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Part 171 Introduction

Like many jurisdictions globally, the Canadiaquity market hasevolvedrapidly over recent

years Multiple competing marketplaces have launched operations, new participants have entered
the market and the ways in which market participants interact have changed. The technology and
tools available to achieva variety of investing and trading objectives have modernized the
Canadian market and made it more efficient. This evolution has in turn raised new issues to
consider.On December 5, 201theJoint Ganadian Securities AdministratoiSA)/Investment
Indudry Regulatory Organization of CanadROC ) Staff Notice 23319 Internalization in the
Canadian Markétwas publishedo inform stakeholders that we wegathering informatiorin

order tounderstand current practicedated to internalizatioandto consider how these activities

fit within our current rule framework.

The purpose of thisonsultation paper (théonsultation Papel) is to seek feedbaclkn response

to concernsegardingthe internalizationof retailsmall orderswithin the Canadian eqyitmarket.
The CSA and IIROC, (collectively, we) are publishing the Consultation Paper fo6@&day
comment period to solicit viewsVhile there are a variety of competing interests, our underlying
goal is to ensure the protection of investors, and to rfdateand efficient capital markets and
confidence in capital market$én addition to the specific questions put forth throughout the
Consultation Paper, we invite any general comments you mayirhasation to internalization

The comment period will end dvionday May 13, 2019.
The remainder of the Consultation Paper is structured as follows:

1 Part 2 providebackground information, including a descriptiointhe relevanaispects of
the current Canadiaregulatory ruldrameworkand the underlying objectives

1 Part 3providesrelevantdatain relation tothe magnitude of internalization in Canada;
1 Part 4 identifiespecificissues and concerrsnd

9 Part 5 describes other related issues.

Part 2 - Background and History
2.1 Internalization

The term Ai nt er Iheh referaotdiffevemtatypes of tradingoaatidities andy
occurthrough a variety of means. For introductory and contextual purposes, a trade that has been

1(2017) 40 OSCB 9649 (December 7, 2017).
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i nt er isgeherallyeodswered to be a trade that is executed with the same dealer as both

the buyer and the sellek.dealermay actas an agent on both sidesaofinternalizedrade, omay

act as principal in taking the other side of a client order. A trade can be iitethan a
marketplacein multiple ways includingntentionally, through he executi on of an
cro’os0 t hrough an Athatocaurs @enratmarketplack anduisesudt stiade

matching priority methodologiedzor further Canadn context our rule framework does not
permitinternalization thatesults fronorder execution by a dealer without that execution occurring

on a marketplace.

Question 1: How do you define internalization?

As described above, internalization may occur either iitieally or unintentionallyThe concept

of a dealenintentionallytaking steps to maximize the interaction betwtdenorders of clients or
between its clients and itselis not new. In doing so, dealers may benefit from increased
efficiencies, greater ading revenue angotentially achieve better outcomes for their clients.
However, as technology and trading strategiestinue to evolvewe have heard concerns
regarding a perceived increase in thagnitudeof dealer internalization on Canadian equity
marketplacesand the potential impact of asychincrease on the quality of the Canadian market.
While there may be some dealpecific efficienciesand improved client outcomesssociated
with thesechangesthesemust be weighed against other potential impacts. In section 4.1 of this
ConsultationPaper we highlight the issue of the common good versus the individual good.
Essential to a discussion about internalization, are questions relaeiies and outamesthat

may benefit the individual, but which may potentially detract from overall market quality.

It is important to establish at the outset that we hasereached any conclusiomsgarding
internalization There are a variety of market structure ed@sations that relate to internalization,
and thisConsultation Papeseels feedback onseveralof theseissues When reviewing the
feedback wewill consider how evolving market structure anttading practicesintersectwith
existing rules, with the goalf ensuring thathe ruleframeworkwe have in place contina¢o
protect investorand fosters fair and efficient market

2.2  Broker Preferencing

ABr oker pisairimporant element of the concerns that have been raised in relation to
internalization. Broker preferencing is a common order matching feature of many Canadian equity
marketplaces, andllows an incoming ordesent to a marketplade match and tradérst with

other orders from the same dealer, ahead of orders from other dealers that are at the same price and

2 An intentional cross is considered to mean a trade that results from the simultaneous entry by a dealer of
both the buy and the sell sides of a transaction in the same security at the same price.

