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OSC Boiler Room Unit

The OSC launched a
specialized Boiler Room
Unit to disrupt and prevent
the distribution of
unregistered securities to
investors by unregistered
salespeople. The Boiler
Room Unit consists of staff
with market, regulatory and
law enforcement expertise.
The Unit works with law
enforcement agencies and
other regulators in Canada
and the U.S. to disrupt and
prevent illegal distributions
before they reach investors.
READ MORE

Registration reform

The OSC has led the
development of a revised
draft of proposed National
Instrument 31-103
Registration Requirements,
which would harmonize,
streamline and modernize
the current registration
requirements across the
jurisdictions of the Canadian
Securities Administrators
(CSA). The amendments
made to the proposed rule
address many of the issues
and questions raised by
stakeholders about the
original proposed rule that
was published for comment
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Point-of-sale disclosure

As a member of the Joint
Forum of Financial Market
Regulators, we published a
proposed point-of-sale
framework for comment in
June 2007. The framework's
objective is to provide
investors with meaningful
information when they need
it most — before they make a
decision to purchase a
mutual fund or a segregated
fund.

READ MORE

Options-timing practices

The OSC conducted
comprehensive reviews of
options-timing practices by
public companies in Ontario
as part of a continuous
disclosure review program.
Issuers that appeared to
display indications of options-
timing practices were
identified for review. The
program resulted in a
number of investigations by
the Enforcement Branch.
READ MORE
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international regulaters and agencies
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in 2007.
READ MORE

Environmental reporting
disclosure

The OSC published Staff
Notice 51-716
Environmental Reporting
following a targeted review
of compliance with
environmental reporting
requirements by reporting
issuers. The Notice provides
guidance that reporting
issuers should consider
when discussing
environmental matters in
their continuous disclosure
documents to ensure their
disclosure is in compliance
with securities legislation.
READ MORE

Alternative trading system rules

In a Joint Notice with Market
Regulation Services Inc.
(RS), securities regulators
proposed amendments to
National Instrument 21-101
Marketplace Operation and
National Instrument 23-101
Trading Rules (the ATS
Rules) relating to best
execution and direct market
access. The Notice also
proposed a framework for
trade-through protection.
READ MORE

Ontario's reporting issuers and registrants
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To be an effective and responsive securities
regulator —

fostering a culture of integrity and compliance and
instilling investor confidence in the capital
markets.

OSC VISION STATEMENT

David Wilson

CHAIR, ONTARIO SECURITIES COMMISSION

Public confidence is integral to the efficiency of the capital markets of Ontario and the health of our overall economy. The vision of
the Ontario Securities Commission is to be an effective and responsive securities regulator that fosters a culture of integrity and
compliance among market participants and instils investor confidence in the capital markets. An effective and responsive securities
regulatory regime promotes confidence by preventing misconduct and maintaining market integrity. This, in turn, provides protection
to investors.

The Commission's vision was developed to articulate the OSC's commitment to the important work of regulating the capital markets.
It is intended to reflect the values and the aspirations of the organization. Our statutory mandate is to provide protection to investors
from unfair, improper or fraudulent practices and to foster fair and efficient capital markets and confidence in capital markets. To
fulfill this mandate, Commissioners and OSC staff have devoted their energy and determination to achieving the Commission's four
strategic goals. This annual report is organized around these four goals. We have made progress against our goals but recognize
there is still plenty of work to do.

FROM LEFT TO RIGHT :

David Wilson
Chair

Lawrence Ritchie
Vice-Chair

Peggy Dowdall-Logie
Executive Director

James Turner
Vice-Chair
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Over the 2007-08 fiscal year, OSC staff worked on a number of significant developments in the evolving marketplace, including two
important mergers. TSX Group Inc. and Bourse de Montreal Inc. agreed to combine their exchange operations. The Investment
Dealers Association of Canada and Market Regulation Services Inc. agreed to merge their activities into a single self-regulatory
organization (SRO). The OSC reviewed and approved specific documentation related to the transactions as part of its oversight of
exchanges and SROs in Ontario.

OSC staff have conducted targeted reviews of continuous disclosure filings by those reporting issuers identified as holders of non-
bank-sponsored asset-backed commercial paper (ABCP). The reviews focused on the reasonableness of assessments of the fair
value of non-bank-sponsored ABCP holdings as well as proper disclosure and presentation in financial statements and
management's discussion and analysis. This work is part of an initiative by the Canadian Securities Administrators (CSA) to respond
to developments in the global credit markets. Furthermore, we will continue to co-operate with the International Organization of
Securities Commissions (IOSCO) to contribute to a consistent regulatory response to the international liquidity crisis.

In addition, the OSC and its partners in the CSA have engaged in constructive discussions with the U.S. Securities and Exchange
Commission in respect of mutual recognition. Under a mutual recognition agreement, Canadian exchanges, and possibly investment
dealers, could be exempt from the requirement to register in the U.S. by being registered in Canada.

The OSC recognizes that it has a responsibility to show leadership as well as to co-operate effectively within the current regulatory
framework. To the maximum extent possible, management and staff have worked effectively with the other members of the CSA and
the SROs to modernize and harmonize securities regulation across Canada. Moreover, the OSC has played a leadership role in its
contribution to the initiatives of IOSCO to promote high standards of regulation in order to maintain fair and efficient global markets.

This annual report describes some of the activities and initiatives undertaken by the Commission in the 2007-08 fiscal year. It also
provides the Commission's audited financial statements for the fiscal year ended March 31, 2008.

The conclusion of the 2007-08 fiscal year coincided with a transition of two “We remain steadfast in our
Commission positions at the OSC. Commissioner Robert Shirriff, who determination to protect the integrity of
. L . Ontario's capital markets and minimize
serveq as the Leaq Director of.the Commission since 2005, stepped down misconduct in those markets. In this
after his term of office expired in March 2008. On behalf of my fellow manner, we are serving those investors

Commissioners, | wish to thank Mr. Shirriff for his leadership and exemplary who put their capital to work in our
service to the Commission and its stakeholders. | look forward to working economy.
with our new Lead Director, Commissioner David Knight, as the Commission
OSC CHAIR
addresses new challenges ahead. David Wilson

| also wish to express the Commission's appreciation and thanks to
Commissioner Harold Hands, whose term of office expired in April 2008. Mr.
Hands had served the Commission since 2002, providing valuable counsel
and insight.

OSC 2008-09 goals

The OSC's Statement of Priorities for
2008-09 identifies the following four
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goals for fulfilling the mandate of the

Looking to the year ahead, the Commission is indeed fortunate to welcome Commission:

two new Commissioners who were appointed in April 2008. Both Mary

Condon and Paulette Kennedy have extensive relevant experience to bring - Identify the important issues

to the Commission table. | welcome the opportunity to work with them in midea' with them in a timely

2008-09. . Deliver fair, vigorous and timely
enforcement and compliance

; P programs.

In closing, | want tp Fhank_all of the Comr_nlsspner_s, manggement r?md staff oD e s,

of the OSC for their integrity and professionalism in working to achieve the especially for retail investors.

Commission's mandate. Together, we are responding to the challenges . Support and promote a more

created by the rapidly evolving capital markets with dedication and energy. flexible, efficient and
We remain steadfast in our determination to protect the integrity of Ontario's accountable organization.
capital markets and to minimize misconduct in those markets. In this

manner, we are serving those investors who put their capital to work in our

economy.

Yours very truly,

David Wilsan

b’ _'(d‘\ CHAIR AND CHIEF EXECUTIVE OFFICER,

ONTARIO SECURITIES COMMISSION
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The Ontario Securities Commission is the statutory body responsible for regulating the province's capital markets, according to a
mandate established in the Securities Act and the Commodity Futures Act. The Commission's mandate is to provide protection to
investors from unfair, improper or fraudulent practices and to foster fair and efficient capital markets and confidence in capital
markets. The Commission is a self-funded Crown corporation, accountable to the Legislature through the Minister of Finance.

As a regulatory body, the Commission is responsible for administering and enforcing the Securities Act and the Commodity Futures
Act and performing the duties assigned to it under those Acts and certain other legislation. The Securities Act requires that every
five years the Commission and the Minister shall enter into a memorandum of understanding (MOU) that describes the respective
roles and responsibilities of the Minister and of the Chair and Board of Directors of the Commission. The MOU also sets out the
accountability relationship between the Commission and the Minister.

To enhance transparency in its governance practices, the Commission released its first Statement of Governance Practices in June
2007, along with its 2007 Annual Report and 2007-08 Statement of Priorities.

FROM LEFT TQC RIGHT.

Lawrence Ritchie Vice-Chair, David Wilson Chair, James Turner Yice-Chair, David Knight Lead Director,
Paul Bates, Robert Shirriff, Suresh Thakrar, Wendell Wigle, Harold Hands, Patrick LeSage, Carol Perry, Margot Howard, Kevin Kelly

“The Commission believes that the integrity, effectiveness and commitment of its Members and staff are vital to the
discharge of the Commission’s statutory mandate and to achieving its goals. On behalf of the people of Ontario, the
Commission is dedicated to protecting market integrity and preventing misconduct.”

David L. Knight
LEAD DIRECTOR
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The Statement of Governance Practices includes the
Commission's Charter of Corporate Governance Roles and
Responsibilities, desired member profile and committee
mandates. The Statement also describes the two independent,
but related, roles of the Commission: its regulatory role and its
role as the Board of Directors.

Role as a Regulator

As a securities regulator, the Commission performs both a
policy and rule-making function and an adjudicative function.
The Commission makes rules that have the force of law and
adopts policies that influence the activities of market
participants. In general, market participants include anyone
who sells securities in Ontario or gives advice about investing
in securities, as well as public issuers of securities. A statutory
process provides opportunities for the public to comment on
proposed rules and policies during their development. All
proposed rules must be delivered to the Minister for his
consideration.

Members of the Commission meet every two weeks as a
regulatory body to consider regulatory and policy initiatives. In
2007-08, the Commission held 24 regular meetings and two
special meetings.

In their adjudicative role, the Commissioners act as
independent adjudicators on panels presiding over
proceedings on enforcement matters and regulatory policy
issues, reviews of adjudicative decisions of self-regulatory
organizations and reviews of decisions made by OSC staff.
The Chair of the Commission oversees operational decisions

related to enforcement and does not sit on adjudicative panels.

The Commission, through its Adjudicative Committee,
oversees adjudicative policies, procedures and practices to
ensure they are independent, effective and fair. The
Commission heard a total of 64 matters over 168 hearing days
during the 2007-08 fiscal year. Generally, Commission
hearings are open to the public.

In May 2007, the Commission published for comment new
Rules of Procedure that will replace the Rules of Practice. The
new rules will apply to all adjudicative proceedings before the
Commission where it is required by law to hold a hearing. The
rules are designed to promote the fair resolution of
Commission proceedings in the most expeditious and cost-
effective manner. The new rules are expected to be
implemented in 2008 and will be available on the OSC
website.
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*The 64 matters include all hearings on the merits, as well as
interlocutory and preliminary matters, in 21 new enforcement
proceedings, 24 continuing enforcement proceedings that had
previously commenced, two sanctions hearings, 11 settlement
agreement hearings, two reviews of decisions by a Director, two
reviews of decisions by a self-regulatory organization and two mergers
and acquisitions applications.

Click here for the Effective Compliance and Enforcement section for
specifics of the concluded settlement and contested hearings before
the Commission, which are included in the numbers above.

Meetings of the Commission in 2007-08

Meetings Regular Special

Commission 24
Board 4

Audit and Finance
Committee

Governance and
Nominating Committee

Human Resources and
Compensation Committee

Adjudicative Committee

In fiscal year 2007-08, attendance
by Members at meetings of the
Commission, the Board and the
various committees was 93%

Adjudicative activities of the Commission

Effective adjudication and disposition of matters before
the Commission require that proceedings be brought
without unnecessary delay. This is particularly important
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In addition, on April 1, 2008, the Commission approved
adjudicative guidelines that provide guidance to Members on
the standards expected of them in the exercise of their
adjudicative responsibilities. The purpose of the guidelines is
to ensure that the adjudicative process is, and is seen to be,
conducted with impartiality, integrity and effectiveness.

Role as a Board

Members also serve as the Board of Directors with
responsibilities for the overall stewardship of the Commission.
The Board's duties include overseeing the management of the
OSC's financial affairs and approving the Commission's
annual strategic and operating plans. The Chair of the
Commission is both Chair of the Board and the Chief
Executive Officer, as set out under the Securities Act.

The Commission strives to conform, where appropriate for a
regulatory body, to the best practices of corporate governance
advocated for public companies, as those practices evolve.
For example, a part-time Member is appointed by the part-time
Members of the Board to act as Lead Director to enhance the
Board's capacity for independent oversight. The Lead Director
oversees the operations of the Board to ensure that it carries
out its responsibilities effectively and consults the Chair and
the Chairs of Board Committees in this leadership role.

Members also serve on the Committees of the Board. There
are three standing committees - Audit and Finance,
Governance and Nominating, and Human Resources and
Compensation.

In 2007, the Commission retained an independent consultant
to conduct its first evaluation of the effectiveness of its Board
and committee process. The review addressed the
Commission's Board and committee operations, the adequacy
of information provided to Members, as well as Board and
committee structure, agenda planning and strategic direction.
Following the review, the Commission identified various
governance initiatives for the following year, such as
enhancing the Board's role in identifying and managing risk.

Appointments

Every appointment to the Commission is made according to
the procedures of the Public Appointments Secretariat of the
Government of Ontario. Each Member is appointed to the
Commission for a fixed term by the Lieutenant Governor in
Council. The Commission maintains a member profile that it
developed to identify the areas of expertise, skills and
qualifications needed by the Commission collectively to fulfill
its duties.
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as matters become more complex and hearings more
lengthy. In 2007-08, adjudicative panels sat on 168 days -
a 36% increase in the number of hearing days from 2006—
07.

In order to ensure the timely disposition of matters before
the Commission, adjudicative panels were actively
engaged in case manage-ment, devoting 92 days to
hearing preliminary matters including formal procedural
and constitutional motions and cease trade orders and for
pre-hearing conferences.

In 2007-08, adjudicative panels issued decisions on a
number of significant issues. In Sterling Centrecorp, the
Commission addressed support agreements, lockup
agreements and the “joint actor” rule. In AiT Advanced
Information Technologies, the Commission considered
disclosure obligations of target corporations in the course
of negotiating a merger and acquisition transaction. In
Northern Securities, the Commission addressed its
oversight role over self-regulatory organizations, and
discussed the jurisdiction of the Market Regulation
Services Inc. panel to deal with matters relating to the
validity of the Universal Market Integrity Rules.

A discussion of the Commission's adjudicative activities is
included in the 2007-08 Statement of Governance
Practices on the OSC website.
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The Commission supports and promotes accountability,

transparency and ethical conduct at the OSC. Members must
adhere to the Commission's Code of Conduct and by-laws as
they discharge their responsibilities under the Securities Act

and Commodity Futures Act.

