin required on the underlying bond.

d) Long put - long underlying bond combination |
Where, in the case of bond options, a put option is carried long in a client's account and the account is
also long an equivalent position in the underlying bond, the minimum margin required must be the
sum of:

i)  100% of the market value of the put option; and

ii)  50% of the margin required on the underlying bond; and

iii) any out-of-the-money value associated with the put option, up to the amount determined in ii)
above.

9307 — 9310 (reserved)

9311  Long Option on Futures Contracts Positions
(01.01.05, 00.00.00) |

All purchases of options on futures contracts must be for cash and long positions shall have no loan |
value for margin purposes.
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9312  Short Option on Futures Contracts Positions
(01.01.05)

The minimum margin requirement which must be maintained in respect of an option carried short in a
client account must be:

i)  100% of the market value of the option; plus
ii) the greater of:
A) 50% of the normal margin required on the underlying futures contract; or

B) the normal margin required on the underlying futures contract less 50% of the amount by
which the option is out-of-the-money.

9313  Options on Futures Contracts Spreads and Combinations
(01.01.05)

a) Call spreads and put spreads
i)  Where a client account contains one of the following spread pairings:
e long call option and short call option with the same or higher exercise price; or
e long put option and short put option with the same or lower exercise price;
the minimum margin required for the spread pairing must be:
A) 100% of the market value of the long option; minus
B) 100% of the market value of the short option; plus

C) where the long option expires before the short option, 50% of the normal margin required
on the underlying futures contract.

ii)  Where a client account contains one of the following spread pairings:
e long call option and short call option with a lower exercise price; or
e long put option and short put option with a higher exercise price;
the minimum margin required for the spread pairing must be the sum of:
A) the lesser of:

I) the loss amount that would result if both options were exercised; or
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I) a) where the long and short options have the same expiry date, the margin required
on the short option; or

b) where the long and short options have different expiry dates, the normal margin
required on the underlying futures contract;

and

B) where the options have different expiry dates, the net market value of the long and short
options.

b) Short call — short put spreads

Where a call option is carried short for a client's account and the account is also short a put option,
the minimum margin required must be the sum of:

i)  the greater of:
A) the margin required on the call option ; or
B) the margin required on the put option;
and
ii) the loss amount that would result if the option having the lesser margin required was exercised.
9314 — 9320 (reserved)

9321  Exchange Traded Futures Contracts — General
(01.01.05, 23.01.06, 00.00.00)

a) The Bourse shall establish margin requirements applicable to futures contracts positions held by
clients and no approved participant shall effect a futures contract transaction or carry an account for a
client without proper and adequate margin, which must be obtained as promptly as possible and
maintained in conformity with the provisions of this section;




Abrogation margin and capital Rules (Rules 7 and 9), of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and
Report) and concomitant amendments to Rules, 6, 7and 9 APPENDIX B

e) for clients, the margin requirements will be satisfied by the deposit of cash, margin-escrow receipt or
securities for which the loan valueas-established-pursuant-to-articles 7202 t6-7206. equals or exceeds
the margin required. In the case of an escrowmargin receipt, the receipt must certify that government
securities are held for futures contract positions of a named client. For the purposes of this receipt,
the allowable government securities must mature within one year from the date of the deposit and the
required margin covered by the receipt must not be greater than 90% of the par value of such
securities held on deposit. All government securities which are an acceptable form of margin for the
clearing corporation are acceptable;

g) specific margin requirements may be applicable on spread positions when a client account holds such
positions. Every approved participant must clearly identify such spread positions in its records relating
to margin calculations;

h) from time to time, the Bourse may impose special margin requirements with respect to particular
futures contracts or particular positions in futures contracts.

9322  Simple or Spread Positions in Futures Contracts
(01.01.05)

The margin requirements which must be applied on all positions in futures contracts held in a client's
account are determined by the Bourse, in collaboration with the clearing corporation, from time to time.