3 An unintentional cross is considered to mean the exetofia trade where the two orders (not
simultaneously entered) are from the same dealer. In addition, and relevant to this Consultation Paper, the
order matching methodology on many Canadian marketplgilesatch and trade an incoming order

with other oders from the same dealer first, even ahead of orders from other dealers that are at the same
price and that have time priorit$ee section 2.2 of this Consultation Paper, under the heAdhigr

Preferencing
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that have time priorityThis order matching methodologsrc facilitate internalization through the
execution of unintentional crosses.

Broker preferencing is not new to the Canadian market andda@®s modern electronic
marketplaces in Canada by many years. Historicisdlynclusionin the order matching priorityfo
the Toronto Stock Exchange providad incentive to encouragkealers to comit orders tothe
order book, rather than matching orders outside of the order bodkear@kecuting a intentional
cross. Itcontinues to ben order matchindgeature ofmanyCanadian marketplaces

2.3 History and Objectives ofthe Canadian Rule Framework

The purpose of our reviewof internalizations to consider how current trading practices fit within
our rule framework, with the goal of ensuring that the rules continue to meet their intended
objectives. While our rule framework currently accommoslatene internalizatignwe want to
ensure these rules continue to

1 meet the policy objectives;
1 promote the functioning of a fair and efficient marlatd
1 reflect the evolution of the market.

In 2001, theCSA implemented rules designed to facilitate competition among marketplaces (the
Marketplace Rules).* The Marketplace Rules consist of National Instrument@1Marketplace
Operation (NI 21-101), National Instrument 2301 Trading Rules(NI 23-101) and their
Companion Policie2(-101CPand23-101CP, respectively).

The Marketplace Rules were put in place with the objectives of

1 promoting competition and investor chagice
1 improving price discovery

1 decreasing execution costsd

1 improving market integrity.

In the following subsections we outline certain key market attributes or characteristics that have
guided the consideration of policy changes in the Canadian niarketny yearsand have been
referenced not only in the continued development of the &plkce Rules, but specific policy
work in relation to dark liquidityand the order protection rdlenVe also provide a summary of

the relevant aspects of our rule framework and the objectives sought through implementation.

4 Published athttp://www.osc.gov.on.ca/documents/en/Securities
CategoryO/rule 20010817 alternative_trading_systems.pdf

® Published athttp://www.osc.@v.on.ca/documents/en/Securiti@ategory2/csa_20091002 -23
404 _consultatiompaper.pdf

® Published athttp://www.0sc.gov.on.ca/en/SecuritiesLaw_csa_20140513023rfepro-amd.htm
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2.3.1 KeyAttributes ofa Market

The following key attributesf a markethave been described in several publications including the
1997 TSEReport of the Special Committee on Market Fragmentation: Responding to the
Challenge and in Kirzner (2006) We continue to believe these ditries are relevant, especially

in relationto concernsaisedabout internalization.

1. Liquidity

Liquidity can be defined as the marketds capa
orders at, or near, the last sale price of a particitask. The greater the number of orders and

shares available at a particular price, the more liquid the market will be. Some of the characteristics

of liquidity are market depth, market breadth, and resiliéncy

2. Immediacy

Immediacy refers to how fash@rder can bexecutedThis attributes closely linked to liquidity,
because as liquidity increases, the time to complete a trade should decrease.

3. Transparency

Transparency refers to the degree to which there igirraldissemination ohformation about
orders and trades to the public

4, Price Discovery

Price discovery refers to the process through which the execution priceefturdyis established.

The discovery of a s e c urpinmanlydrem tiveasouces: tha supplyt v al
of and demand for the security, which indicat
price,as well asnformation about transactions.

5. Fairness

Fairness refers to the perception and the reality that all participants @et $alihe same rules

and conditions and that no individual or group has an unfair advantage or disadeartagbers

The Afairnesso of a ma ritherd specificynarketplaca or¢temtireco f ai r
marketitself, fair access to tding information or the fair treatment of orders.

"Kirzner, E., Ideal Attributes of a Marketplace (June 22, 2006). Task EpMedernize Securities
Legislation in Canada, Canada Steps Up, Volurmé/Mintaining a Competitive Capital Market in
Canada.