A% AT APRIL 15, 2008

Audit and
Finance Committes

Suresh G. Thakrar, Chair

Margot C. Howard
Kevin ). Kelly
Paulette L. Kennedy
Carol 5. Perry

Human Resources and
Compensation Committee

Margat C. Howard, Chair
Paul K. Bates
Kevin ). Kelly
Patrick J. LeSage

The Commission

Carol S. Perry, Chair
Paul K. Bates
David L. Knight
Wendell 5. Wigle
W. David Wilson
Ex-officio member

Governance and
Nominating Committes

Adjudicative Committes

Patrick J. LeSage, Chair
Mary G. Condon
Lawrence E. Ritchie
Suresh G. Thakrar
James E. A. Turner
Wendell 5. Wigle

John P. Stevenson

Ex-aificio member

* The mandate of sach committes and of the Lead Director are avaable at wiway, osc.00v.0M.Ca

Terms of Commissioners

AL AT MARCH 31, 2008

Mame

Paul K. Bates*
Harold P. Hands
Margot C. Howard
Kevin J. Kelly
David L. Knight
Patrick J. LeSage
Carol 5. Perry

*

Appointed

Junef03
April'02
Decemben06
Decemberf06
Augustiid
DecemberfS

February/0s

Current
term expires

Junefog
April0g
DecembenQ8
December/08
Junef1Q
December/08

Februany/11

Paul k. Bates also serves as Chair of the Investor Education Fund,

Mame

Lawrence E. Ritchie
Robert L. Shirriff
Suresh G. Thakrar
James E. A. Turner
Wendell 5. Wigle
W. David Wilson

Appointed

Februarg07
March/02
Junef03
February07
May03

Nevember/05

Lead Director

David L. Knight

Current

term expires

Februar12
Marchig
Junema
February'12
Maw08

Nevember/10

The term of office of Commizsioner Robert Shirriff expired on March 20, 2003 and the termm of Commissioner Harold Hands

expired on April 3, 2005. The Comtrizsion extends s apprecistion to Mr. Shirriff and br. Hahds far their service and
contributions. Twwo new Commizsioners, Mary Condon and Paulette Kennedy, were appointed to the Commizsion for

http://www.osc.gov.on.ca/About/Annual Rpt/2008/comm.html (4 of 5)02/09/2008 3:31:37 PM



OSC 2008 Annual Report

twwo-year terimns, effective April 9, 2005,
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Delivering on our commitment

"Throughout the 2007-08 fiscal year, the OSC
continuously monitored and improved the efficiency
and effectiveness of its operations.”

Peggy Dowdall-Logie

EXECUTIVE DIRECTOR

The OSC strives to conduct itself as an efficient and accountable regulator of the capital markets in Ontario.We work to deliver
regulatory services in a businesslike manner to our stakeholders, who include investors, issuers of securities and intermediaries.
We endeavor to be responsive to the dynamic nature of the securities markets.

The Commission has set out four strategic goals for the organization to achieve in order to meet its statutory mandate.
Management and staff have been diligent in working to achieve those goals throughout the 2007-08 fiscal year. Many of the results
of that effort are discussed in this Annual Report.

Throughout the 2007-08 fiscal year, the OSC continuously monitored and improved the efficiency and effectiveness of its
operations. This commitment to operational excellence requires management and staff to communicate effectively with
stakeholders, demonstrate financial efficiency and accountability, and conduct themselves with professionalism and integrity. We
co-operate with other securities regulators, both in Canada and internationally; we work with other financial market standards
setters, law enforcement agencies and governments; and we make the best use of our resources.

During 2007-08, the OSC experienced a number of positive changes to its Executive Management Team, which enhanced the
organization's collective expertise and experience. Former Investment Funds Branch Director Susan Silma was appointed Director
of the new Compliance and Registrant Regulation Branch and Brigitte Geisler joined the OSC as Director of the new Market
Regulation Branch. Both bring impressive experience to those roles.

Leslie Byberg, who has been involved in a number of high-profile policy projects as manager of the Investment Funds Branch, was
named Acting Director of the Investment Funds Branch. Gayle Fisher has joined the Commission as the new Chief Human
Resources Officer and Director.

A new senior advisory position was created to work with the Chair and Executive Director on enforcement and ethics. James
"Sasha" Angus was appointed Special Advisor to the Chair and Executive Director, effective January 7, 2008.

These changes have contributed to our overall effort to improve the efficiency and effectiveness of the OSC. The Executive
Management Team is better positioned to work with staff to deliver on our commitment to operational excellence.

http://www.osc.gov.on.ca/About/Annual Rpt/2008/mesg.html (1 of 2)02/09/2008 3:31:50 PM
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| want to express my thanks and appreciation to the OSC staff for their dedication to fulfilling the mandate of the Commission. They
have worked hard to achieve the Commission's goals on behalf of our various stakeholders. The OSC's achievements in 2007-08
demonstrate that we have a great team that is providing effective regulation of the capital markets of Ontario.

Sincerely,

- Peggy Dowdall-Logie
7/@-"‘_’9— M ) ;H EXECUTIVE DIRECTOR AMND CHIEF ADMINISTRATIVE OFFICER,

ONTARIQ SECURITIES COMMISSION

The organizational structure of the OSC

The OSC is comprised of 13 Branches and Offices that have various responsibilities as part of the collective effort to achieve
the Commission's mandate. Certain Branches administer or enforce the regulation of the capital markets in Ontario. Other
Branches and Offices provide support to the Commission across a range of regulatory activities, policy initiatives and
organizational functions.

The Executive Director is the senior staff member and reports to the Chair. In turn, the OSC relies on a matrix reporting
structure for its Executive Management Team. This structure is meant to optimize the respective skills of Directors on the
management team and more clearly reflect their individual responsibilities and accountabilities. Under this structure, certain
Directors have dual reporting lines - to the Chair and to the Executive Director (see organizational chart, page 26). Other
Directors report to the Executive Director, while the Secretary to the Commission reports to the Chair.

The Corporate Finance, Compliance and Registrant Regulation, Investment Funds and Market Regulation Branches
administer the regulatory framework for public companies, intermediaries, investment funds, and markets and self-regulatory
organizations, respectively. The Enforcement Branch is responsible for upholding Ontario securities law through surveillance,
case assessment, investigations and litigation.

The Economic Analysis, Strategy & Project Planning Branch, General Counsel's Office, Office of the Chief Accountant,
Communications & Public Affairs Branch and Office of Domestic & International Affairs provide advice and support in their
respective areas to the Commission, executives and staff. The Corporate Services Branch maintains the OSC's internal
systems and infrastructure, while Human Resources provides service in employee relations and related matters.

The Office of the Secretary is responsible for ensuring the fair and efficient operation of the Commission's administrative
proceedings, reviews and appeals. Staff also administer the Commission's policy agenda and request-for-comments
procedures.

The development of the OSC's organizational structure is a vital element in making progress toward fulfilling the
Commission's mandate to provide protection to investors and to foster fair and efficient capital markets and confidence in
those markets.

http://www.osc.gov.on.ca/About/Annual Rpt/2008/mesg.html (2 of 2)02/09/2008 3:31:50 PM



OSC 2008 Annual Report

2008 ANNUAL REPORT

HOME

DOWMNLOADS CONTACT

ONTARID
SECURITIES
COMMISSION

0sC

GOAL 1 Responsive regulation

W

2007-08 Highlights

Message from the
Executive Director

Goal 1 - Responsive
regulation

Goal 2 - Effective
compliance and
enforcement

Goal 3 - Strong investor
protection

The Commission
organizational chart
Management’s discussion
and analysis
Management's
responsibility and
certification

Financial statements
and notes

Identify the important issues and deal with them in a timely way

The dynamism of the capital markets is always creating fresh challenges for securities regulators. For the OSC to provide protection to
investors and foster fair and efficient markets, these challenges mean that we have to be able to identify the important emerging issues

and trends and set appropriate priorities. Then, we must follow with an appropriate, timely response.

OSC staff identify and develop responses that foster fair and efficient markets in Ontario. A range of regulatory tools - including rules,
policies and staff notices - is available to achieve the OSC's mandate. In addition, OSC staff work co-operatively with the Canadian
Securities Administrators (CSA), other regulators and self-regulatory organizations on regulatory initiatives.

Registration reform

One of the most significant rule-making initiatives underway
involves reforms to the registration requirements for firms and
individuals who sell securities, offer investment advice or manage
investment funds. The CSA published proposed National
Instrument 31-103 Registration Requirements for public comment
in February 2007, and it attracted approximately 260 comment
letters from a variety of stakeholders. CSA members carefully
considered the comments, responded by making a number of
changes, and in February 2008 published a revised proposed rule
for a 90-day comment period. This reform initiative depends on
amendments to the Securities Act which were published for
comment by the Ministry of Finance in April 2008.

Many of the issues raised by stakeholders are addressed in the
changes to the proposed rule. For example, the CSA changed the
requirements for the new category of exempt market dealers in
order to recognize the differences among the business models
used by exempt market dealers.

The proposed rule would harmonize and streamline requirements
that currently exist in various acts, rules, regulations, notices and
practices across CSA jurisdictions. It would improve regulatory
efficiencies and reduce the regulatory burden for some 2,000
firms and 130,000 individuals currently registered under securities
legislation. This more harmonized system would also enhance
proficiency requirements for registered individuals and know-your-
client requirements for dealers, and mandate complaint-handling
and dispute-resolution procedures. The proposed regime also
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Target in 2007-08 Actual in 2007-08
> 90% @ >89%

Percentage of priority
rule-making initiatives

tracking according to plan

Applications to National Registration System
(NRS) by registrants

The NRS allows an individual to file an application for
registration with multiple Canadian securities regulators and
deal with only one regulator - the principal regulator (PR). The
PR is the only contact for the applicant and is responsible for
ensuring that the applicant meets the PR's "fit and proper"
standards.

In 2007-08, PRs received 5,517 NRS applications, up by 7%
from the previous year. If these applications had been made
outside the NRS, there would have been 23,043 applications
filed and reviewed independently by the jurisdictions where
registration was sought. The registrants would have been in
contact with many different regulators about the same
application. As a result of the NRS, the registrants had about
75% fewer contacts with the regulators across the country,
resulting in a decreased regulatory burden for them.

During the last fiscal year, the OSC was the PR on 1,689
applications, an increase of 3% over the previous year. This
number of applications represents more than 30% of the total
NRS applications received in 2007-08.
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requires, for the first time, registration of investment fund
managers, which would make them subject to direct regulatory
oversight. All of these requirements are expected to enhance
investor protection and confidence.

Executive compensation disclosure

As executive compensation practices constantly evolve,
improving disclosure will allow investors to assess how
compensation decisions are made. The OSC's objective, as a
CSA member, is to bring greater clarity and consistency to
executive compensation disclosure.

In February 2008, the CSA sought further comment on the
proposed repeal and substitution of Form 51-102F6 Statement of
Executive Compensation. This form was revised to reflect the
significant public feedback, particularly in the areas of equity
awards, received after the proposals were first published for
comment in March 2007. The proposed form would require public
companies to disclose all compensation awarded to certain
executive officers and directors.
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Monitoring €nvironmental

reporting disclosure

The OSC is increasingly focused on the
adequacy of the disclosure of
environmental matters in continuous
disclosure (CD) documents. Investors are
asking for improved environmental
disclosure and appear to be increasingly
taking this into consideration when making
investment decisions.

After a targeted review of the disclosures by
a sample of 35 Ontario-based public
companies, the OSC released Staff Notice
51-716 Environmental Reporting in
February 2008. The sample included
companies in the mining, energy and
industrial products industries. The Notice
summarizes the results of the targeted
review.

Staff reviewed the CD documents of each
issuer chosen for review, examining
disclosure about matters such as financial
liabilities related to the environment, asset-
retirement obligations and the financial and
operational effects of environmental
protection requirements. Each issuer's
website was checked for the consistency of
the environmental disclosure with the CD
documents.

Overall, several areas of deficient
disclosure were identified, including the
disclosure of environmental liabilities and
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Internal control for reporting issuers

After considering comments on proposed National Instrument 52-
109 Certification of Disclosure in Issuers' Annual and Interim
Filings, the CSA announced in November 2007 its intention to
make significant revisions to aspects of the proposed
requirements relating to CEO and CFO certification of internal
control over financial reporting. These revisions include
exempting venture issuers from all requirements to certify internal
control over financial reporting and disclosure controls and
procedures and delaying the originally proposed effective date of
June 30, 2008. Following publication of the proposed rule for a
further 60-day comment period, the goal is to have it in effect for
calendar 2008 year-ends.

Financial reporting standards

In light of the Canadian Accounting Standards Board's decision to
adopt a globally accepted, single financial reporting standard -
International Financial Reporting Standards (IFRS) issued by the
International Accounting Standards Board (IASB) - the CSA
released Concept Paper 52-402 in February 2008. This paper
sought comments on issues relating to possible rule changes
concerning acceptable accounting principles for reporting issuers
and other market participants. The main issues raised for
discussion included whether to permit the use of IFRS by
domestic issuers before the planned changeover date of January
1, 2011; whether to continue to permit domestic issuers that are
SEC registrants to use U.S. generally accepted accounting
principles; and whether to amend CSA rules to require financial
statements to comply with "IFRS as issued by the IASB." The
comments were received and are under review.

Options timing

OSC staff have conducted comprehensive reviews of options
timing practices by public companies in Ontario as part of their
continuous disclosure review program. To improve the selection
of issuers for review, a risk-based model was developed in 2007-
08 to identify issuers that appeared to display indications of
options-timing issues. The reviews resulted in a number of
referrals to the Enforcement Branch for further investigation.

Market structure

As the structure of the Canadian capital markets evolves due to
the introduction of multiple marketplaces, the OSC and CSA have
been examining several issues that were discussed in a Joint
Notice with Market Regulation Services Inc. (RS), published for
comment in April 2007. In the Notice, the CSA proposed
amendments to National Instrument 21-101 Marketplace
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risks. The disclosure provided was often
boilerplate that did not provide meaningful
information to investors.

The Notice provides guidance that reporting
issuers should consider when discussing
environmental matters in their CD
documents to ensure the disclosure is in
compliance with securities laws. The OSC
continues to monitor the disclosure of
environmental matters as part of ongoing
CD reviews.

The number of marketplaces
operating in Ontario is
steadily increasing

Number of marketplaces*
operating in Ontario

o

—

13

10

Q5/06 0607 07708

Fiscal year

*Includes exchanges that are recognized or exempted from
recognition and a Iternative trading systems.

Looking ahead

. We will work with the CSA to develop a
response to the issues related to asset-backed
commercial paper (ABCP) which fall within the
jurisdiction of securities regulators. Also, we will
continue to work closely with the international
community, including the International
Organization of Securities Commissions, to
contribute to a consistent regulatory response
to the global liquidity crisis.

. Staff will continue to engage in constructive
discussions with the CSA and the U.S.
Securities and Exchange Commission in
respect of mutual recognition.

. We will publish final amendments to National
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Operation and National Instrument 23101 Trading Rules (the Instrument 81-106 Investment Fund Continuous
ATS Rules) relating to best execution and direct market access, PR Bl ele (U e CIDtERE e
and proposed a framework for ensuring that better priced orders
are executed ahead of inferior priced orders (i.e. trade-through
protection). The OSC and the CSA will continue to work on
finalizing amendments to the ATS Rules to address these issues.

principles.

The OSC also contributes to policy-making initiatives at the
international level. During the past year, the OSC chaired the
International Organization of Securities Commissions (I0SCO)
Task Force on Corporate Governance and contributed to the
IOSCO Credit Rating Agencies and Subprime Task Forces.
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These are just some examples of how the OSC has delivered
appropriate regulatory responses to developments within the
capital markets. Guided by consultations with stakeholders and
others, the OSC has worked effectively with the CSA to
strengthen Canada's securities regulatory system.