9323  Futures Contracts and Security Combinations
(01.01.05, 27.02.06, abr. 00.00.00)
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9324  Bond Futures Contracts Combinations with Bond Options
(01.01.05)

With respect to bond options and bond futures contracts held in client accounts, where the option
contracts and the futures contracts have the same settlement date, or can be settled in either of the two
nearest contract months, and where the underlying interest of the bond options is a Government of
Canada bond maturing or callable for redemption between 3 years 9 months and 10% years, the option
contracts and the futures contracts may be offset as follows:



Abrogation margin and capital Rules (Rules 7 and 9), of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and
Report) and concomitant amendments to Rules, 6, 7and 9 APPENDIX B

Bourse de Montréal Inc. 9-69

a)

b)

Long bond options combinations with bond futures contracts
Where a client account contains one of the following combinations:
e long call options and short an equivalent face value at maturity of futures contracts; or
e long put options and long an equivalent face value at maturity of futures contracts;
the minimum margin required must be:
i)  In-the-money or at-the-money position:
A) $500; plus
B) the market value of the option; less
C) the in-the-money amount of the option.
ii)  Out-of-the-money position:
A) the market value of the option; plus
B) the margin required on the futures contract; less
C) the excess of $500 over the out-of-the-money amount of the option.
Short bond options combinations with bond futures contracts
Where a client account contains one of the following combinations:
e short call options and long an equivalent face value at maturity of futures contracts; or
e short put options and short an equivalent face value at maturity of futures contracts;
the minimum margin required must be the margin required on the futures contracts.
Conversion or long tripo combination involving bond options and bond futures contracts
Where a put option is carried long for a client's account and the account is also short a call option and
long an equivalent face value at maturity of futures contracts, the minimum margin required must be
the greater of:
i) A) the greater of the difference, plus or minus, between the daily settlement value of the long
futures contracts and the aggregate exercise value of the long put options or the short call
options; plus

B) the aggregate market value of the long put options;
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and
i)  $500.

d) Reconversion or short tripo combination involving bond options and bond futures contracts

Where a put option is carried short for a client's account and the account is also long a call option and
short an equivalent face value at maturity of futures contracts, the minimum margin required must be
the greater of:

i) A) the greater of the difference, plus or minus, between the aggregate exercise value of the
long call options or the short put options and the daily settlement value of the short futures
contracts; plus

B) the aggregate market value of the long call options;

and

i) $500.

9325  Futures Contracts Combinations with Options on Futures Contracts

a)

b)

(01.01.05)
Long options on futures contracts combinations with futures contracts
Where a client account contains one of the following combinations:
e long call options and short an equivalent position in futures contracts; or
e long put options and long an equivalent position in futures contracts;
the minimum margin required must be the greater of:
i) the aggregate market value of the long options; or
ii) the margin required on the futures contracts.
Short options on futures contracts combinations with futures contracts
Where a client account contains one of the following combinations:
e short call options and long an equivalent position in futures contracts; or
e  short put options and short an equivalent position in futures contracts;

the minimum margin required must be:



Abrogation margin and capital Rules (Rules 7 and 9), of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and
Report) and concomitant amendments to Rules, 6, 7and 9 APPENDIX B

Bourse de Montréal Inc. 9-71
i) the aggregate market value of the short options; plus

ii) the greater of:
A) 50% of the margin required on the futures contracts; or

B) the excess of the margin required on the futures contracts over 50% of the in-the-money
amount of the option.

9326  Pairing of Government of Canada Bond Futures Contracts with U. S. Treasury Bond
Futures Contracts
(23.01.06, abr. 00.00.00)
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Section 9401 - 9500
Capital Requirements on Bonds and Interest Rate Related Derivatives

9401  Exchange Traded Bond Options — General
(01.01.05, 01.02.07,.00.00.00)

a) With respect to an approved participant account or market maker account, or of a restricted trading
permit holder account for which an approved participant (or a clearing firm) has issued a letter of
authorization or of a sponsor account, the Bourse has established certain charges against capital;

b) in the treatment of spreads, the long position may expire before the short position;

c) for any short position carried for a client or non-client account where the account has not provided
required margin, any shortfall will be charged against the approved participant’s capital;

d) where an approved participant account holds both CDCC bond options and OCC bond options that
have the same underlying interest, the OCC bond options may be considered to be bond options for
the purposes of the calculation of the capital requirements for the account under the provisions of this
section;

e) from time to time the Bourse may impose special capital requirements with respect to particular bond
options or particular positions in bond options;

f) in the pairing described in articles 9405, 9406 and 9424, bond options of different classes for which
the underlying bonds have the same margin rate may be paired together provided that:

i) the exercise price of the bond option for which the market value of the underlying bond is the
lowest must be increased by the difference between the market value of the underlying bonds;
and

i) to the capital required pursuant to articles 9405, 9406 and 9424 must be added an amount equal
to the margin that would be required on the net bond position which would result if both bond
options were exercised.