8 Market deptlrefers to the number of orders at different pricesahatn an order boolMarket breadth

is the number of shas that are wanted or offered at a particular price level and the ability to absorb an
incoming large order. Resiliencgfers tothe ability for a market to attract offsetting orders relatively
quickly whenprice changesccur.



6. Market Integrity

The integrity of the market relates to the level of confidence in the market as a whole or in a
particular marketplace. This confidence | evel
of fairness in the marketindthe effectiveness of the relgtory environment.

Question 2: Are all of these attributes relevant considerationgrom a regulatory policy
perspective? Ifnot, pleaseidentify those which arenot relevant, and why.

Question 3: How doesinternalization relate to each of these attributes?f other
attributes should be considered in the context of internalization, please
identify these attributes and provide rationale.

2.3.2 MarketplaceRules

The Marketplace Rulesere establishedith the objective of creatingrule frameworkto permit
competition between exchanges aft@érnative trading systemaTSs) that would:

1 provide investor choice as to execution methodologies or types of marketplaces
1 improve price discovery

1 decrease execution cosésd

1 improve market integrity.

The various elements of th®arketplace Rulesre guided by the kegttributes of amarket
described above and impose requirements to ensure that trading is fair and efficient. Specific
provisions that are relevant to internalization are described below.

(a) Definition andRegulationof Marketplaces
In furtherance of the objectives of thdef r a me wor k, t he definition of
element of the Marketplace Rules. The term is used throughout the Marketplace Rules to capture
the different types afading systems that match trads.
NI21-101 defines fAMarketplaced to be:

1 an exchange

1 aquotation and trade reporting systeQTRS)

9(2003) 26 OSCB 4377 Jui8, 2003.
10 Subsection 2.1(10f Companion Policy 2101CP

A similar definition o fSecirites AdOatarp)l acedo is incl udec
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1 a person or company that provides a market or facility that uses established, non
discretionary method$ to bring orders for securities of multiple buyers and sellers
togethet?

1 adealer that executes a trade of an exchénagled security outside of a marketplace.

With respect to internalizatio21-101CPprovides relevant guidance in relation to the acéisit
of a dealer. It provides the following clarifications

1 a dealer thainternalizes orders for exchang@ded securities and does not execute and
print the trades on an exchange or QTRS in accordance with the rules of the exchange or
QTRS is considereth be a marketplagaursuant to the definitiotf

1 a dealer thatises a system to match buy and sell orders or pair orders with-smi#ra
orders outside of a marketplace and routes the matohediredorders to a marketplace
as a cross may be considdte be operating a marketplate

(b) Fair Access

The fair access requiremeptohibits marketplaces from unreasonapighibiting, conditioning

or limiting access to the services it offé?sThe rulealso prohibis unreasonably discriminating
among clientsjssuers and marketplace participalit®Vhere a system is determined to be a
marketplace (including where dealeternalizationactivities might be considered as such), the
fair access requiremeapplies

(c) Best Execution

While marketplaces may implemeatiditional rulesNI 23-101 alsoestablislkes basic common
trading rules that apply across all marketplaces in order to ensure market intedgitying best
execution. Securities legislation imposes a fundamental obligation on dealers to deal fairly,

12 Subsection 2.1(4f Companion Policy2l 0 1 CP ex pl ai ns tdsaetiondiye st abl i she
me t h o d sedanyimethoddsuttdt dictate the terms of trading among multiple buyers and sellers entering
orders on the system. Such methods include providing a trading facility or setting rules governing trading
among marketplace participants. Rules imposing execptiorities, such as time and price priority

rul es, would be congdiidered i anafigstmaelhiosddsed, non

13 Subsection 2.B) of Companion Policy 2.01CP clarifies that a person or company is considered to

bring together orders for securitidgti (a) displays or otherwise represents to marketplace participants,
trading interests entered on the system; or (b) receives orders centrally for processing and execution
(regardless of the level of automation used).

14 Subsection 2.1(1) of Companion Policy-201CP.
15 Subsection 2.1(8) of Companion Policy-201CP.
16 Section 5.1 of NI 24101.