Number of regulated entities’
by=laws reviewed or approved

by the O5C
]
=
[¥ 5]
r~

05/06 06/07 OF/DE

Fiscal year

This graph provides an indication of the OSC's oversight activity with respect to regulated entities,
which include recognized self-regulatory organizations, recognized/exempt exchanges and
recognized clearing agencies. "By-laws" include all regulatory instruments of a regulated entity.

|z Details about the rules, policies, papers, forms and guidance mentioned in this
section are available at www.osc.gov.on.ca.
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GOAL 2 Effective compliance and enforcement

Deliver fair, vigorous and timely enforcement and compliance programs

To effectively administer and enforce securities laws in Ontario, the OSC strives to deliver compliance and enforcement programs that
are robust, consistent and fair. This challenge involves providing protection to investors from fraudulent or improper activity and
fostering confidence in the marketplace. Compliance is at one end of the continuum of work that the OSC does, while enforcement is at
the other end. This means that there is a full range of tools available to the OSC to fulfill its mandate.

OSC compliance programs are focused on public companies, investment funds, market participants and intermediaries not regulated
by a self-regulatory organization. Risk-based criteria are used to select reporting issuers, market participants and intermediaries for
reviews of their disclosure documents or activities. This approach allows staff to concentrate on areas where regulatory issues are
most likely to appear.

Issuers that restate and refile continuous
disclosure documents as a result of a
regulatory review are included on the

Public company issuers

For public companies, the OSC's compliance priority is improving
the level of disclosure to the marketplace by conducting OSC's Refilings and Errors List located on
continuous disclosure (CD) reviews. In 2007-08, Corporate the Commission's website (www.osc.gov.on.
Finance Branch staff conducted prospectus and CD reviews of ca)

selected public companies across various industries. Examples of
areas of focus during CD reviews included options-timing
practices, the application of the new financial instruments
accounting standards and environmental reporting disclosure
(see page 12). The Branch also has a specialized team that
monitors compliance in take-over bids and other mergers and
acquisitions activity.

Results of O5C prospectus and
continuous disclosure reviews of public
companies in 2007-08

I Refilings and
other disclosure

changes
. 38%
Investment fund issuers Frosp activa
disclosure
. . . b ts
For Ontario-based investment funds, OSC staff conduct selective L Ernaneeman
reviews of prospectuses and CD filings. These reviews are a Mo change

major priority because much of Ontario's investment fund
industry, which represents a significant share of the Canadian
market, relies on ongoing distributions.

The investment funds CD review program was expanded in 2007-
08 following its launch the previous fiscal year. Staff increased the
number of CD reviews to gauge how investment funds are
complying with National Instrument 81-106 Investment Fund
Continuous Disclosure. OSC Notice 81-709 Report on Staff's
Continuous Disclosure Review of Investment Funds, published in
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spring 2008, identifies areas where compliance can improve and
provides guidance for enhancing the quality and presentation of
the management discussion about financial statements.

Oversight of market participants

The Compliance and Registrant Regulation Branch oversees
market participants in a number of ways, including targeted
reviews, which examine a specific issue or area of concern. For
example, the Branch conducted a targeted review of portfolio
managers' marketing practices, which is an area of concern
because of the influence of marketing materials on investors'
decision-making.

In November 2007, OSC Staff Notice 33-729 Marketing Practices
of Investment Counsel/Portfolio Managers provided guidance on
matters such as the use of performance data. Among other
things, the Notice provides guidance that portfolio managers
should ensure that performance data are based on actual returns,
not hypothetical figures, and be calculated using a consistent
methodology. Overall, the Notice was designed to assist
intermediaries in meeting their obligations to clients.

CD reviews and ABCP

In December 2007, the Canadian Securities Administrators
announced that it had initiated CD reviews of reporting issuers
identified as holders of non-bank-sponsored asset-backed
commercial paper (ABCP). The OSC's Corporate Finance,
Investment Funds and Compliance and Registrant Regulation
Branches are participating in this co-ordinated response to
developments in the ABCP marketplace.

If staff concerns are not resolved appropriately following a
compliance review, various regulatory tools are available. These
may involve imposing terms and conditions on registration,
requiring an issuer to restate and refile financial statements, or
referring a case to the Enforcement Branch.

Enforcement of securities laws

While the focus of compliance is on prevention and remediation,
enforcement focuses on protection and deterrence. The provincial
legislature has given the Commission the responsibility and the
powers to enforce the Securities Act and to foster fair and efficient
markets. Those powers include the administrative authority to
sanction wrong-doers.

Adjudicative panels of the Commission can ban individuals from
leadership roles in public companies or certain corporate market
participants - temporarily or permanently. They can also impose
fines and order individuals or firms to disgorge ill-gotten gains,
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Compliance reviews of portfolio
managers in 2007-08

I~
-

35
29

Significant
deficiencies %7

Marketing  Capital Personal
calculations  trading

* The following chart shows the top three significant
deficiencies identified during compliance field reviews of
portfolio managers. Marketing deficiencies relate to the use of
misleading marketing materials. Capital calculation
deficiencies result when firms do not prepare and monitor
their capital requirements on a monthly basis. Personal
trading deficiencies occur when a firm does not have an
adequate process to monitor the personal trading activities of
its employees. The percentages are calculated based on the
number of portfolio managers reviewed and do not represent
the whole population.

Results of OSC prospectus reviews
of investment funds in 2007-08

W Improved
disclosure

36%
Improved form
compliance

Mo significant
changes

3%

Fighting boiler rooms

and other SCAMS

In mid-2007, the OSC launched its
specialized Boiler Room Unit to prevent
and disrupt the illegal distribution of
securities to investors by unregistered
salespeople, who often target senior
citizens. Examples of illegal
distributions include telemarketing
promotions of fraudulent mining,
pharmaceutical and Internet-related
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among other sanctions. In certain cases, the OSC will go to the
Ontario courts and seek jail sentences to punish accused wrong-
doers and send a strong message of deterrence.

Enforcement Branch staff also co-operate with domestic and
international securities regulators and law enforcement agencies
and participate in international fraud investigations. The OSC
supports the effort to close gaps in regulation and fosters co-
operation among securities regulators. In 2007-08, the
Enforcement Branch received almost 2,000 information requests
from international regulators and agencies.

Increasingly, the Enforcement Branch has deployed real-time
methods to better meet its investor-protection mandate.When
necessary, the OSC has obtained court orders appointing a
receiver to take control of any assets of firms under investigation.
Receivers can be authorized to conduct investigations as
appropriate and respond to clients' questions and claims.

The Enforcement Branch is also giving specific priority to stopping
illegal distributions that target seniors. The OSC Boiler Room Unit
has had particular success in protecting investors in 2007-08. The
Unit can respond quickly and has obtained temporary cease trade
orders or taken other court proceedings to disrupt several boiler
rooms (click here).

The OSC believes that timely and appropriate compliance and
enforcement programs are crucial to fostering confidence in the
capital markets. Enforcement and compliance staff are closely
linked in a continuum of oversight provided by the OSC as it
strives to protect market integrity and prevent misconduct.

Enforcement: Concluded settlement and contested
hearings before the Commission®

Some proceedings have more than one respondent.

Fiscal year 05-06 06-07 07-08
Mumber of proceedings 30 22 13
Individual respondents 36 26 12
Corporate respondents 16 5 4

Sanctions include:™

Cease trade orders 17 18 10
Exemplions removed 11 14 7
Director and Officer bans 21 12 8
Registration restrictions 1 5 4

*As at March 31, 2008, there were 29 proceedings before the Commission that had been
commenced but were not concluded. In addition, there were 29 cases in the courts within the
fiscal year. These cases include prosecutions under Section 122 of the Securities Act,
applications to continue freeze directions, to appoint receivers, or for other relief and appeals
or motions for leave to appeal in any proceeding before the Commission.

**There were administrative penalties, disgorgement orders, settlement amounts and costs
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The Boiler Room Unit is responsible for
both investigating and prosecuting cases
assigned to it. Its staff includes dedicated
legal counsel and individuals with market,
regulatory and law enforcement expertise.
When suspicious activity is detected, staff
can act quickly and use the investigative
powers available to provide protection to
investors. Search warrants are used
increasingly to gather evidence. Temporary
cease trade orders (CTOs) and freeze
orders are sought to halt or disrupt
suspicious offerings while our investigations
continue.

The OSC pursues as many persons as
possible connected to a boiler room, with
the goal of taking them out of the
marketplace while their offerings are
investigated. This approach has sped up
the process of shutting down boiler rooms
and assisted in preventing more losses by
investors. The Boiler Room Unit has been
successful in identifying and closing down
several boiler rooms by securing CTOs
against dozens of individuals and fraudulent
companies. At March 31, 2008,
Enforcement Branch staff, including the
Boiler Room Unit, had obtained freeze
orders in respect of more than $16 million —
funds believed to be derived from boiler
room type activities.

Boiler Room Unit staff also co-operate with
other regulators and law enforcement
agencies in Canada, including the RCMP
and Joint Securities Intelligence Unit, and
the United States. In a global capital
market, the fight against fraud requires a
collective effort to protect the interests of
investors and prevent misconduct.
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totalling $5,149,282 imposed during the fiscal year.

Enforcement timelines

The number of matters under review by the Intake and Investigations
units of the Enforcement Branch increased by 18% in 2007-08

Fiscal year 05-06 06-07 07-08
Intake units
Number of files/cases assessed
Transferred to Investigations. 51 50 58
Referred to another agency 34 43 28
Closed* 315 328 413
Taotal 400 421 499
Average number of months 2.4 2.0 2.4

Investigation units

Mumber of files
Transferred 1o Litigation 20 16 16
Closed 12 25 32
Total 32 41 48
Average number of months 9.8 9.5 10.4

*Intake units conduct initial analyses on all matters referred to the Branch. The criteria to
determine which enforcement matters are pursued through full investigations are set out in
OSC Staff Notice 11-719 A Risk-based Approach for More Effective Regulation. Factors
considered include whether there is evidence that securities laws were breached and the
losses involved. Files that are not investigated are either referred to the appropriate
investigative agency or closed.
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Enforcement investigations by category

As at March 31, 2008, the Enforcement Branch
had 53 matters in Investigations, as follows:

Investigation type

Abusive trading practices 3
Inadequate or misleading disclosure 7
Ilegal insider trading 12
Mon-compliance with an order of the 1
Commission

Registrant misconduct 5
Trading without registration and/or 25
prospectus

Total 53

Looking ahead

. We will expand our specialized Boiler Room
Unit dedicated to investigating breaches of the
Securities Act.

We will develop a new approach to insider
trading investigations, including tools aimed at
allowing us to target recidivist insider traders
who have organized their affairs to improperly
use undisclosed material information.
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Champion investor protection, especially for retail investors

Effective securities regulation provides protection from unfair, improper or fraudulent practices and reduces harm to investors. Investor
protection is a core element of the OSC's dual mandate. The OSC seeks to achieve this through administering and enforcing the

Securities Act and the Commodity Futures Act.

OSC staff investigate numerous complaints about potential breaches of Ontario securities law such as illegal insider trading,

misleading disclosure and untimely disclosure. The Commission has the authority to impose sanctions on individuals and companies.
These sanctions may include fines, reprimands and suspensions from the industry. (For more on enforcement, click here.)

In Ontario, anyone who sells securities or offers investment
advice to investors, including securities firms and their
representatives, must register under the Securities Act, unless
they have an exemption. The conduct of registered dealers and
advisers is regulated either directly by the OSC or through a self-
regulatory organization (SRO), which can set and enforce
requirements for its members' operations, standards of practice
and business conduct. These requirements must meet or surpass
requirements under Ontario securities law. The OSC oversees
three SROs: the Investment Dealers Association of Canada
(IDA), the Mutual Fund Dealers Association of Canada (MFDA)
and Market Regulation Services Inc. (RS). The OSC relies on
these SROs as the front-line regulators for dealers and has also
delegated certain registration functions to the IDA. The OSC
monitors the activities of the three SROs through a
comprehensive oversight program.

Enhanced investor protection has also been a central objective of
several significant regulatory initiatives involving the OSC. These
include the development of a proposed rule to reform the
registration requirements for market participants, a proposed
framework to provide mutual fund and segregated fund investors
with improved point-of-sale disclosure, and the proposed
transition to a new electronic format for public companies to file
financial statements.

Registration reform

The OSC has led the development of a proposed rule (National
Instrument 31-103 Registration Requirements) that when
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Visits to the consumer section of O5C website

Fiscal year Visits
2006-07 52,209
2007-08 51,883
Contacts with the OSC
Fiscal year 05-06  06-07 07-08
Written complaints 1,206 1,086 845
Inquiries
Telephone 30,535 26,595 24,073
E-mail 6,121 6,173 5,736
Total inquiries 36,656 32,768 29,809
Total contacts 37,862 33,854 30,6547

* In the current fiscal year, the total number of contacts slightly
exceeded the previous seven years' average of 29,600. Contacts
spiked above average in the two previous fiscal years. The number
of contacts are driven by inquiries from market participants,
particularly reporting issuers, in response to the Commission's rule-
making activities. Investor contacts largely reflect recent market

conditions and enforcement activities.
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implemented would harmonize, streamline and modernize the
current registration requirements across the Canadian Securities
Administrators (CSA) jurisdictions. The planned reforms to the
regime for registering dealers, advisers and investment fund
managers will benefit investors. The reforms would require the
registration of investment fund managers, set out higher
proficiency requirements for registrants and introduce
requirements relating to complaint handling and dispute
resolution. (For more details, click here.)

Point-of-sale disclosure

The OSC has been working with other securities regulators as
well as insurance regulators in Canada to improve disclosure for
mutual fund and segregated fund investors. As part of the Joint
Forum of Financial Market Regulators, the OSC published a
proposed point-of-sale framework for comment in June 2007. The
framework's objective is to provide investors with meaningful
information when they need it most — before they make a decision
to purchase a fund. The Joint Forum wants investors to
understand the potential benefits, risks and costs of investing in a
fund, and to be able to meaningfully compare funds. (For more
details, see sidebar at right.)
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Most common contacts from investors

Represents 66% of the total investor contacts
for 2007-08

Fiscal year 07-08
Reporting issuer matters 1,243
Proceedings, hearings and investigations® 679
Customer service issues™" 525
Complaint process and status of 450
complaints submitted

Alleged scams and frauds 377

*|ssues related to proceedings, administrative hearings and
investigations.

**|ssues related to service in the financial markets, such as fee
levels, response times, account transfers etc.

Most common contacts from market participants

Represents 68% of the total market participant
contacts for 2007-08

Fiscal year 07-08
General inquiries and questions 10,575
Registration matters 3,517
Assistance with electronic disclosure 1,686
by insiders

Proceedings, hearings and investigations 890
Reporting ssuer matters 834

Enhancing disclosure

at the point of sale

When investors consider buying a mutual
fund, the OSC wants them to have
meaningful information when they are
making their investment decision - at the
point of sale.