9402  Long Bond Option Positions
(01.01.05, 00.00.00)

For approved participant accounts, the capital required for a long bond option is the market value of
the option. Where the bond option premium is $1 or more, the capital required for the bond option may
be reduced by 50% of any in-the-money amount associated with the bond option.

9403  Short Bond Option Positions
(01.01.05, 00.00.00)

The capital required which must be maintained in respect of an bond option carried short in an
approved participant account must be:
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i) a percentage of the market value of the underlying interest-bond determined using the following |

percentages:

A) underlying #terest-bond maturing over 10 years, 3%;
B) underlying #terest-bond maturing over 3 years to 10 years, 1.75%;
C) underlying interest-bond maturing in 3 years or less, 0.50%);

minus

ii) any out-of-the-money amount associated with the bond option.

9404  Covered Bond Option Positions

a)

b)

(01.01.05, 00.00.00)

No capital is required for a call option carried short in an approved participant account, which is
covered by the deposit of an escrow receipt. The underlying bondinterest deposited in respect of such
options shall not be deemed to have any value for capital purposes.

Evidence of a deposit of the underlying interest-bond shall be deemed an escrow receipt for the
purposes hereof if the agreements required by the rules of the clearing corporation have been
executed and delivered to the clearing corporation and if a copy thereof is available to the Bourse on
request. The issuer of the escrow receipt covering the escrow deposit must be a financial institution
approved by the clearing corporation;

no capital is required for a put option carried short in an approved participant account which is
covered by the deposit of an escrow receipt which certifies that acceptable government securities are
being held by the issuer of the escrow receipt for the account of the approved participant. The
acceptable government securities held on deposit:

i) must be government securities:
A) which are acceptable forms of margin for the clearing corporation; and
B) which mature within one year of their deposit; and

i)  shall not be deemed to have any value for capital purposes.

The aggregate exercise value of the short put options must not be greater than 90% of the aggregate
par-nominal value of the acceptable government securities held on deposit. Evidence of the deposit of |
the acceptable government securities shall be deemed an escrow receipt for the purposes hereof if the
agreements required by the rules of the clearing corporation have been executed and delivered to the
clearing corporation and if a copy thereof is available to the Bourse on request. The issuer of the
escrow receipt covering the escrow deposit must be a financial institution approved by the clearing
corporation; and

no capital is required for a put option carried short in an approved participant account if the approved
participant has obtained a letter of guarantee, issued by a financial institution which has been
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authorized by the clearing corporation to issue escrow receipts, in a form satisfactory to the Bourse,
and is:

i) abank which is a Canadian chartered bank or a Quebec savings bank; or

ii) atrust company which is licensed to do business in Canada, with a minimum paid-up capital and
surplus of $5,000,000;

provided that the letter of guarantee certifies that the bank or trust company:

iii) holds on deposit for the account of the approved participant cash in the full amount of the
aggregate exercise value of the put option and that such amount will be paid to the clearing
corporation against delivery of the underlying aterest-bond covered by the put option; or

iv) unconditionally and irrevocably guarantees to pay to the clearing corporation the full amount of
the aggregate exercise value of the put option against delivery of the underlying interest-bond
covered by the put option;

and further provided that the approved participant has delivered the letter of guarantee to the clearing
corporation and the clearing corporation has accepted it as margin.

9405  Bond Options Spreads and Combinations

a)

b)

(01.01.05, 00.00.00)

Call spreads and put spreads

Where an approved participant account contains one of the following spread pairings:

e long call option and short call option; or

e long put option and short put option;

the minimum capital required must be:

i) 100% of the market value of the long option; minus

ii) 100% of the market value of the short option; and

iii) plus the loss (up to the amount of capital required on the short option) or less the gain (up to
50% of the amount by which the long option is in-the-money), that would result if both options
were exercised.

Short call - short put spreads

Where a call option is carried short for an approved participant's account and the account is also short

a put option on the same number of units of trading on the same underlying #nterestbond, the
minimum capital required must be:
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i) the greater of:

A) the capital required on the call option; or
B) the capital required on the put option;
plus
ii) the loss amount that would result if the option having the lesser capital required was exercised:;
minus
iii) the aggregate market value of the short call and short put options.
c) Long call —long put spreads
Where a call option is carried long for an approved participant's account and the account is also long
a put option on the same number of units of trading on the same underlying interestbond, the |
minimum capital required must be:
i)  100% of the market value of the call option; plus
i)  100% of the market value of the put option; minus
iii) the greater of:

A) the amount by which the aggregate exercise value of the put option exceeds the aggregate
exercise value of the call option; or