1 Subsection 5.1(3) of NI 2101.
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honestly and in good faith wittheir clients. Best executiarquirementstem from this obligation

and requiredealers to make reasonable efforts to obtain the most advantageous execution terms
reasonably available when acting for a clintvhile best egcution is not assessed on a tragie

trade basis, dealers are expected to establish and follow policies and procedures for achieving best
execution and regularly review for the effectiveness of these policies and procédures

The objective of theserequiremerg aretwo-fold: (i) strengthen investor confidence and (ii) foster
market fairness.

Wherea dealeris taking steps to increase the magnitudelighnt orders thatire internalized, best
execution is an important element to consider for the déaleelation to their obligations), but
also for the CSA and IIROC in the context of any future regulatory policy work.

2.3.3 Universal Market Integrity Rules

NI 23-101 also requires that exchanges regulate their members directly or through a Regulation
Services ProvideirRSP)?° and that ATSs retain an RSP to monitor the conduct of the ATS and its
subscriberg! IIROC acts as th&®SPfor all Canadiarequity marketplaces and is also the self
regulatory organization that oversees all dealers and tradingtyaaiiv these marketplaces.

| 1| R OUhivessal Market Integrity RulesJMIR ) were established to promote a fair and orderly
marketUMI R i s fiuniversalo in that it applies to
accessing these marketplaé&and was established with the betiedt the adoption of a single set

of rules that is consistently applied and enforced is the best way to ensure market fit€baty.
underlying policy objectives of UMIR are consistent with both the Marketplace Rudebakey
attributes of anarket.Relevant to internalizationhéreare a number of UMIR provisioribatare
discussedbelow.

8 part 4 of NI 23101 and IIROC Dealer Member Rule 3300.
¥ Subsection 4.1(3) of Companion Pgl23-101CP.

0 Section 7.1 of NI 23.01.

?1 Section 8.3 of NI 23.01.

22 Currently only Participants and Access Persons, as defined in UMIR, may access a marketplace for
which IIROC is the RSP.

2 https://www.bcsc.be.ca/Securities Law/Policies/Policy2/PDERQB UMI Rules/
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(&) UMIR 6.3 Exposure of Client Orders

Subject to certain exceptiorRarticipant$* must immediately entaslient ordersthat are under a
specific size thresholdor display on a marketplace thdisplays order$® The main policy
objectives of exposing small orders to the market are:

1 tostrengthen liquidity

1 to help ensure small orders that can be fikeda marketplacare executed and are not
unnecessarily withheld or delayed from being entered on the marit

1 to contribute to price discovery

A dealer mayhowever,withhold an order if immediately entering it on a marketplace would not
servethe best interests of thaemt. If the Participant withholds the order, it must guarantee that:

1 the client receives a pricd least as good as the price the client would have received had
the client order been executed on receipt by the dealer

{ if traded against a principal aed a better pricé than would have been received had the
client order been executed on receipt by the dealer.

UMIR 6.3 is relevant to internalization in that where small orders are internalized by dealers,
regulatoryconsideration must be given as to wietcertain elements of the policy objectives are
being met.

(b) UMIR 6.4 Trades to be on a Marketplace

UMIR 6.4 requires that trades by marketplace participants and related entities, subject to some
exceptions, are executed on a marketplace. The main mdijegtives of this provisionareto
strengthen liquidity, support price discovery and contribute to transparency.

“AParticipanto is defined in UMIR tocuiiesan (a) a de
legislation of any jurisdiction and who is: (i) a member of an Exchange, (ii) a user of a QTRS, or (iii) a
subscriber of an ATS; or (b) a person who has been granted trading access to a marketplace and who
performs the functions of a derivativesurket maker.

%5 Subject to certain exceptions, all orders that are 50 standard trading units or less must be entered for
display on a marketplace that displays orders.

®ABetter priceod is defined in UMIR trderfor@an, in res
particular security: (a) in the case of a purchase, a price that is at least one trading increment lower than

the best ask price at the time of the entry of the order to a marketplace provided that, if the best bid price

is one trading incremeidwer than the best ask price, the price shall be at leadtadhef one trading

increment lower; and (b) in the case of a sale, a price that is at least one trading increment higher than the

best bid price at the time of the entry of the order to &etplace provided that, if the best ask price is

one trading increment higher than the best bid price, the price shall be at lehatf@iene trading

increment higher.
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UMIR 6.4 is relevant to internalization in the context that in jurisdictguth as the United States

the executiorof retail orderscan occumff-marketplaceThis notable difference is a contributing
factor in how the Canadian market has evolved and is a consideration in our review and discussion
of any future policy work