Investors need information to be able to
understand the potential benefits, risks and
costs of investing in a fund, and to be able
to make meaningful comparisons between
funds. The OSC has collaborated with the
Joint Forum of Financial Market Regulators,
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The OSC is leading a CSA project that allows reporting issuers to
file financial information in eXtensible Business Reporting
Language (XBRL) on a voluntary basis. XBRL is a business
reporting language that makes it easier for investors and analysts
to quickly access and analyze financial information. With XBRL,
the financial information can be analyzed by XBRL-enabled
software, allowing both investors and analysts to quickly access
key ratios and perform comparisons across multiple issuers. The
CSA's XBRL voluntary filing program was launched in May 2007.
This was an important first Step to begin educating investors,
reporting issuers and decision-makers about the advantages of a
technology that is being adopted around the world. The voluntary
program will help the CSA test and assess the usefulness of
XBRL as it considers whether to make filing in the XBRL format
mandatory.

The OSC is also co-operating with the IDA, the MFDA and the
Ombudsman for Banking Services and Investments (OBSI) to
address other needs and concerns of investors. For example, the
four organizations took steps to help investors better understand
how to navigate through the complaint process, including
providing improved communications materials for investors in
print and online. These materials include a plain language guide
on where investors can go for help about a complaint.

The Investor Forum held in Toronto on October 24, 2007, is
another example of a co-ordinated initiative by the OSC, IDA,
MFDA and OBSI as a means of outreach to investors. Sponsored
by the four organizations, the Investor Forum was an opportunity
to offer education sessions on topics such as understanding
investment products and risks. It was also a forum for investors to
share their views and concerns.

The OSC, IDA, MFDA, and OBSI are committed to working
together to continue to help investors make informed decisions.
The two-year term of the OSC Investor Advisory Committee,

created to enhance consultation with investors, ended in 2007-08.

The committee provided valuable input and the OSC thanks the
members for their efforts. A new Joint Standing Committee on
Retail Investor Issues, with representation from the SROs, the
OBSI and the OSC, will co-ordinate work on investor initiatives
and engage retail investors in the regulatory policy process.

The success of the capital markets depends on investors having
confidence in the fairness and efficiency of those markets.
Regulatory co-operation and investor education are crucial
elements in fostering and maintaining that confidence. By
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which includes representatives of
insurance, securities and pension
regulators, to develop a proposed point-of-
sale framework for mutual funds and
segregated funds.

On June 15, 2007, the Joint Forum
published its proposed point-of-sale
framework (Proposed Framework 81-406
Point of Sale Disclosure for Mutual Funds
and Segregated Funds) for public
comment. A two-page document called
Fund Facts is a significant element of the
framework. Using plain language, the Fund
Facts highlights critical information for
investors, including fund performance, risks
and costs. Under the framework, investors
would receive the Fund Facts before or at
the time they are making their decision to
buy a mutual or segregated fund.

After considering all of the comments
received, the Joint Forum will develop a
final framework and the CSA will
subsequently publish for comment a rule
proposal.

This important disclosure initiative is one of
the ways in which the OSC is meeting its
goal to champion protection for retail
investors.
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providing effective regulation and continuing their dialogue with Dispasition of complaints to the O5C
investors, the OSC and the SROs can also provide effective
protection to investors in Ontario and across Canada. 2007-08
289/ were referred for further
0 regulatory review within
the Commission
] . 0 were handled by staff
Average time to respond to complaints 64 /D et e e
Complaints are allegations about possible violations of securities law explanation to the
of other improper conduct involving a public company, investment complainant
product, salesperson, firm or individual. These numbers represent the
number of days taken to complete the research, analysis and response 8% :‘_Iem ha::;léd b:r::l‘::‘lng
to written complaints to the O5C. 2 mm. inarn
appropriate agency
Average
Fiscal Year number of days*
2005-06 26
2006-07 22
06-0 Looking ahead
2007-08 18
. We will work with the Joint Forum of Financial
Market Regulators to publish a final framework
* All complaints are acknowledged upon reciept. for point-of-sale disclosure for investors in
mutual and segregated funds.
Total direct audience: OSC Staff will work with the Investor Education

Committee of the Canadian Securities
Administrators and produce online and print
information for investors that is consistent,
accurate and timely.

We will develop proposals to modernize
securities regulation of scholarship plans.

investor communications public
outreach programs

18,542
18,200

17,343

05/06 06/07 OF/DE

Fiscal year

The OSC participated in 29 trade shows and 33 seminars in 2007-
08 and distributed 50,128 brochures to investors across Ontario.

Q) The OSC offers resources and information for investors in
~ the "For the Consumer" section of www.0sc.gov.on.ca.
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Support and promote a more flexible, efficient and accountable organization

Organizational efficiency and accountability are fundamental to achieving the other three goals of the Commission (click here). The
OSC constantly strives to advance its business competence and effectiveness by making the best use of its staff and resources,

including technology and research.

The success of any organization depends on its people. The OSC fosters a culture of integrity as a crucial part of the overall effort to
fulfill its mandate as a securities regulator. Commissioners and staff are required to maintain the highest standards of conduct and
personal integrity. In their dealings with stakeholders, Commissioners and staff must be open and fair.

The OSC has robust standards of ethics and accountability, and
these were strengthened in 2007-08, consistent with the
implementation of the Public Service of Ontario Act, 2006
(PSOA). The PSOA was proclaimed into law in August 2007 and
is part of the Government of Ontario's commitment to strengthen
accountability and transparency in the public service, which
includes the OSC. The OSC's Code of Conduct was revised, in
part, to ensure that the OSC's conflict of interest rules comply with
the rules applicable to the provincial public service. Additional
revisions were made to the Code of Conduct to further enhance
the OSC's existing vigorous accountability regime (click here).

As an organization, the OSC continually monitors and improves
the efficiency of its operations. This approach enables staff to be
flexible and responsive to the needs of stakeholders, including
investors, public companies and intermediaries. The OSC website
is an important interface with the public and the OSC has
commenced a redevelopment of the site to enhance its value to
all stakeholders. To increase our responsiveness to the needs of
retail investors, the OSC established an Investor Assistance
section within its Inquiries & Contact Centre. This section will
focus on investor contacts received by written correspondence,
telephone and e-mail.

Proportionate regulation

Ontario's market participants must compete in an increasingly
competitive global marketplace. The OSC faces the challenge of
having to administer and enforce securities laws without unduly
restricting competition through excessive regulatory burdens or
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~>7.4 years

Legal and accounting expertise

A O LT AL

The OSC employs a highly professional workforce with over 40% of
employees having either legal or accounting expertise. Other
professional staff include geologists, information technology
specialists, economists, communications specialists and human
resources professionals.
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costs of compliance. As a result, the OSC continues to develop
expertise and rigour in the conduct of cost-benefit analyses for
proposed regulation, which can further support the development
of balanced, cost-effective regulation.

OSC staff conduct an analysis of the costs and other potential
impacts of policy initiatives to assist in evaluating regulatory
alternatives and ensuring the outcome is reasonably
proportionate to the costs. In 2007-08, for example, the OSC
completed a cost-benefit analysis for proposed amendments to
National Instrument 21-101 Marketplace Operation and National
Instrument 23-101 Trading Rules. This and other cost benefit
analyses are available on the OSC website.

Technology strategy

To more effectively leverage information technology (IT) to
support the OSC, a new IT strategic plan was completed in 2007-
08. The IT plan addresses the business needs of the Commission
and identifies new technology opportunities to further improve the
timeliness and efficiency of current and future securities
regulation.

Effective data, information and knowledge management is the
foundation of the IT strategic plan. A multi-year series of initiatives
has been defined to create an integrated technology framework
that supports responsive regulation through fast and secure
access to OSC and third-party information. Such a framework will
improve both the agility and productivity of OSC operations, and
interactions with market participants and the public. The key
elements of this IT initiative include knowledge-sharing balanced
with information security, and enterprise content management.

Human resources

In its HR strategy, the OSC works to ensure that it will have the
right staff at the right time to meet its goals and future needs. In
2007-08, the OSC refined its HR strategic plan to focus on the
priorities of attracting and retaining staff, a total compensation
framework and a succession planning approach.

OSC staff have a broad range of skills, education and expertise to
apply to fulfilling the mandate of the organization. The
professional profile of the OSC includes securities lawyers,
litigation counsel, accountants, geologists and economists. In
2007-08, the OSC hired a Chief Human Resources Officer and
improved its process for promoting employment opportunities
through the OSC website.

International Monetary Fund assessment

In February 2008, the International Monetary Fund (IMF)
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Strengthening

accountability

The OSC supports the Government of
Ontario in its commitment to strengthen
accountability and transparency in the
public service. Accordingly, the OSC is
ensuring that its rigorous policies and
procedures for ethical conduct adhere to
the requirements of the new Public Service
of Ontario Act, 2006 (PSOA).

The PSOA was proclaimed on August 20,
2007. Specifically, the OSC is subject to
those parts of the PSOA that establish:

. a conflict-of-interest framework;

. rules governing permitted, restricted
or prohibited political activity; and

. guidelines for disclosures of
wrongdoing in the public service,
including the creation of a statutory
mechanism by which such
disclosures may be made to an
independent third party outside of the
OSC.

The OSC's revised Code of Conduct will
require Commissioners and employees to
adhere to the highest ethical standards set
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published an assessment of the stability of Canada's financial
sector. The OSC submitted a detailed self-assessment for the
purposes of this independent review. The IMF's final report noted
that the Canadian financial sector is among the world's most
highly developed and offers many examples of best practices. It
also asserted, generally, that Canada has a robust regulatory
framework for issuers of securities, market intermediaries,
secondary markets and self-regulatory organizations. The OSC,
working with the Canadian Securities Administrators, is
monitoring the progress made on the IMF's recommended action
plan and will report back on further developments.

The OSC continuously monitors its operations with a view to
improving its efficiency. Increased efficiency and productivity of
the organization support the goal of effective and responsive
securities regulation, in further fulfillment of the OSC's mandate to
provide protection to investors and foster confidence in the
integrity of the capital markets in Ontario.

Response times to contacts in 2007-08

Average response timelines by staff in the
OSC Inguiries & Contact Centre

Type of contact Average response time
Wait time to speak by telephone with 27 seconds
an Inguiries Officer

E-mail contacts 1.1 business days
Complaints 18.0 business days*

" Al complaints ane acknowledged upon receipt

As part of its commitment to enhancing efficiency, the OSC has
reduced the time it takes to respond to written complaints by
31%since fiscal year 2005-06

The OSC Statement of Priorities for the 2008-09 fiscal year
is available at www.0sc.gov.on.ca.
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for public servants. In part, the revisions are
intended to ensure that the OSC's conflict-
of-interest regime is no less stringent than
the regime applicable to public servants as
required under the PSOA.

The PSOA also requires the OSC to have a
formally designated Ethics Executive.
Beginning August 20, 2007, Chair and CEO
David Wilson assumed the role of the
Ethics Executive. He is responsible for,
among other things, dealing with inquiries
regarding actual or potential conflicts of
interest and making determinations on such
inquiries.

The Commission approved the revised
Code in principle on February 12, 2008,
with a proposed effective date of August 20,
2008, subject to the provincial Conflict of
Interest Commissioner approving the
Code's conflict-related provisions.
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Looking ahead

. We will implement updated conflict-of-interest
policies that will appropriately strengthen the
Commission's standards of ethics, integrity and
accountability consistent with the new Public
Service of Ontario Act.

Staff will complete a redevelopment of the OSC
website to better respond to the needs of all
stakeholders.

We will implement improved internal knowledge-
management initiatives across the OSC.
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Management's discussion and analysis

The financial statements present the results of the OSC for the year ended March 31, 2008 with 2007 comparatives and
accompanying notes. Unless otherwise specified, references to years, for example 2008, refer to the fiscal years of the OSC ended
March 31. The following comments analyze the factors which affected the OSC's operations during 2008, as well as the factors
that reasonably may be expected to affect future operations and financial results.

This document should be read in conjunction with the financial statements. Certain statements included in this annual report are
forward looking and are subject to important risks and uncertainties. The results or events forecast in these statements may differ
materially from actual results or events. Factors which could cause results or events to differ from current expectations are described
in the risks and uncertainties section. Readers should note that some assumptions, although reasonable at the time of publication,
are not guarantees of future performance.

The preparation of financial statements that conform with Canadian generally accepted accounting principles (GAAP) requires
estimates and assumptions to be made that affect the reported amounts of assets and liabilities and disclosures of contingent
liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the reporting period.
Estimates are calculated based on historical experience, current trends and other assumptions that are believed to be reasonable
under the circumstances. Actual results could differ from those estimates.

Overview

The OSC is a corporation without share capital and is the regulatory body responsible for regulating the province’s capital markets.
As a Crown corporation, the OSC is exempt from income taxes. The OSC's operations are funded through fees paid by securities
market participants. Employee compensation and occupancy costs account for 83.0% (2007 — 81.7%) of OSC expenses.

Internal control over financial reporting

The OSC believes that its own governance practices should be robust, transparent and, where applicable, conform to the best
practices advocated for public companies. Recognizing the importance of high quality, reliable and transparent financial reporting,
in 2007 the Audit and Finance Committee and management decided to implement the reporting issuer provisions of Multilateral
Instrument 52-109 with respect to internal control over financial reporting (ICFR).

This led to a process of research and planning, identification of risk areas, review and documentation of controls and identification
of areas for improvement. This process involved OSC staff and management, with the assistance of external resources. As a result,
the statement of Management's Responsibility for the financial statements was expanded to include the appropriate certification.

In 2008, improvements in internal control were made to address items that were discussed in last year’s report. The documentation
of controls was also reviewed and updated and no material weaknesses were found in the design of controls.

OSC revenue

The OSC fee structure is designed to generate fees that reflect the OSC'’s cost of providing services to market participants. Starting
April 1, 2003, the OSC has set fee levels every three years, most recently at April 1, 2006. Fee levels are adjusted to offset
accumulated deficits or surpluses. The forecasted surplus at March 31, 2006, was used to establish a reduced level of participation
fees for the new fee schedule. The current fees have been in place since April 1, 2006. The fee structure is being reviewed to
determine if there are ways to improve the predictability of revenues, fairness to market participants and matching of revenues
and expenses. Implementation of a revised fee schedule is planned for April 1, 2009. The fee schedule requires the payment of
"activity fees” and “participation fees”.
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Activity fees are set at a level to reflect an estimate of the direct cost of OSC staff resources used in undertaking those activities
requested of staff by market participants. Activity fees are charged at flat rates based on the average cost to the OSC of providing
the service.

Participation fees are based on the cost of a broad range of regulatory services that cannot be practically or easily attributed to
individual activities or entities and are intended to serve as a proxy for the market participant’s use of the Ontario capital markets.
Participation fee levels are set using a tiered structure. Fees for issuers are based on market capitalization; fees for registrants are
based on their revenues. As a market participant grows, it moves through various tiers which have increasingly higher fees. The
breadth of the tiers was designed to minimize movement through tiers due to market fluctuations and thereby reduce the volatility
in OSC revenues due to positive or negative market changes.

Having gained more experience with the fee structure it has been noted that it is more closely correlated to market performance
than anticipated. In 2008, participation fees were $2.0 million higher than budgeted. This increase was due to higher than expected
growth in registrant firm revenues, which generated higher participation fees. Higher than planned revenues accounted for about
one quarter of the surplus over the 2008 budget.