B) where the premium is equal or greater than $1, 50% of the total amount by which each
option is in-the-money.

d) Long call —short call — long put
Where a call option is carried long for an approved participant's account and the account is also short
a call option and long a put option on the same number of units of trading on the same underlying
bond and where the exercise price of the long put option is greater than the exercise price of the long |
call option, the minimum capital required must be:
i) 100% of the market value of the long call option; plus
ii) 100% of the market of the long put option; minus
iii) 100% of the market value of the short call option; and
iv) less the gain or plus the loss if both call options were exercised (note: the exercise price of the

short call option to be used is the lesser of the exercise price of the short call option or the
exercise price of the long put option).
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9406  Bond Option and Security Combinations

| a)

| b)

(01.01.05, 00.00.00)

Short bond options combinations with underlying irterest-bond
Where an approved participant account contains one of the following combinations:
e short call options and long an equivalent position in the underlying bond; or
e  short put options and short an equivalent position in the underlying bond:;
the minimum capital required must be:
i)  the normal capital required on the underlying bond; minus
ii) 100% of the market value of the short option.
Long bond options combinations with underlying iaterest-bond
Where an approved participant account contains one of the following combinations:
e long call options and short an equivalent position in the underlying bond; or
e long put options and long an equivalent position in the underlying bond,;
the minimum capital required must be the sum of:
i)  100% of the market value of the option; and
i) the lesser of:
A) any out-of-the-money value associated with the option; or
B) 50% of the normal capital required on the underlying bond.

Where the option is in-the-money, this in-the-money value may be applied against the capital
required, up to the market value of the option.

Conversion or long tripo combination

Where, in the case of bond options, a position in an underlying bond is carried long in an approved
participant's account and the account is also long an equivalent position in put options and short an
equivalent position in call options, the minimum capital required must be:

i)  100% of the market value of the long put options; minus

i) 100% of the market value of the short call options; plus



Abrogation margin and capital Rules (Rules 7 and 9), of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and
Report) and concomitant amendments to Rules, 6, 7and 9 APPENDIX B

Bourse de Montréal Inc. 9-77

iii) the difference, plus or minus, between the market value of the underlying bond and the
aggregate exercise value of the long put options, where the aggregate exercise value used in the
calculation cannot be greater than the aggregate exercise value of the call options.



Abrogation margin and capital Rules (Rules 7 and 9), of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and
Report) and concomitant amendments to Rules, 6, 7and 9 APPENDIX B

9-78 Bourse de Montréal Inc.
d) Reconversion or short tripo combination

Where, in the case of bond options, a position in an underlying bond is carried short in an approved

participant's account and the account is also long an equivalent position in call options and short an

equivalent position in put options, the minimum capital required must be:

i) 100% of the market value of the long call options; minus

ii) 100% of the market value of the short put options; plus

iii) the difference, plus or minus, between the aggregate exercise value of the long call options and
the market value of the underlying bond, where the aggregate exercise value used in the
calculation cannot be greater than the aggregate exercise value of the put options.

9407 — 9410 (reserved)

9411  Long Futures Contracts Options-en-Futdures-Contract Positions
(01.01.05, 00.00)

The minimum capital required to carry a long call option or a long put option in an approved
participant's account is the market value of the option, but this amount may be reduced by 50% of the
amount by which the option is in-the-money when the premium is equal to or greater than 4 basis points
in the case of options on Canadian bankers' acceptance futures contracts and 10 basis points in the case of
options on Governement of Canada bond futures contracts.

9412  Short Futures Contracts Options-en-Futures-Contracts-Positions
(01.01.05, 00.00.00)

The minimum capital required which must be maintained in respect of an option carried short in an
approved participant account must be the greater of:

i) 50% of the capital required on the underlying futures contract; or
ii) the capital required on the futures contract less the amount by which the option is out-of-the-money.