(c) UMIR 8.1 ClientPrincipal Trading

UMIR 8.1 requires principalades with small client orders to be executed at a better price in order
to avoid conflicts inherent in the clieptincipal relationshif’ and to ensure that such conflicts are
resolved in favour of the client. Part 2 of Policy 8.1 clarifies that:

1 Someclients are in greater need of protection from the potential conflict of interest ik client
principal trades and that the onus on the Participan&lly will be reduced if the client is
a fully informedinstitutional client with regard to the state of tharket

T Ift here was no prior discussion with the cli
client-principal trade, or if there are no standing instructions on the handling of orders, the
Participant must judge whether any steps need to be takamsure that a better price
not available

UMIR 8.1 is relevant to internalization in that where a dealer may be taking steps to internalize
small client orders, the trades must be executed in compliance with applicable provisions,
including UMIR 8.1.

(d) Definitionofi St andard Trading Unito

Both UMIR 6.3 and UMIR 8.1 use thresholds of 50 standard trading?®gitsletermine whether
the rule will apply to a specific order. This threshold is intended to capture smallerdezs that
are representative of nanstitutionalordess.?®

?"1IROC Rules Notice 10130 p. 7.

BAistandard trading umeantindesgec of:dad d derivativk instramett,M IcdRtratt,o
(b) a debt security that is a listed security or a quoted security, $1000 in principal amount; or (c) any
equity or similar security: (i) 1,000 units of a security trading at less than $0.L@ip€ii) 500 units of a
security trading at $0.10 or more per unit and less than $1.00 per unit, and (iii) 100 units of a security
trading at $1.00 or more per unit.

2 IROC is in the process of assessing whether this threshold continues to evadgédtives of the

UMIR provisions to which it is applicahléf this threshold is changex a result of the review, this may
result incapturinga greater number of orders subject to UMIR 6.3 anda®d possibly affediow a
dealer interacts with its clitorders
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Part 31 Magnitude of Internalization in Canada

As a starting poinfor the consideration of issues related to internalizatin pelieve that it is
appropriate to understand the magnitude of trades that are intermalizxhadian marketplaces.
For this purposea quantitativeanalysis is included asppendix A. This analysisxplores

1 intentional crosses,
T unintentional crosses, and
1 the use of broker preferenciog certain Canadian marketplaces

Highlights of the statistics presented in Appendix A are set oatbel
3.1 Intentional and Unintentional Crosses

Part 1 of Appendix Aprovides data regardintpe magnitude of intentional and unintentional
crosses for the period of January 2016 to June 2018. Among other elements prose&jstaies

the data intosix-month buckets and shows the average oftedtle executions resulting from
intentional and unintentional crosses by volume, value and number of trades. For the most recent
period examined (January to June 2018) these aveasges

Unintentional Crosses lyumber of Trades | 13.91%
Unintentional Crosses by Volume 12.75%
Unintentional Crosses by Value 13.40%
Intentional Crosses by Number of Trades | 0.11%
Intentional Crosses by Volume 8.87%
Intentional Crosses by Value 11.67%

The net changes from tlaeerage of thérst six months of 2016 to theeverage of théirst six
months of 2018 are:

Unintentional Crosses by Number of Trade{ 1.64%
Unintentional Crosses by Volume 0.90%
Unintentional Crosses by Value 1.96%
Intentional Crosses by Number Bfades 0.06%
Intentional Crosses by Volume -2.668%
Intentional Crosses by Value -1.51%

3.2  Broker Preferencing

Part 2 of Appendix Adetails the magnitude of trades that resulted from broker preferencing (i.e.
where an order executethead of another oed(other ordes) from a different dealer(s) that was

at the same price and that had time prioffiby)the period of January 2017 to July 20148t every
Canadian marketplace is able to accurately identify trades that result from broker preferencing and
as a result, the data only includes those marketplaces that were able to provide relevant information.

The information is provided in terms of total volume, value and number of trades and as a
percentage of total vofoe, value and number of trades. Ifusther separated by trades that are
client to client, client to inventory and other.
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Over the period of January 2017 to July 2018, the following data represents the average volume,
value and number of tradessultingfrom broker preferencing as a pertage of total volume,
value and number of trades.