The Securities Act states that, when ordered to do so by the responsible Minister, the OSC shall pay into the Consolidated Revenue
Fund such of its surplus funds as is determined by the Minister. Following the move to the current fee structure in April 2003, the
then responsible Minister confirmed that the OSC is not required to remit its surpluses, subject to appropriate terms and conditions
to be agreed with the Ministry. As noted above, the OSC remains committed to re-evaluating its fee levels every three years and
to take into account any accumulated surplus in setting fees for the ensuing period. Any future deficits will be funded either
through existing or future surpluses or from the OSC's reserve.

Selected three-year annual information

(Thousands) 2008 2007 2006
Revenues $ 78,238 $ 71,067 $ 83,050
Expenses $ 73,621 $ 69,304 $ 65,823
Excess of revenue $ 4,617 $ 1,763 $ 17,227
Capital assets $ 2,658 $ 3,229 $ 4,017

Analysis of operating results
The OSC actively manages expenses by:

> Preparing an annual budget, which is reviewed by the Audit and Finance Committee and approved by the Board;
> Continually assessing and improving the efficiency of processes;

> Reporting actual versus budget performance and updated full-year forecasts every quarter to the Audit and Finance Committee
and the Board; and

> Requiring Board approval of significant unbudgeted expenses or re-allocations.
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Management's discussion and analysis

2008 actual versus 2007 actual

(Thousands) 2008 actual 2007 actual
Revenues $ 78,238 $ 71,067
Expenses $ 73,621 $ 69,304
Excess of revenue $ 4,617 $ 1,763

Excess of revenue over expenses

The excess of revenue over expenses for 2008 was $4.6 million, up $2.8 million from 2007. Revenues increased as participation
fees were $6.1 million higher. Slightly lower revenues from issuer participation fees were more than offset by higher revenues from
registrant participation fees. Overall, activity fee revenues grew by 2.7% or $295,000. In all cases, the revenue changes were due
to growth in registrant revenues and issuer market capitalization, as the fee schedule has remained unchanged since April 1, 2006.
Investment income rose 8.8% or $277,000, reflecting higher rates of return and larger than planned cash balances.

The overall increase in expenses is primarily related to increased staff-related costs for salaries and benefits and occupancy. Revenues
and expenses are discussed in more detail below.

Revenues

(Thousands) % of total fees 2008 actual 2007 actual Change % change
Participation fees 81.5 $ 60,913 $ 54,814 $ 6,099 11.1

Activity fees 14.8 11,027 10,732 295 2.7
Late fees 3.7 2,754 2,238 516 23.1

Total fees 100.0 74,694 67,784 6,910 10.2

Investment income 3,417 3,140 277 8.8
Miscellaneous 127 143 (16) (11.2)
Total revenues $ 78,238 $ 71,067 $ 717 10.1

Figure 1 Figure 1 shows the sources of OSC fee revenues.
0SC fees by type

Revenues for the year were $78.2 million, up $7.2 million from 2007.

Bl Faricipation fees 81.5% The variance is related to the following:

Activity fees 14.8% Participation fees for registrants, which are based on registrant
I ote fees 3.7% revenue levels, were higher by $6.4 million due to higher revenues for
registrant firms. This was partially offset by issuers participation fees,

which were $300,000 lower than last year.

Activity fees were higher by $295,000 mainly due to increased
numbers of prospectus filings (both for reporting issuers and
investment funds), private placement filings, and applications for relief.

Late fees were $516,000 or 23.1% higher as revenues increased across most late filings categories.
Miscellaneous revenue generally remained unchanged.

Investment income was higher due to the higher cash balances and interest rates. The average rate of return on investments was
4.23%, which was 31 basis points higher than in 2007.
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Expenses

(Thousands) % of total expenses 2008 2007 % change 2006 2005
Salaries and benefits 75.6 $ 55,609 $ 51,508 8.0 $ 48,871 $ 44,287
Administrative 7.7 5,655 5,143 10.0 5,263 5,464
Occupancy 7.5 5,533 5,104 8.4 4,570 4,037
Professional services 6.0 4,445 4,827 (7.9 3,827 3,416
Amortization 2.0 1,483 1,771 (16.3) 2,329 3,267
Other 1.2 896 951 (5.8) 963 1,158
Total expenses 100.0 $ 73,621 $ 69,304 6.2 $ 65,823 $ 61,629
Figure 2 Total expenses for 2008 (Figure 2) increased 6.2% to $73.6 million
0SC expenses by type (2007 - $69.3 million).

I sotories and berefits 75.6% The key contributors to the expenditure increase were as follows.

Administrative 7.7%
. Occupancy 7.5%

. Professional services 6.0%

Salaries and benefits costs increased by 8.0% to $55.6 million
(2007 — $51.5 million) and accounted for 75.6% of total OSC expenses.

The full-year cost impact of staff hired during 2007 as well as the costs

I Amortization 2.0% for 23 new positions approved in the budget and hired throughout

Wl other 1.2% 2008 were significant contributors to the increase. Sixteen of these

positions were added to the Enforcement Branch to improve the

effectiveness of work on enforcement matters. Included in this staffing
was the establishment of a new “Boiler Room” unit to address the sales of unapproved securities by unregistered individuals,
frequently to small, often unsophisticated, investors. The remaining seven positions were needed to address workload in various
operational areas.

Also contributing to the variance was the impact of the salary increases put in place at the beginning of the fiscal year totalling
approximately $1.9 million. Because the OSC operates in a competitive environment for professional talent, the OSC's compensation
system includes performance-based incentives. These incentives represented 9.4% of total salaries and benefits costs (2007 — 9.4%).

Administrative costs accounted for 7.7% (2007 — 7.4%) of the OSC’s total expenses. Expenditures on administrative costs
increased by 10% to $5.6 million (2007 — $5.1 million). Spending for training decreased by 18.0% to $594,000 (2007 — $724,000)
as Mutual Reliance Review System (MRRS) training, which occurs every other year, did not take place in 2008. Commission-related
expenses increased 23.5% to $1.3 million (2007 — $1.0 million). The increase reflected increased meeting and hearings activity as
the number of matters before the Commission increased 49% to 64 (2007 — 43). The number of sitting days rose by 36%, the
number of committee meetings was up by about 10% and the number of preparation and deliberation days was up by about 30%
(due to an increase in the number and complexity of cases and longer hearings). Communications costs were 17.8% higher at
$1.6 million (2007 — $1.3 million). Increases in online research and information services were the largest component of this increase.
Information technology maintenance and support costs rose 12.5% to $1.0 million (2007 — $925,000). Spending on supplies
increased 3.0% to $727,000 (2007 — $706,000).

Occupancy costs accounted for 7.5% (2007 — 7.4%) of the OSC’s total expenses. Expenditures on occupancy increased $429,000
or 8.4% to $5.5 million. The increase reflected the impact of higher lease costs and the acquisition of additional space to
accommodate staff growth.

Professional services costs decreased 7.9% from $4.8 million to $4.4 million and accounted for 6.0% (2007 — 7.0%) of the
OSC's total expenses. The OSC contracts third-party professional services when it is not cost-effective to perform the work itself
or when it is seeking specialized skills.
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There was no spending on the System for Electronic Disclosure by Insiders (SEDI) modernization project ($1.2 million in 2007) as
work was postponed in 2008 pending the completion of the Canadian Securities Administrators’ (CSA) information technology
strategic plan. Recruitment costs were $109,000 lower due to less reliance on external recruitment services. Spending on
enforcement-related professional services, including the use of external legal and forensic accounting resources and other specialized
expertise, was $847,000 higher than in 2007 as a greater number of cases required external resources in 2008. External cost
recoveries from enforcement actions were $54,000 higher.

The OSC is a member of the CSA, which is a forum of provincial securities regulators. Total CSA spending on shared projects in 2008
was unchanged at $2.2 million; the OSC contributed $873,000 (2007 — $895,000). Professional services include costs to operate
CSA offices (allocated on a formula basis) as well as the OSC’s portion of professional services costs incurred on joint CSA projects.

All CSA projects, including the development of harmonized securities policies and rules, are co-ordinated through a central
secretariat. The CSA’s business relationships with third-party technology providers are managed through the CSA systems office.
In 2008, the OSC contributed $217,000 (2007 — $172,000) to the cost of the CSA Secretariat and $235,000 (2007 — $230,000)
to the cost of the systems office.

Amortization costs accounted for about 2.0% (2007 — 2.6%) of the OSC's total expenses. Amortization expenses decreased to
$1.5 million (2007 — $1.8 million) due to lower amounts for leasehold improvements and furniture and fixtures.

Other expenses, which are travel and related expenses, declined by $55,000 or 5.8% to $896,000 (2007 — $951,000) and
accounted for 1.2% (2007 — 1.4%) of the OSC's total expenses. Key sources of this decrease were less travel due to the deferral
or postponement of some international work with the International Organization of Securities Commissions (I0SCO) and
replacement of some planned CSA-related travel with conference calls.

2008 actual versus 2008 budget

(Thousands) 2008 actual 2008 budget
Revenues $ 78,238 $ 75,189
Expenses $ 73,621 $ 82,437
Excess of revenue $ 4,617 $  (7,248)

The budget called for a deficiency of revenue over expenses of $7.2 million in 2008. The actual result was an excess of $4.6 million.
Revenues were $3.0 million higher than budget primarily due to surplus participation fees ($2.0 million) as previously discussed,
late filing fees ($0.4 million) and investment income ($0.7 million). Expenses reflected lower than expected spending across all
expense categories. Employee salaries and benefits ($3.7 million) and professional services ($2.4 million) were the two most
significant areas of underspending.

Revenues

(Thousands) % of total fees 2008 actual 2008 budget Variance % variance
Participation fees 81.5 $ 60,913 $ 58,943 $ 1,970 3.3
Activity fees 14.8 11,027 10,925 102 0.9
Late fees 3.7 2,754 2,400 354 14.8
Total fees 100.0 74,694 72,268 2,426 3.4
Investment income 3,417 2,759 658 23.8
Miscellaneous 127 162 (35) (21.6)
Total revenues $ 78,238 $ 75,189 $ 3,049 4.1
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Participation fees collected exceeded budget by $2.0 million. Issuer participation fees (28.2% of the total) were $1.7 million
below plan. The negative variance in these fees was mainly due to timing as fees expected in March 2008 were not earned until
April. Registrant participation fee revenues (53.3% of the total) were $3.7 million above plan due to higher than expected growth
in registrant firm revenues, which generated higher participation fees.

Activity fee volumes are driven by market demand for OSC services. Issuer activity fees were $334,000 over plan due to higher
than expected fees from filings of preliminary and/or final prospectuses, private placements and takeover bids. These increases were
partially offset by lower than forecast volumes of applications for relief. Registrant activity fees were $232,000 under plan mainly
due to fewer applications for exemptive relief and lower investment fund prospectus activity.

Late fees were greater than planned by $354,000, or 14.8%. The variance occurred mostly due to more late filings of registration
information forms, interim and annual statements and other required filings.

Investment income generated by deposits and other investments was $658,000 or 23.8% above plan. The positive variance
occurred due to higher interest rates combined with higher than expected cash balances. Interest on cash balances generated
$2.1 million. These balances earn interest at a rate of 1.75% below the prime rate. Investments in Government of Ontario treasury
bills with the Ontario Financing Authority generated $1.3 million. The average rate of return on these instruments was 4.23%.

Expenses

(Thousands) 2008 actual 2008 budget % variance 2007 actual 2006 actual 2005 actual
Salaries and benefits $ 55,609 $ 60,002 7.3 $ 51,508 $ 48,871 $ 44,287
Administrative 5,655 6,525 133 5,143 5,263 5,464
Occupancy 5,533 6,174 10.4 5,104 4,570 4,037
Professional services 4,445 6,649 33.1 4,827 3,827 3,416
Amortization 1,483 1,534 3.3 1,771 2,329 3,267
Other 896 1,553 42.3 951 963 1,158
Total expenses $ 73,621 $ 82,437 10.7 $ 69,304 $ 65,823 $ 61,629

Salaries and benefits spending was $4.4 million or 7.3% under budget. Funds were budgeted to address any necessary mid-year
market-related adjustments; however, a decision on major changes in the salary administration was deferred pending the
completion and approval of a revised total compensation strategy. Planned adjustments to salary ranges that did not take place
accounted for $1.5 million or 34.1% of the underspending.

The balance of the savings was due to vacancies and delays in hiring. The OSC continues to experience delays in hiring as there
are certain areas in the OSC where challenges in attracting and/or retaining staff persist, in particular: litigators in the Enforcement
Branch; accountants generally; and investigators. The OSC had an approved permanent staff at March 31, 2008, of 467.

Administrative costs were $870,000 or 13.3% under budget. Training was lower by 47.2% or $530,000 as planned activities
were replaced by training sessions using internal resources or were deferred due to other workload priorities. Spending on
information technology maintenance was down because business continuity and network costs were lower by 15% or $76,000
and licensing and support costs were lower by 11% or $61,000 due to appreciation in the value of the Canadian dollar.

Occupancy costs were $641,000 or 10.4% lower than plan because savings were achieved by negotiating a better rate for new
space, a later effective start date for renovations, and obtaining the transition space at no cost.
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Professional services costs were $2.2 million or 33.1% under budget. In Enforcement, which accounts for 35.8% of the variance,
spending on some of the cases identified did not occur or was less than planned. Other initiatives that were underspent include:
work on various policy initiatives (e.g., PPN rule, scholarship plans, data modelling for TREATS), a contingency for cost benefit
analysis work was not used, and the biennial OSC stakeholder survey was deferred. Savings also occurred due to delays on planned
audits under the internal audit program. Contingencies for outside expert legal opinions and for certain CSA initiatives were
also not fully used. The contingency included in the OSC share of the CSA budget ($194,000) was not required. Recruitment costs
were $154,000 or 48.9% over budget due to greater than expected use of external firms to address strong market demand for
certain positions and unplanned senior recruitment during the year.

Amortization costs were essentially on budget.

Other expenses were lower by 42.3% or $657,000. Planned travel for the Registration Reform project was less than projected
as some travel was replaced with conference calls, and some meetings, projected to be held out of town, were held in Toronto.
Deferral or postponement of some I0SCO- and CSA-related travel was the other key source of savings.

Liquidity and financial position

Financial instruments

Financial instruments used by the OSC consist of Cash, Funds held pursuant to designated settlements and orders, Funds in trust, and
Reserve fund assets, all of which are recorded at fair value, and accounts receivable and accounts payable and accrued liabilities,
which are recorded at face value which approximates fair value, given their short-term maturities. Cash, Funds held pursuant to
designated settlements and orders and Funds in trust are held in a Canadian deposit account with a Schedule 1 bank earning interest
at 1.75% below the prime rate. Reserve fund assets are invested with the Ontario Financing Authority in highly liquid Government of
Ontario treasury bills with maturities of one year or less. It is management’s opinion that the OSC is not exposed to significant interest
rate, currency or liquidity risks arising from its financial instruments due to their short-term nature. Concentrations of credit risk with
respect to accounts receivable are limited due to the large number of customers comprising the OSC’s customer base. The carrying
values of financial instruments approximate their fair values because of the short-term nature of these financial instruments.
Liquidity

The OSC has sufficient liquidity to finance its operations and purchases of premises and equipment. The cash position increased
by $5.8 million or 9.9% in 2008. Cash flows from operating activities were $6.2 million. Purchases of premises and equipment
used $891,000.