9413  Futures Contracts Options-ea-Futures-Centracts Spreads and Combinations
(01.01.05, 00.00.00)

a) Call spreads and put spreads
Where an approved participant account contains one of the following spread pairings:
e long call option and short call option; or
e long put option and short put option;

the minimum capital required must be:



Abrogation margin and capital Rules (Rules 7 and 9), of Policy C-3 of the Bourse (Joint Regulatory Financial Questionnaire and
Report) and concomitant amendments to Rules, 6, 7and 9 APPENDIX B

Bourse de Montréal Inc. 9-79
i)  100% of the market value of the long option; minus

i)  100% of the market value of the short option; and

iii) plus the loss (up to the amount of capital required on the short option) or less the gain (up to
50% of the amount by which the long option is in-the-money) that would result if both options
were exercised (note: to recognize an in-the-money amount, the premium should be equal or
greater than 4 basis points in the case of options on Canadian bankers' acceptance futures
contracts and 10 basis points in the case of options on Governement of Canada bond futures
contracts).

b) Short call — short put spreads

Where a call option is carried short for an approved participant account and the account is also short a
put option, the minimum capital required must be the sum of:

i) the greater of:
A) the capital required on the call option; or
B) the capital required on the put option;
and
i)  the loss that would result if the option having the lesser capital required was exercised.
c) Long call —long put spreads

Where a call option is carried long for an approved participant account and the account is also long a
put option, the minimum capital required must be:

i) 100% of the market value of the call option; plus
ii) 100% of the market value of the put option; minus
iii) the greater of:

A) the amount by which the aggregate exercise value of the put option exceeds the exercise
value of the call option; or

B) 50 % of the total of the amount by which each option is in-the-money when the premium is
equal to or greater than 4 basis points in the case of options on Canadian bankers’
acceptance futures contracts and 10 basis points in the case of options on Government of
Canada bond futures contracts.

9414 - 9420 (reserved)
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9421  Exchange Traded Futures Contracts — General
(01.01.05, 23.01.06, 00.00.00)

a) With respect to an account of an approved participant, market-maker, or restricted trading permit
holder for which a clearing approved participant has issued a letter of guarantee, the Bourse has
established certain charges against the capital of the approved participant carrying the account, which
charges may be less onerous than margin requirements applicable to clients but for which the
approved participant must maintain adequate capital resources at all times;

e) specific capital requirements may be applicable on spread positions when an approved participant
account holds such positions. Every approved participant must clearly identify such spread positions
in its records relating to margin calculations;

f) from time to time the Bourse may impose special capital requirements with respect to particular
futures contracts or particular positions in futures contracts.

9422  Simple or Spread Positions in Futures Contracts
(01.01.05)

The capital requirements which must be applied on all positions in futures contracts held in an
approved participant’s account are determined by the Bourse, in collaboration with the clearing
corporation, from time to time.

9423  Futures Contracts and Security Combinations
(01.01.05, 27.02.06, abr. 00.00.00)
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9424  Bond Futures Contract Combinations with Bond Options
(01.01.05)

With respect to bond options and bond futures contracts held in approved participant accounts, where,
the option contracts and the futures contracts have the same settlement date, or can be settled in either of
the two nearest contract months and where the underlying interest of the bond options is a Government of
Canada bond maturing or callable for redemption in a period between 3 years 9 months and 10%2 years,
the option contracts and the futures contracts may be offset as follows:

a) Long bond options — position in bond futures contracts
Where an approved participant account contains one of the following combinations:
e long call options and short an equivalent face value at maturity of futures contracts; or
e long put options and long an equivalent face value at maturity of futures contracts;
the minimum capital required must be:
i)  In-the-money or at-the-money position:
A) $500; plus
B) 100% of the market value of the option; less
C) the in-the-money amount of the option.
i)  Out of the money position:
A) 100% of the market value of the option; plus

B) the capital required on the futures contract; less

C) the excess of $500 over the out-of-the-money amount of the option.
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b) Short bond options — position in bond futures contracts

Where an approved participant account contains one of the following combinations:

e short call options and long an equivalent face value at maturity of futures contracts; or

e  short put options and short an equivalent face value at maturity of futures contracts;

the minimum capital required must be the greater of:

i) A) the capital required on the futures contract; less

B) 100% of the market value of the short option;
and

i) $500.
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c) Conversion or long tripo combination involving bond options and bond futures contracts

d)

Where a put option is carried long for an approved participant's account and the account is also short
a call option and long an equivalent face value at maturity of futures contracts, the minimum capital
required must be the greater of:

i) A) the greater of the difference, plus or minus, between the daily settlement value of the long
futures contracts and the aggregate exercise value of the long put options or short the call
options; plus

B) the net market value of the long put and short call options;

and

i)  $500.

Reconversion or short tripo combination involving bond options and bond futures contracts

Where a put option is carried short for an approved participant's account and the account is also long

a call option and short an equivalent face value at maturity of futures contracts, the minimum capital

required must be the greater of:

i) A) the greater of the difference, plus or minus, between the aggregate exercise value of the
long call options or the short put options and the daily settlement value of the short futures
contracts; plus

B) the net market value of the long call and short put options;

and

i) $500.