Number ofBroker Average as Percent of Total Number of Trad

Preferencedrades

Client to Client 3.91%

Client to Inventory 1.06%

Other 0.35%

Volume ofBroker Average as Percenf Total Volume of Trades
Preferencedrades

Client to Client 4.4%%

Client to Inventory 2.0

Other 0.30%

Value of Broker Average as Percent of Total Value of Trades

Preferenced Trades

Client to Client 2.54%
Client to Inventory 1.81%
Other 0.27%

Part 4 - Issuesand Concerns

The following sections discuss some of the key issues or cortbatimsvebeenidentified in
relation to internalization. They includ®ensiderationselated to

1 the common versus individual good

1 the impact of broker preferencing in an eaof) Canadian market

1 how advanced dealer systems that leverage technology may intersect with the definition
of a marketplace in the Canadian rule framework (and the corresponding marketplace
requirements)

1 the retail investor and segmentation of retail osde@hich are inextricably linked to
concerns about increasing levels of internalization

4.1 Common GoodVersus Individual Good

The internalization of client orders mpgtentiallybenefit both the dealer internalizing thieders

andits clients. Some client orders may be of sufficient size that they would trade through multiple
price |l evels in an order book resulting 1in
outcome. Other orders may be of sufficient size that they must ketltouhultiple marketplaces

to access all available liquidityDepending on the technology utilizedetwork latencies
experience@nd the state of the order book at the time the order arrives at a marketgdaceion
volumes may be differentthan expectedif available liquidity has changedVhere a dealer
internalizes a client order amdecuteshe order at a single price, execution quality for clients may
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improve. Dealers may also experience reduced trading and/or back office processjnghidsts
also may ultimately benefit their clients.

Given the above, ithayseem reasonable to suggest thatertain instanceshe internalization of

client orders could be in the best interests of the ¢glientand i n furtherance ¢
executionobligations. However, dealers collectively acting in a manner that maxintizes

benefitsand the benefitto their own clients raises questions about whether and how this impacts
themarket as a wholédVhere a dealer internalizes a client order thatldvotherwise have traded

with existing displayed orders, another market participant has, at least in the immediate term,
experienced an inferior outcomeurther,c onc e nt r at e dsiriesactingoescusivelyf o r d e
within individual dealers may resuh inferior outcomes for participants who are not clients of

these individual dealer$his raises important considerations that relate to balancing the principles

of fairness and market integrity (i.e. confidence in the market) with the recognitioachabdtogy

has provided the tools to achieve trading outcomes that provide measurable benefits to individual
dealers and their clients.

Question 4: Please provide your thoughts on the question of the common versus the
individual good in the context of internalization and best execution

Question 5: Please provide any data regarding market quality measures that have been
impacted by internalization. Please include if there are quantifiable
differences between liquid and illiquid equities.

Question 6: Market participants: please provide anydata that illustrates the impacts to
you or your clients resulting from your own efforts (or those of dealers that
execute your order3 to internalize client orders (e.g. cost savings, improved
execution quality) or the impacts to youwor your clients resuting from
internalization by other market participants (e.g. inferior execution
quality /reduced fill rates).

4.2  Broker Preferencing and Key Attributes of a Market

Broker preferencing is a somewhat unique feature to Canadian marketbaumtdas been a
divisive issue over the years. Some market particigants expressetbncerrwith the perceived
inherent conflict with the use of broker preferencing in trading systems that othprivisgze
the allocation of traddsased on best price followed bgne of order entrySome also believe that
it conveys greater benefits to dealers with more client osdienits access toheseordeisto only
those dealers arttiat it isat odds with general principles of fairness

Supporters have exmar&seded atcheed viingve ranna Ifioznat i on
preferencings morefavourable anghotentially more beneficiab market qualityhan alternatives

As previously notedn other jurisdictionsuch as the Uted Statessignificant amounts of orders
aretradedboy deaimanmr Kk efipflfaced, and these orders are
broader market. If broker preferencing were to be prohibited or substantially curtailed, concerns

0 While preferencing allocations have historically been employed on certain marketplaces in the United
States, @ our knowledge there are only limited other examples of this type of matching priority currently
being employed by other marketplaggsbally.
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have been raisethat dealers will search for alternative means by which to achieve the same
outcomes away from Canadads transparent order

Broker preferencing can also be viewed as an incentive for déaiettseir clientswhere direct
market access has been pded)to display liquidity in a transparent order book. While critics
may argue that it acts as a deterrent to the price discovery process, proponents suggest the opposite.