As at March 31, 2008, the OSC held $64.6 million (2007 — $58.8 million) in cash, had current assets of $66.8 million
(2007 — $61.3 million) and current liabilities of $11.3 million (2007 — $10.9 million) for a current ratio of 5.9:1 (2007 — 5.6:1). The
general surplus increased by $4.6 million, reflecting the excess of revenues over expenses.

Due to the timing of revenues over the year, the OSC’s cash balance is expected to decrease during the year to an estimated low
of $17.5 million in December 2008 and then increase to approximately $52.3 million in March 2009.

Revenues and reserves

Revenue generation remains a source of risk for the OSC as all revenues are correlated to market activity. As noted earlier, the degree
to which the OSC'’s revenues vary along with market fluctuations is greater than was anticipated when the fee structure was
developed. Various options are being considered to address this when the revised fee schedule is implemented April 1, 2009.

To manage this uncertainty, the OSC has a $20.0 million reserve as an operating contingency for revenue shortfalls or unexpected
expenses. The OSC has an additional $12.0 million reserve that may only be used to offset costs incurred related to a proposed
merger of the OSC with the Financial Services Commission of Ontario.
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The rate of return on investments is low as the funds are invested in six-month and one-year Government of Ontario treasury bills.
The prime investment consideration for the reserve is the protection of capital and the appropriate liquidity to meet unanticipated
cash flow needs. The OSC records income generated by the reserve in general operations.

Accounts receivable

Accounts receivable decreased 3.2% to $1.65 million (2007 — $1.7 million). Outstanding late fees, which accounted for 35.8% of
accounts receivable, increased 1.1% to $592,000 (2007 — $561,000). The allowance for doubtful accounts was also reduced by
$188,000 as a result of improved collection results. Other key receivables are interest receivable $772,000 (2007 — $919,000) and
$118,000 from the Investor Education Fund (2007 — $103,000) for services provided to it by the OSC.

Funds held pursuant to designated settlements and orders

In 2008, the OSC received $787,000 through designated settlements and orders arising from enforcement proceedings. Funds that
are received as a result of settlements or orders may, under the terms of the settlement or order, be designated to or for the
benefit of third parties. Funds that are not so designated at the time that settlements are approved or orders are made are to be
paid to Consolidated Revenue Fund of the Government of Ontario.

The OSC currently holds $4.9 million (2007 — $5.6 million) pursuant to designated settlements and orders. In 2008, the Board of
the OSC authorized transfers of $1.75 million to the Investor Education Fund (2007 — $0). Amendments to the Securities Act in
December 2004 removed the requirement for Ministerial approval of allocations of designated funds. The Minister retained the
right to establish guidelines for the allocation of these funds. The OSC is subject to Ministerial approval to transfer to third parties
$1.9 million of the designated settlement balances relating to the period prior to December 2004.

Funds in trust

As at March 31, 2008, the OSC has received $22.4 million from the operator of the System for Electronic Document Analysis and
Retrieval (SEDAR), the National Registration Database (NRD) and the System for Electronic Disclosure by Insiders (SEDI), representing
the accumulated surplus from the operations of SEDAR, NRD and SEDI from their inception. Interest earned on these funds to 2008
was $1.5 million.

As described in Note 4 of the financial statements, these funds may be used to enhance the systems, reduce systems fees or offset
shortfalls in revenue in SEDAR, SEDI, and NRD. As at March 31, 2008, $16.1 million (2007 — $12.5 million) of the total funds held
in trust are available for SEDAR. The OSC has committed to paying 45.1% of annual shortfalls resulting from the operations of
SEDAR, where SEDAR operating costs exceed revenues. In the current year, there were no SEDAR deficits.

Premises and equipment
Expenditures on premises and equipment during 2008 included:

(Thousands) 2008 2007 % change
Furniture and equipment $ 66 $ 42 57.1
PCs, laptops and other IT equipment $ 704 $ 915 (23.1)
Leaseholds and other capital items $ 147 $ 31 374.2
Total $ 917 $ 988 (7.2)

Premises and equipment decreased 17.7% to $2.7 million (2007 — $3.2 million). Purchases totalling $917,000 (2007 — $988,000)
were made during 2008. More than three quarters of the purchases were technology related ($704,000), including equipment
purchased for increased staff complement and replacement of computer equipment to ensure the currency of the technology
base. The higher expenditures in 2008 on furniture and equipment and leaseholds and other capital items related to minor
renovations to new and existing space.
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Liabilities

Accounts payable and accrued liabilities increased 3.7% to $11.1 million (2007 — $10.7 million). Key increases included bonuses
($492,000), vacations ($163,000) and payroll ($254,000), which all reflect higher staffing levels. General payables declined
($468,000) and the severance accrual by $98,000.

The accrued pension liability of $1.5 million (2007 — $1.4 million) represents future obligations relating to supplementary pension
plans for the current and former Chairs and Vice-Chairs. The unfunded supplemental pension plans accrued benefit obligation of
$1.3 million at March 31, 2008 was essentially unchanged. The OSC's related expense for the year was $238,000 (2007 — $249,000)
and is included in salaries and benefits.

The OSC is committed to lease payments as follows:

Capital leases

2009 $ 196,700
2010 $ 59,100
2011 $ 3,900
Total minimum lease payments $ 259,700
Less: Amount representing interest at 6% $ 10,500
Balance of the obligation $ 249,200

——

Operating leases

Total <1 year 1 to 3 years 4 to 5 years

$25,866,000 $ 5,802,000 $11,748,000 $ 8,316,000

Risks and uncertainties

Operational and infrastructure risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems or from external
events. The OSC is exposed to many types of operational risks. There is also the risk that computer or telecommunications systems
could fail, despite efforts to maintain these systems in good working order. Shortcomings or failures of internal processes, employees
or systems, including any of the financial, accounting or other data processing systems, could lead to financial loss and damage
to the OSC's reputation and the risk of unauthorized transactions by employees, operational or human error, and fraud by
employees or others. In addition, despite the contingency plans in place, the ability to conduct business may be adversely affected
by a disruption in the infrastructure that supports operations and the communities in which the OSC does business.

The OSC has policies and processes to identify, manage and control operational risk. Key components of the approach to operational
risk management include:
> A Board of Directors responsible for sound corporate governance.

> A strong internal control environment, including management oversight. A part of this was addressed by reviewing the adequacy of
the design of internal controls over financial reporting, as discussed earlier.

> Regular reviews of systems security measures to monitor controls and identify potential vulnerabilities against external parties
accessing OSC data.
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> Mitigation of risk to assets through insurance where practical and appropriate.

> Work by the Economic Analysis, Strategy & Project Planning Branch with program areas to develop risk-based solutions for their
operations.

> Independent third-party internal auditors who, through periodic, risk-based audits, are responsible for verifying that significant risks
are identified, assessing the appropriateness of controls and recommending changes as required.

Operational risk is monitored and managed through activities such as business continuity planning and risk-based approaches
to compliance.

Business continuity

The OSC has a Business Continuity Plan to ensure the continuation of critical regulatory services should the OSC face a significant
disruption to its operations. Detailed business continuity plans are in place for each priority business function. Each plan includes
documented recovery procedures including manual workarounds and mitigation strategies. Offsite recovery services and facilities
are in place and were successfully tested during 2008. The plan is continually refined to include strategies to recover and resume
operations for various disruption scenarios. The independent third-party internal auditors, referred to above, reviewed the OSC's
business continuity plan and confirmed that it is fundamentally sound with no high-risk weaknesses. Opportunities for improvement
identified through this review will be addressed in the coming year.

Risk-based compliance

In delivering on the mandate, a risk-based approach is taken for many of the disclosure review and compliance activities of market
participants. The Corporate Finance Branch continues to enhance its risk-based screening procedures so that a substantial proportion
of its review population receives some form of meaningful assessment each year, while ensuring that resources are only invested into
a full review when it is merited. The group completed 474 reviews, representing 32% of Ontario-based reporting issuers this year.

The Investments Funds Branch conducts selective reviews of continuous disclosure filings made under National Instrument 81-106
Investment Fund Continuous Disclosure. In 2007-08, staff increased the number of CD reviews to gauge how investment funds are
complying with this requirement. In spring 2008, the OSC published OSC Notice 81-709 Report on Staff’s Continuous Disclosure
Review of Investment Funds, identifying areas where compliance can improve and providing guidance for enhancing the quality and
presentation of the management discussion accompanying financial statements.

The Compliance team in the Compliance and Registrant Regulation Branch uses a risk-based approach in selecting advisers, fund
managers and limited market dealers for field reviews. The topics for targeted reviews are determined annually.

The Enforcement Branch also uses a risk-based approach to ensure cases that are brought forward are subject to consistent scrutiny,
involve significant breaches of Ontario securities law, and give appropriate consideration to OSC priorities.

Reputational risk

The OSC actively manages its reputational risk through corporate governance practices, a code of conduct (which includes
Bylaw No. 2) and risk management framework. In order to build and maintain the OSC’s reputation, each year all Commissioners
and all employees must provide written certification that they have conducted themselves in accordance with the OSC code of
conduct. In response to the new Public Service of Ontario Act, 2006, the OSC has developed a new Code of Conduct. Certain
aspects of the new Code must be approved by the Conflict of Interest Commissioner of Ontario. If, and when approved, the new
Code will come into effect in August 2008. A position to oversee compliance will be established.

People risk

As a knowledge-based entity, the OSC’s ability to attract and retain people is critical to its success. A range of measures (e.g.,
turnover and compensation surveys) are tracked to manage this risk. Turnover increased to 33 staff or 7.7% from 28 staff or 7.0%
in 2007 and remains at acceptable levels. Knowledge management is a key focus and the OSC continues to pursue initiatives to
improve its ability to retain corporate memory and to ensure effective knowledge transfer.
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National approaches to securities regulation
The implications of the ongoing national discussions on approaches to securities regulation in Canada are a source of uncertainty
and could have a material impact on OSC operations.

Reliance on CDS

CDS operates a number of major systems (SEDAR, NRD and SEDI) on behalf of the CSA and the OSC. The NRD system was launched
on March 31, 2004. The current operating agreement for the NRD expires March 2009. SEDI became fully operational in May 2003.
The current operating agreement for SEDI runs until May 2010. The SEDAR system was launched in January 1997. The current
operating agreement for SEDAR runs until May 2010. In conjunction with the CSA, during 2009 the OSC will be examining options
to manage these systems beyond the expiration of the current operating agreements.

CDS recovers its costs to operate these systems by charging user fees to filers. In 2008, 90% (2007 — 89%) of total fee revenue was
collected through national systems: SEDAR (35%) and the NRD (55%). No material change is expected in the volume of fees collected
through these systems. CDS has backup and disaster recovery processes for these systems that are tested annually. However, if CDS
becomes unwilling or unable to operate one or all of these systems, the OSC and the CSA will need to ensure the continued operation
of these systems as disruptions in processing fees through these systems would materially affect cash flows.

Transactions with the Province of Ontario
In the course of normal operations, the OSC entered into transactions with the Province of Ontario as follows:

a. The Securities Act states that when ordered to do so by the responsible Minister, the OSC shall remit to the Province of Ontario
such surplus funds as determined by the Minister. In light of the fee model as described in note 8 of the financial statements and
the OSC'’s practice of setting fees in three-year cycles, the OSC is not required to make remittances of its surplus to the Consolidated
Revenue Fund. Surpluses retained by the OSC are subject to appropriate terms and conditions to be agreed with the Ministry.

b. Costs of non-pension benefits for eligible pensioners are paid by the Government of Ontario and are not included in the
Statement of Operations and Operating Surplus.

Contingencies

The OSC is involved in various legal actions arising from the ordinary course and conduct of business. Settlements, if any, concerning
these contingencies will be accounted for in the period in which the settlement occurs. The outcome and ultimate disposition of
these actions are not determinable at this time; however, management does not expect the outcome of any of these proceedings,
individually or in aggregate, to have a material impact on the OSC's financial position.

Critical accounting estimates

The preparation of financial statements in accordance with Canadian generally accepted accounting principles requires that management
make estimates and assumptions that affect the reported amounts of assets and liabilities as at the date of the financial statements and
the reported amounts of revenues and expenditures for the period. Actual amounts could differ from these estimates because future events
may differ significantly from management’s expectations. The OSC uses various estimates to prepare the financial statements. Estimates
were used in the following accounts: collectibility of accounts receivable, valuation of pension liabilities, estimated useful life of premises
and equipment, total accrued liabilities and collectibility of designated settlements and orders. Where appropriate, such as for pension
matters, the OSC obtains independent expertise to assist in these estimates. It is management’s opinion that none of the estimates
detailed in Note 2 of the 2008 financial statements requires the OSC to make assumptions about matters that are highly uncertain. For
these reasons, none of the estimates is considered a “critical accounting estimate” as defined in Form 51-102F1 published by the OSC.
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Changes in accounting policies

The CICA issued a new standard dealing with the disclosure of information about an entity’s capital and how it is managed by
requiring the entity to disclose information that enables users of its financial statements to evaluate the entity’s objectives, policies
and processes for managing capital.

The CICA also issued new standards with respect to the disclosure and presentation of financial instruments, revising and
enhancing its disclosure requirements, and carrying forward unchanged its presentation requirements. These new sections place
increased emphasis on disclosures about the nature and extent of risks arising from financial instruments and how the entity
manages those risks.

These new standards will be effective for the March 31, 2009 financial statements and it is management’s opinion that these new
standards will not materially impact the OSC's financial statements.

2009 Outlook
The OSC's draft 2008/2009 Statement of Priorities sets out priorities and proposed initiatives for the upcoming year. The document
is available at www.osc.gov.on.ca. The 2009 budget is designed to achieve the following goals:

1.1dentify the important issues and deal with them in a timely way.
2. Deliver fair, vigorous and timely enforcement and compliance programs.
3. Champion investor protection, especially for retail investors.

4. Support and promote a more flexible, efficient and accountable organization.

By their nature, forward-looking statements require assumptions to be made and are subject to inherent risks and uncertainties.
There is significant risk that predictions, forecasts, conclusions or projections will not prove to be accurate, that assumptions may
not be correct and that actual results may differ materially from such predictions, forecasts, conclusions or projections. Readers of
this document are cautioned not to place undue reliance on the forward-looking statements as a number of factors could cause
actual future results, conditions, actions or events to differ materially from the targets, expectations, estimates or intentions
expressed in the forward-looking statements. The future outcomes that relate to forward-looking statements may be influenced
by many factors, including but not limited to: general economic and market conditions; interest rate and currency value fluctuations;
changes in monetary policy; changes in laws; judicial or regulatory proceedings; the ability to execute strategic plans; critical
accounting estimates; operational and infrastructure risks; and technological changes. The foregoing list is not exhaustive of all
possible factors; other factors could adversely affect results.

The 2009 budget projects a deficit of $7.1 million. This is consistent with the OSC’s plan for the three years ending 2009, in which
it was planned to operate at a deficit by using surplus funds available from prior years to reduce participation fees, thereby returning
the surplus to market participants.