9425  Futures Contracts Combinations with Options on Futures Contracts

(01.01.05)

For the following combinations, the delivery months of the options and of the futures contracts have

no importance.

a)

Long options on futures contracts — position in futures contracts

Where an approved participant account contains one of the following combinations:
e long call options and short an equivalent position in futures contracts; or

e long put options and long an equivalent position in futures contracts;

the minimum capital required must be the greater of:
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b)

i) the capital required on the long option;
and
i) A) the capital required on the futures contract; less
B) the amount by which the option is in-the-money.
Short options on futures contracts — position in futures contracts
Where an approved participant account contains one of the following combinations:
o short call options and long an equivalent position in futures contracts; or
e  short put options and short an equivalent position in futures contracts;
the minimum capital required must be the greater of:
i)  50% of the capital required on the futures contract;
and
ii) A) the capital required on the futures contract; less
B) the amount by which the option is in-the-money.

Conversion or long tripo combination involving options on futures contracts and futures
contracts

Where a position in a futures contract is carried long in an approved participant's account and the
account is also long an equivalent position in put options and short an equivalent position in call
options, the minimum capital required must be the greater of:

i) A) the greater of the difference, plus or minus, between the daily settlement value of the long
futures contracts and the exercise value of the long put options or short call options; plus

B) the net market value of the long put and short call options;
and

i)  50% of the capital required on the futures contracts.
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d) Reconversion or short tripo combination involving options on futures contracts and futures
contracts

Where a position in a futures contract is carried short in an approved participant's account and the
account is also short an equivalent position in put options and long an equivalent position in call
options, the minimum capital required must be the greater of:

i) A) the greater of the difference, plus or minus, between the exercise value of the long call
options or short put options and the daily settlement value of the futures contracts; plus

B) the net market value of the short put and long call options;
and

i)  50% of the capital required on the futures contracts.

9426  Pairing of Government of Canada Bond Futures Contracts with U. S. Treasury Bond
Futures Contracts
(23.01.06, abr. 00.00.00)

Section —9501 - 9600
Over-the-counter (OTC) options

9501  Margin Requirements - General Provisions
(01.01.05, 19.10.06, abr. 00.00.00)
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9502  Margin requirements - Simple Long Positions
(01.01.05, abr. 00.00.00)

9503  Margin Requirements - Simple Short Positions
(01.01.05, abr. 00.00.00)
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9504  Margin Requirements - Paired Option Positions
(01.01.05, abr. 00.00.00)

9505  Acceptable Forms of Margin
(01.01.05, abr. 00.00.00)
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9506 — 9510 (Reserved for future use)

9511  Capital Requirements - General Provisions
| (01.01.05, 19.10.06, abr. 00.00.00)
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9512  Capital Requirements - Simple Long Positions

(01.01.05, abr. 00.00.00)
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9513  Capital Requirements - Simple Short Positions
(01.01.05, abr. 00.00.00)

9514  Capital Requirements - Paired Option Positions
(01.01.05, abr. 00.00.00)

9515  Capital Reduction Allowed for Positions Held by Approved Participants
(01.01.05, abr. 00.00.00)

Section 9601 — 9650
Margin Requirements on Currency-Related Derivatives

9601  Exchange Traded Currency Options — General Provisions
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(26.09.05, abr. 00.00.00)

9602  Long Currency Option Positions
(26.09.05, abr. 00.00.00)

9603  Short Currency Option Positions
(26.09.05, abr. 00.00.00)
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9604  Covered Currency Option Positions
(26.09.05, abr. 00.00.00)
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9605  Currency Option Spreads and Combinations
(26.09.05, abr. 00.00.00)
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9606  Currency Options and Assets Denominated in the Same Currency Combinations
(26.09.05, abr. 00.00.00)
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Section 9651 - 9700
Capital Requirements on Currency-Related Derivatives

9651  Exchange Traded Currency Options — General
(26.09.05, abr. 00.00.00)
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9652  Long Currency Option Positions
| (26.09.05, abr. 00.00.00)

9653  Short Currency Option Positions
| (26.09.05, abr. 00.00.00)

9654  Covered Currency Option Positions
| (26.09.05, abr. 00.00.00)
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9655  Currency Option Spreads and Combinations
(26.09.05, abr. 00.00.00)
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I L ostionand I -option:
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9656  Currency Options and Assets Denominated in the Same Currency Combinations
(26.09.05, abr. 00.00.00)
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