2008 actual versus 2009 budget

Year over year

(Thousands) 2009 budget 2008 actual change
Revenues $ 79,064 $ 78,238 $ 826
Expenses $ 86,172 $ 73,621 $ 12,551
Excess/(deficiency) of revenue over expenses $ (7,108) $ 4,617 $ (11,725)
Expenditures on premises and equipment $ 5,669 $ 917 $ 4,752
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Revenues

The OSC remains committed to ensuring that fees paid by issuers and registrants reflect the projected costs to regulate each
group. The current fee schedule became effective April 1, 2006. In 2008, $78.2 million was earned in revenue. In 2009,
participation fee revenues are forecast to be similar from issuers and to increase by 3.0% from registrants. As in 2008, these
changes will result from market growth, rather than fee increases. The fees will remain at the levels set April 1, 2006. Total
activity fee revenues are projected to increase by 3.4%. Late fees are forecast to decrease by 2.5%. Investment income is
forecast to fall by 19.1% or $651,000 due to expected lower cash balances. As noted earlier, the OSC plans to implement a
revised fee structure effective April 1, 2009.

Expenses
The expense budget proposed for 2009 is $86.2 million, an increase of $12.6 million or 17.0% over the actual results for 2008.
The key drivers of the increase are:

(Millions)

Salaries and benefits $ 6.5
Administrative 1.3
Occupancy 0.9
Professional services 3.7
Amortization (0.3)
Other 0.5
Total $ 12.6

Salaries and benefits are projected to rise 11.7% to $62.1 million (2008 — $55.6 million), accounting for 51.7% of the total budget
increase. This increase reflects a decision to increase approved staffing by 1.7% from 467 to 475. The bulk of this new staffing is
in the Enforcement Branch.

The budget increase primarily reflects the impact of prior years’ decisions, including the full year’s cost of positions approved in
the 2008 budget that were filled over the course of the year (so that a full year's salary was not incurred in 2008). Also, certain
positions were vacant during 2008 primarily due to turnover and hiring delays; the budget includes the cost of having these
positions filled for the entire year. The rest of the cost increase is attributable to annual performance-related changes to salaries
of current staff, additional bonus requirements arising from staff growth and the annualized impact of various in-year staff changes

and vacancies.

Administrative costs are expected to rise by 22.3% or $1.3 million. Spending on staff training is projected to increase by $573,000
because training was underspent in 2008 because planned activities, including a management development program, were deferred
due to other workload priorities. Also, the 2009 budget includes funding for the CSA MRRS training, which did not occur in 2008.
Commissioners’ costs are projected to go up by $99,000, reflecting continued high hearing workload. Information technology
maintenance costs are planned to rise 38.1% to $1.4 million. These expenditures will improve the OSC’s ability to interact with
market stakeholders and the public electronically through electronic submissions, provide support for improved knowledge and
document management, and provide additional support for new equipment and services due to the continued expansion of the
OSC'’s information storage requirements.

Occupancy costs are projected to rise 16.6% to $6.5 million (2008 — $5.5 million). This reflects the annualized cost of additional
space acquired in 2008 and the impact of higher operating costs and increased rent rates effective September 2008.

Amortization costs are expected to decline 21.2% to $1.2 million for 2009 (2008 — $1.5 million). Expenditures related to the
purchase of premises and equipment were low in 2008; once the proposed leasehold improvements are complete, amortization
will increase accordingly in 2010.

(4\] ONTARIO SECURITIES COMMISSION 2008 ANNUAL REPORT
e





Professional services costs are projected to rise 82.2% to $8.1 million for 2009 (2008 — $4.4 million). The proposed increases are
primarily one-time consulting requirements related to information technology infrastructure (which flow out of the OSC'’s information
technology Strategic Plan, which will enhance operational efficiency), expenditures for external expertise to assist staff with ICFR
compliance, redesign of the OSC website, completing an OSC Stakeholder Survey and funding for the Four Year Review Committee.

The increase also reflects the OSC's involvement with CSA initiatives and a higher share of costs flowing from the CSA IT Strategic
Plan, including new CSA IT staff additions and work on drafting contracts/RFP etc. related to shared systems (SEDAR, SEDI and NRD).
The OSC’s share of the costs for CSA-shared projects is expected to rise to $1.6 million (2008 — $783,000).

Other expenses are forecast to increase 59.9% to $1.4 million (2008 — $896,000). Key elements of higher travel costs include
projected growth in travel requirements related to enforcement activities and involvement in mutual recognition discussions with
the U.S. Securities and Exchange Commission. International travel must be pre-approved and is planned on a trip-by-trip basis, based
upon the participation of the Chair, Vice-Chairs and staff on various Committees and at the relevant meetings.

Premises and equipment is budgeted at $5.7 million (2008 — $917,000). The budget includes $3.2 million for leasehold
improvements and furnishings. The accommodation project was initially budgeted for 2008, but the scope and planning issues
expanded, deferring the renovations to 2009. The budget includes costs to refurbish certain parts of the existing space to
accommodate moves and other operational needs driven by operational reorganization (e.g., new Market Regulation Branch, etc.).
Significant growth in hearing activity has generated needs for expanded Hearing Room facilities and additional working space
for Commissioners.

The proposed budget for the purchase of information technology related premises and equipment is $2.4 million higher. The key
initiatives driving this increase in infrastructure spending are:

To improve and increase storage to facilitate current and future document management processes, an OSC-wide document
management system and business continuity.

Related to information and data management, information security, access and identity; and for redevelopment and content
management of the OSC website.

Surplus/deficit

The table below reflects the original and current forecast for the OSC’s operating surplus/deficit position at the end of each year.
The original forecast prepared as part of the fee-setting process projected no surplus at the end of the three-year cycle. Fees were
set to generate a cumulative deficit equal to the $39.5 million forecasted surplus as at March 31, 2006. Due to the strong
performance of the capital markets the OSC is now projecting a three-year operating deficit of only $728,000. This is forecasted
to result in a $49.3 million surplus as at March 31, 2009. The OSC currently plans to return the accumulated surplus to market
participants when the fees are revised for the next three-year cycle. As noted, the OSC will be introducing a revised fee structure
in April 2009.

Three-year operating surplus/(deficit) forecast

(Thousands) 2006-07 2007-08 2008-09 3-year total
Original forecast operating deficit $ (12,000) $ (13,500) $ (14,000) $ (39,500)
Current forecast and actual operating surplus/(deficit) 1,763 4,617 (7,108) (728)
Change in forecast operating surplus $ 13,763 $ 18,117 $ 6,892 $ 38,772
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Management is responsible for the integrity, consistency and reliability of the financial statements and other information presented
in the annual report. The financial statements have been prepared by management in accordance with Canadian generally
accepted accounting principles.

We certify that we have reviewed the financial statements and other information contained in the annual report, and, based on our
knowledge, they do not contain any untrue statement of a material fact or omit to state a material fact required to be stated or that
is necessary to make a statement not misleading in light of the circumstances under which it was made, with respect to the period
covered by the statements and the annual report.

Based on our knowledge, the financial statements together with other financial information included in the annual report fairly
present in all material respects the financial condition, results of operations and cash flows of the Ontario Securities Commission
(the "OSC") as of the dates and for the periods presented. The preparation of financial statements involves transactions affecting
the current period which cannot be finalized with certainty until future periods. Estimates and assumptions are based on historical
experience and current conditions, and are believed to be reasonable.

We are responsible for establishing and maintaining internal control over financial reporting for the OSC. We have designed such
internal control over financial reporting, or caused it to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
Canadian generally accepted accounting principles.

We have disclosed in the MD&A any change in our internal control over financial reporting that occurred during the year that has
materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.

The Board of Directors ensures that management fulfills its responsibility for financial reporting and internal control. The financial
statements have been reviewed by the Audit and Finance Committee and approved by the Board of Directors. The Auditor
General's Report, which follows, outlines the scope of the Auditor's examination and opinion on the financial statements.

- '

W. David Wilson A. Kenneth Gibson, CA

CHAIR AND CHIEF EXECUTIVE QOFFICER DIRECTOR, CORPORATE SERVICES
MAY %, 2008
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Auditor's report

Office of the Auditor General of Ontario
Bureau du vérificateur général de I'Ontario

To the Ontario Securities Commission

| have audited the balance sheet of the Ontario Securities Commission (the "OSC") as at March 31, 2008 and the statements of
operations and operating surplus and cash flows for the year then ended. These financial statements are the responsibility of the
OSC's management. My responsibility is to express an opinion on these financial statements based on my audit.

| conducted my audit in accordance with Canadian generally accepted auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation.

In my opinion, these financial statements present fairly, in all material respects, the financial position of the OSC as at March 31,
2008 and the results of its operations and its cash flows for the year then ended in accordance with Canadian generally accepted
accounting principles.

Jim McCarter, CA
AUDITOR GENERAL

TORONTO, ONTARIO

MAY 9, 2008 LICENSED PUBLIC ACCOUNTANT
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Balance sheet

AS AT MARCH 31

2008 2007
ASSETS
CURRENT
Cash $ 64,571,100 $ 58,770,149
Accounts receivable 1,652,856 1,707,830
Prepaid expenses 556,052 777,250
66,780,008 61,255,229
FUNDS HELD PURSUANT TO DESIGNATED SETTLEMENTS AND ORDERS (Note 3) 4,882,802 5,611,341
FUNDS IN TRUST (Note 4) 23,927,009 16,174,925
RESERVE FUND ASSETS (Note 5) 32,000,000 32,000,000
PREMISES AND EQUIPMENT (Notes 6, 11(b)) 2,657,985 3,229,307
$ 130,247,804 $ 118,270,802
LIABILITIES
CURRENT
Accounts payable and accrued liabilities $ 11,129,889 $ 10,737,044
Current portion of obligation under capital leases (Note 11(b)) 188,107 198,037
11,317,996 10,935,081
NON-CURRENT
Obligation under capital leases (Note 11(b)) 61,076 246,743
Pension liabilities (Note 7(b)) 1,549,038 1,409,779
12,928,110 12,591,603
FUNDS HELD PURSUANT TO DESIGNATED SETTLEMENTS AND ORDERS (Note 3) 4,882,802 5,611,341
FUNDS IN TRUST (Note 4) 23,927,009 16,174,925
SURPLUS
OPERATING
General (Note 8) 56,411,639 51,794,689
Reserve (Note 5) 32,000,000 32,000,000
88,411,639 83,794,689
CONTRIBUTED 98,244 98,244
88,509,883 83,892,933
$ 130,247,804 $ 118,270,802
Investor Education Fund (Note 13)
Commitments and Contingencies (Notes 9,11)
See accompanying notes to Financial Statements.
ON BEHALF OF THE BOARD OF THE COMMISSION
7, o =mev Tl
W. David Wilson Suresh Thakrar
CHAIR AND CHIEF EXECUTIVE OFFICER CHAIR, AUDIT AND FINANCE COMMITTEE

MAY 9, 2008
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Statement of operations and operating surplus

FOR THE YEAR ENDED MARCH 31

2008 2007

REVENUES
Fees (Note 8) $ 74,693,885 $ 67,784,003
Investment income 3,416,824 3,139,931
Miscellaneous 127,473 143,024
78,238,182 71,066,958

EXPENSES
Salaries and benefits (Notes 10, 12(c)) 55,609,264 51,507,726
Administrative 5,655,113 5,142,855
Occupancy (Note 11(a)) 5,532,809 5,103,973
Professional services (Note 10) 4,444,510 4,826,948
Amortization 1,483,247 1,771,296
Other 896,289 951,410
73,621,232 69,304,208
EXCESS OF REVENUES OVER EXPENSES 4,616,950 1,762,750
OPERATING SURPLUS, BEGINNING OF PERIOD 83,794,689 82,031,939
OPERATING SURPLUS, END OF PERIOD $ 88,411,639 $ 83,794,689

REPRESENTED BY:

General $ 56,411,639 $ 51,794,689
Reserve 32,000,000 32,000,000
$ 88,411,639 $ 83,794,689

See accompanying notes to Financial Statements.
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Statement of cash flows

FOR THE YEAR ENDED MARCH 31

2008 2007
NET INFLOW (OUTFLOW)
OF CASH RELATED TO THE FOLLOWING ACTIVITIES
Cash flows from operating activities
Excess of revenues over expenses $ 4,616,950 $ 1,762,750
[tems not affecting cash
Pension liabilities 139,259 177,991
Loss on disposal of premises and equipment 4,656 3,896
Amortization 1,483,247 1,771,296
6,244,112 3,715,933
Changes in non-cash working capital:
Accounts receivable 54,974 (237,831)
Prepaid expenses 221,198 (439,489)
Accounts payable and accrued liabilities 392,845 809,262
669,017 131,942
6,913,129 3,847,875
Cash flows from financing activities
Repayment of obligations under capital leases (221,403) (147,959)
(221,403) (147,959)
Cash flows from investing activities
Proceeds from sale of premises and equipment - 615
Purchase of premises and equipment (Note 6) (890,775) (830,459)
(890,775) (829,844)
NET INCREASE IN CASH POSITION 5,800,951 2,870,072
CASH POSITION, BEGINNING OF PERIOD 58,770,149 55,900,077
CASH POSITION, END OF PERIOD $ 64,571,100 $ 58,770,149

See accompanying notes to Financial Statements.
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Notes to the financial statements

MARCH 31, 2008

1. Nature of the corporation
The Ontario Securities Commission (the “OSC") is a corporation without share capital and is the regulatory body responsible for
regulating the province’s capital markets. As a Crown corporation, the OSC is exempt from income taxes.

2. Significant accounting policies

These financial statements have been prepared in accordance with Canadian generally accepted accounting principles. These
require that management make estimates and assumptions that affect the reported amounts of assets and liabilities as at the date
of the financial statements and the reported amounts of revenues and expenditures for the period. Actual amounts could differ
from these estimates. Significant accounting policies followed in the preparation of these financial statements are:

a. Financial instruments

Effective April 1, 2007, the OSC adopted the new accounting standards issued by the Canadian Institute of Chartered
Accountants (CICA) pertaining to financial instruments. These standards establish guidance for the recognition and measurement
of financial assets and liabilities and how financial instrument gains and losses should be accounted for. Under these new
standards, all financial instruments are classified into one of the following five categories: held-for-trading, held-to-maturity, loans
and receivables, available-for-sale financial assets, or other financial liabilities.

Under this standard, all financial instruments are required to be measured at fair value upon initial recognition except for
certain related party transactions. After initial recognition, financial instruments should be measured at their fair values, except
for financial assets classified as held-to-maturity, loans and receivables and other financial liabilities, which are measured at cost
or amortized cost using the effective interest method.

The OSC has adopted the following classifications for financial assets and financial liabilities:

> Cash, Funds held pursuant to designated settlements and orders, Funds in trust and Reserve fund assets are classified as held-
for-trading and recorded at fair value.

> Accounts receivable are classified as loans and receivables and are valued at face value which approximates fair value given
their short-term maturities.

> Accounts payable and accrued liabilities are classified as other financial liabilities and are recorded at face value which
approximates fair value given their short-term maturities.

It is management’s opinion that the OSC is not exposed to significant interest rate, currency, liquidity or credit risks arising from
its financial instruments due to their short-term nature.

Concentrations of credit risk exist if a number of counterparties are engaged in similar activities, or are located in the same
geographic region or have comparable economic characteristics such that their ability to meet contractual obligations would
be similarly affected by changes in economic, political or other conditions. Concentrations of credit risk indicate the relative
sensitivity of our performance to developments affecting a particular industry or geographic location. The OSC's Cash, Funds
held pursuant to designated settlements and orders, and Funds in trust are held in a Schedule 1 bank and Reserve fund assets
are invested with the Ontario Financing Authority, an agency of the Government of Ontario. Together, these two counterparties
hold approximately 96% of the OSC's financial assets; however, given the nature of these counterparties, it is management'’s
opinion that exposure to concentration of credit risk is minimal.
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Notes to the financial statements

MARCH 31, 2008

b. Premises and equipment

Premises and equipment is recorded at cost less accumulated amortization. Amortization is calculated on a straight-line basis
over the estimated useful lives of the assets, beginning in the fiscal year following acquisition, as follows:

Office furniture and equipment 5to 10 years
Computer hardware and related applications 2 years
Leasehold improvements over term of lease

c. Revenues

Fees are recognized when earned, which is normally upon receipt.

Participation fees are recognized when received because these fees represent the payment for the right to participate in the
Ontario capital markets.

Activity fees represent the direct cost of OSC staff resources expended in undertaking certain activities requested of staff by
market participants. Because the activities undertaken are normally completed in a relatively short period of time, activity fees
are recognized when received.

Late filing fees for insider trading “reports” are recognized on the 15% and at the end of each month and include all insider
trading reports filed late in the preceeding 15-day period.

Recoveries of costs of investigations are recorded as offsets to the relevant expense on the date a settlement is approved or
an order issued by the OSC, unless management determines there is significant doubt as to ultimate collection, in which case
recovery is recognized when cash is received.

d. Funds held pursuant to designated settlements and orders

Funds held pursuant to designated settlements and orders are recorded when settlements are approved or orders made by the
Commission, unless management determines there is significant doubt as to ultimate collection, in which case they are
recognized when cash is received.

e. Employee benefit plans

The OSC provides pension benefits to its full-time employees through participation in Ontario’s Public Service Pension Plan,
which is a multi-employer defined benefit pension plan. This plan is accounted for as a defined contribution plan, as the OSC
has insufficient information to apply defined benefit plan accounting to this pension plan.

The OSC also maintains unfunded supplemental pension plans for certain full-time Commission members as described in Note
7(b). The OSC accrues its obligations and the related costs under these unfunded supplemental pension plans. The transitional
obligation and actuarial gains or losses are being amortized over the average remaining service period of active members, or
over the life expectancy of inactive members, expected to receive benefits under these plans. The actuarial liability and the
current service cost are determined by independent actuaries using the projected benefit method prorated on services and
management’s best estimate assumptions.

The costs of non-pension benefits for eligible pensioners are paid by the Government of Ontario and are not included in the
Statement of Operations and Operating Surplus as described in Note 12(c).
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3. Funds held pursuant to designated settlements and orders

The OSC has a number of settlement agreements and orders arising from enforcement proceedings where monies from these
settlements and orders are to be set aside and allocated to such third parties as the OSC may determine. The balance includes a
settlement for $1,900,000, the distribution of which is subject to the approval of the responsible Minister as required under the
provision of the Securities Act in effect at the time the settlement was approved. The accumulated funds are held in a segregated
bank account and earn interest at the monthly average bank prime rate less 1.75%.

As at March 31, 2008, the accumulated balance is determined as follows:

2008 2007
Opening balance $ 5,611,341 $ 4,700,795
Settlements and Orders 786,694 711,883
Interest 234,767 215,663
Payments (Note 13(b)(i)) (1,750,000) (17,000)
Closing balance $ 4,882,802 $ 5,611,341
Represented by:
Cash $ 4,831,486 $ 5,591,158
Receivables 51,316 20,183
$ 4,882,802 $ 5611,341

4. Funds in trust

The OSC is in receipt of payments from the operator of the System for Electronic Data Analysis and Retrieval (“SEDAR"), the
National Registration Database (“NRD”), and the System for Electronic Disclosure by Insiders (“SEDI”) representing the
accumulated surplus from the operations of SEDAR, NRD, and SEDI. The total accumulated funds as at March 31, 2008 were
$23,927,009 (2007 — $16,174,925) representing total payments received to date of $22,440,872 (2007 — $15,464,752) and
interest earned of $1,486,137 (2007 — $710,173). These funds are held in trust by the OSC in accordance with agreements
amongst the OSC, the Alberta Securities Commission, the British Columbia Securities Commission, and L'Autorité des marchés
financiers. In the case of NRD, the Investment Dealers Association of Canada is also a party to the agreement. These funds shall
be used to offset any shortfall in revenues from the systems, to develop or enhance the systems and to reduce fees charged to
users of the systems. These funds are held in segregated bank accounts and earn interest at the monthly average bank prime rate
less 1.75%.

5. Reserve fund assets

a. The prime investment consideration for the reserve is the protection of principal and the appropriate liquidity to meet cash flow
needs. Interest earned on investments is credited to the operations of the OSC. The accumulated funds, at March 31, 2008,
have been invested in six-month and one-year Government of Ontario treasury bills with the Ontario Financing Authority.

b. As part of the approval of its self-funded status, the OSC was allowed to establish a $20.0 million reserve to be used as an
operating contingency against revenue shortfalls or unanticipated expenditures.
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Notes to the financial statements

MARCH 31, 2008

The May 2, 2000 Budget proposed that the Ontario Securities Commission and the Financial Services Commission of Ontario
would be merged into a single agency that would provide regulation of the capital markets and financial services sectors.
Legislation is required in order to create the proposed new organization and specify its regulatory responsibilities and powers.
At March 31, 2008, legislation has not yet been introduced.

The OSC received approval in 2002 from the Ministry of Finance to retain $12.0 million, which may only be used toward
implementation costs of the proposed merger and is subject to appropriate terms and conditions agreed with the Ministry of

Finance, including:

i) The monies will be paid to the Consolidated Revenue Fund, in part or in full, if not required to fund the costs of the merger;

and

i) While retained by the OSC, the monies will be invested with the Ontario Financing Authority.

6. Premises and equipment

Accumulated 2008 2007

Cost amortization net book value net book value

Office furniture $ 3,490,205 $ 3,096,044 $ 394,161 $ 512,288

Office equipment 581,181 409,533 171,648 228,933

Computer hardware and related applications 11,963,964 11,036,869 927,095 967,183
Computer hardware and related applications

held under capital leases 656,734 546,978 109,756 399,414

Leasehold improvements 7,235,747 6,180,422 1,055,325 1,121,489

$ 23,927,831 $ 21,269,846 $ 2,657,985 $ 3,229,307

During the year, premises and equipment were acquired at an aggregate cost of $916,581 (2007 — $988,052) of which $25,806

(2007 - $157,593) was acquired by means of capital leases.

7. Pension plans

a. All eligible OSC employees and members must participate in the Ontario Public Service Pension Plan. The OSC's contribution

to the Public Service Pension Plan for the year ended March 31, 2008 was $3,011,765 (2007 — $2,684,244) which is included
in salaries and benefits.

. The OSC also has unfunded supplemental pension plans for the OSC’s current and former Chairs and Vice-Chairs. They had

an accrued benefit obligation (ABO) of $1,327,235 at March 31, 2008 (2007 — $1,311,797) and an accrued benefit liability
(ABL) of $1,549,038 (2007 — $1,409,779). The difference between the ABO and the ABL represents the unamortized net
actuarial gain of $221,803 (2007 — $97,982). The OSC's expense related to the supplemental pension plans for the year
was $238,220 (2007 — $248,910) and is included in salaries and benefits. Benefits totalling $98,961 were paid during the
year (2007 — $70,919). The average remaining service lifetime of the active members covered by these plans ranges from
3.58 to 4.89 years at March 31, 2007 (2006 — .85 to 4.59 years); the 2007 figures were used for amortization purposes in
fiscal 2008. The average life expectancy of the non-active members ranges from 17.03 to 34.03 years at March 31, 2007
(2006 — 18.13 to 24.22 years). The significant actuarial assumptions adopted at March 31, 2008 include a discount rate of
5.9% (2007 — 4.75%) on the ABO, 4.75% (2007 — 5.0%) on the benefit cost and a rate of compensation increase ranging
from 2.1% to 3.0%, as applicable (2007 — 2.1% to 3.0%).
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8. Fees

The OSC's fee structure is designed to generate fees that reflect the OSC’s cost of providing services to market participants. The
fee structure is based on the concept of “participation fees” and “activity fees”. Participation fees represent the benefit derived
by market participants from participating in Ontario’s capital markets. Activity fees represent the direct cost of OSC staff resources
expended in undertaking certain activities requested of staff by market participants. Under this fee model, the OSC sets fees
estimated to reflect the cost of regulation over a three-year horizon. The forecasted General Operating Surplus at March 31, 2006,
was used to establish a revised level of participation fees for the three-year cycle which began April 1, 2006. Similarly, the forecasted
General Operating Surplus at March 31, 2009 will be used to establish a revised level of participation fees for the three-year cycle
which begins April 1, 2009.

Details of fees received for the year ended March 31, 2008 are as follows:

2008 2007
Participation Fees $ 60,912,202 $ 54,813,878
Activity Fees 11,027,587 10,731,993
Late Filing Fees 2,754,096 2,238,132
Total $ 74,693,885 $ 67,784,003

9. Commitments and contingencies

a. The OSC has committed to paying 45.1% of annual shortfalls resulting from the operations of SEDAR, where SEDAR operating
costs exceed revenues. SEDAR is an electronic filing and payment system jointly used by the members of the Canadian Securities
Administrators (CSA) for the transmission, receipt, acceptance, review and dissemination of documents filed in an electronic
format. The system is operated by an external agency on behalf of the CSA under an agreement signed on August 1, 2004,
The Alberta Securities Commission, the British Columbia Securities Commission and L' Autorité des marchés financiers have also
committed to paying a specified percentage of any annual SEDAR deficit.

In the current year, there were no SEDAR deficits. As described in Note 4, the OSC is holding funds in trust that may be used
to offset shortfalls in revenue in SEDAR, SEDI, and NRD. As at March 31, 2008, $16,060,621 (2007 — $12,485,730) of the total
funds held in trust are available for SEDAR.

b. The OSC is involved in various legal actions arising from the ordinary course and conduct of business. The outcome and ultimate
disposition of these actions are not determinable at this time, however, management does not expect the outcome of any of
these proceedings, individually or in aggregate, to have a material impact on the OSC’s financial position. Settlements, if any,
concerning these contingencies will be accounted for in the period in which the settlement occurs.

10. Recovery of costs of investigations

In 2008, the OSC applied $1,479,824 (2007 — $185,000) in recoveries of the costs of investigations against salaries and benefits
and $89,176 (2007 — $34,911) against professional services.
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Notes to the financial statements

MARCH 31, 2008

11. Lease commitments
a. Operating leases

The OSC has entered into operating lease agreements for equipment and office space and is committed to operating lease
payments as follows:

2009 $ 5,802,145
2010 $ 5,848,615
2011 $ 5,898,860
2012 $ 5,871,962
2013 $ 2,444,000

There are currently no lease commitments beyond 2013.
b. Capital leases

The OSC has entered into capital lease agreements for computer equipment. Leases that substantially transfer all of the benefits
and risks of ownership of property to the OSC, or otherwise meet the criteria for capitalizing a lease under Canadian generally
accepted accounting principles, are accounted for as capital leases. An asset is recorded at the time the capital lease is entered
into, together with its related obligation to reflect its purchase and financing. The total interest expense recorded on the lease
obligations for the year ended March 31, 2008 is $21,402 (2007 — $22,581). The following is a schedule of future minimum
lease payments for the capital leases, which expire on or before August 16, 2010:

Year ending March 31,

2009 $ 196,672
2010 59,082
2011 3,906
Total minimum lease payments 259,660
Less: Amount representing interest at 6% 10,477
Balance of the obligation $ 249,183

The total obligations under capital leases of $249,183 consists of a current portion of $188,107 and a non-current portion
of $61,076.

12. Transactions with Province of Ontario
In the course of normal operations, the OSC entered into transactions with the Province of Ontario as follows:

a. The Securities Act states that when ordered to do so by the responsible Minister, the OSC shall remit to the Province of Ontario
such surplus funds as determined by the Minister. In light of the fee model as described in Note 8 and the OSC's practice of
setting fees in three-year cycles, the OSC is not required to make remittances of its surplus to the Consolidated Revenue Fund.
Surpluses retained by the OSC are subject to appropriate terms and conditions to be agreed with the Ministry.

b. The OSC has a tri-party agreement with the Ontario Financing Authority to facilitate banking arrangements with a Schedule 1 Bank.

c¢. Costs of non-pension benefits for eligible pensioners are paid by the Government of Ontario and are not included in the
Statement of Operations and Operating Surplus.
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13. Investor Education Fund

a. The Investor Education Fund (the “Fund”) was incorporated by letters patent of Ontario dated August 3, 2000 as a non-profit
corporation without share capital. The Fund is managed by an independent Board of Directors and its purpose is to increase
knowledge and awareness among investors and potential investors and to support research and develop programs and
partnerships which promote investor education. The OSC oversees the Fund as the sole voting member. The Fund is exempt
from income taxes.

The Fund has not been consolidated in the OSC’s financial statements. Financial statements of the Fund are available on request.
Financial summaries of this unconsolidated entity as at March 31, 2008 and 2007 and for the two years ended March 31, 2008
are as follows:

2008 2007

FINANCIAL POSITION
Total assets $ 2,170,222 $ 2,535,910
Less:
Total liabilities 238,704 355,542
Total net assets 1,931,518 2,180,368
Invested in premises and equipment 954,130 1,617,925
Available for Fund purposes $ 977,388 $ 562,443
RESULTS OF OPERATIONS
Total contributions and interest income $ 1,795,062 $ 97,277
Total expenses 2,043,912 1,735,155
Deficiency of revenue over expenses $ (248,850) $ (1,637,878)
CASH FLOWS
Cash flows from operating activities

Cash receipts from the Ontario Securities Commission $ 1,750,000 $ -

Investment income received 44,819 104,415

Cash paid for initiatives and expenses (1,348,837) (1,393,492)
Cash paid for premises and equipment (120,506) (1,123,266)
Net increase/(decrease) in cash position 325,476 (2,412,343)
Cash position, beginning of period 883,951 3,296,294
Cash position, end of period $ 1,209,427 $ 883,951

b. During the year, the OSC entered into transactions with the Fund as follows:

i) The Board of the OSC authorized transfers totalling $1,750,000 to the Fund (2007 — $0). These transfers were from Funds
held pursuant to designated settlements and orders, as described in Note 3.

i) The OSC has a Management Services agreement with the Fund for the provision of administrative and management services

at cost.

For the period ended March 31, 2008, the OSC incurred costs totalling $440,763 (2007 — $565,788) for services related to the
Fund. The total cost of these services has been charged to the Fund and, of this amount, $117,562 is owing to the OSC as of
March 31, 2008 (2007 — $103,327).
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Notes to the financial statements

MARCH 31, 2008

14. Changes in accounting standards
The CICA issued a new standard dealing with the disclosure of information about an entity’s capital and how it is managed by
requiring the entity to disclose information that enables users of its financial statements to evaluate the entity’s objectives, policies

and processes for managing capital.

The CICA also issued new standards with respect to the disclosure and presentation of financial instruments, revising and
enhancing its disclosure requirements, and carrying forward unchanged its presentation requirements. These new sections place
increased emphasis on disclosures about the nature and extent of risks arising from financial instruments and how the entity
manages those risks.

These new standards will be effective for the March 31, 2009 financial statements and it is management’s opinion that these new
standards will not materially impact the OSC's financial statements.

15. Comparative figures
Certain of the comparative figures have been reclassified to conform to current presentation.
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