Over the many years that broker preferencing has been part of the Canadian weasd¢et not

aware of any studies completed or evidence to show that market quality has been negatively
impacted as a result. However, if systems are being ustveécage broker preferencing and
facilitate automated internalizatiqfurther described beloyand the breadth of orders that can
thusbe internalized is larger, the impact on the broader market @eaatOver time, the expanded

use of broker preferencing to internalasignificantly greatemagnitudeof ordes may impact
liquidity, price dscovery, fairness and market integrity, all of which we continue to believe are
key attributes of a welfunctioning Canadian market. While the execution results may be positive
for clients, we must consider the impact on the broader market.

Question 7: Please provide your views on thebenefits and/or drawbacksof broker
preferencing?

Question 8: Market participants: where available, please provide any data that
illustrates the impact of broker preferencing onorder executionfor you or
your clients (either positive or negative)

Question 9: Please provide your thoughts regarding the view that broker preferencing
conveys greater benefits to larger dealers.

Question 10: Does broker preferencing impact (either positively or negatively) illiquid or
thinly -traded equities differently than liquid equities?

4.3 Interpretation of the Definition of a M arketplace

As noted above, two main characteristics of a marketplace are that it:

€) brings orders for multiple buyers and sellers together
(b)  allows orders to interact usimgtablished, nediscretionary methods

The current definition of a marketplacemains largely unchanged fromhenthe Marketplace
Rules were first introduced in 200owever, technology has changed in many ways dimate
time and hasbeen a key contrilior to the evolution ofhe Canadian equity market. It has both
increased thefficiency of our markeaand contributed to the complexity of tradirigechnology
has also helped dealemsore efficientlymatchordersbetweentheir own clientsand to provide
liquidity to clientson a principal basidVhile these tasks were ontzgely manua) technology
hasenablel dealers tautomatehe processes
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43.1 AutomatedMatching Against Client Orders on a Marketplace

The term Amat c h 021-108 bunitastintededfta captuce the procéés of bringing

a buyer and seller together, potentially resulting in a trade exec2tid@1CP provides additional
guidance and clarifieghat where a system merely routes unmatched orders to a marketplace fo
execution, that system would not be considered a marketBleicavever, 231101CP als@larifies

thatif a dealer uses a system to match buy and sell orders or pair ordecsntideside orders

outside of a marketplace and roatee matched or pairedders to a marketplace as a cross, the
Canadian securities regulatory authorities may consider the dealer to be operating a marketplace
undersulparagraphd)(iii) of the definition of "marketplace®

Systems may beisedby dealerghat identify potentih opportunitiestor out e t wo fiunmat
orders to a marketplacevhich may beexecuted and internalized througloker preferencing

Using a variety of techniquga dealemay be ableo internalizetheseordess with a high degree

of certainty.

Although not contemplated at the time Marketplace Rulesvere written, systemsperating in

a manner similar to thakescribed abovemay appeato exhibit the characteristicd a marketplace

as intended bythe definitionin NI 21-101 andguidance in21-101CP. Thesystemsmay
automatically identify potential internalization opportunit&sd employ various processet®
essentiallybring togetheclient and principal ordesshich, wsingthe established nediscretionary

order matching methodology of a rkatplace may execute with high degree of certaintyVhile

the ordersaree x ecut ed as an fiunintenti on ée autoroated ss t h
processes and resulting tra@eeintentional in nature.

The automation of this type of dealer activitgyalsogreatlyexpand the scop# ordesto which
theseprocesses can be appli&lbject to praletermined and systematic parameters, technology
canbring o g et her buyand $eloaders from largedividualclasses oidealed srdess.

The ability toautomatewide-scale internalizatioof client orderanay further call into question
whether the activities exhibit enough characteristics of a marketplacettaih provisions of the
Marketplace Rlesshouldapply.

Question 11: Do you believe that a dealer that internalizes ordexon an automated and
systematic basishould becaptured under the definition of a marketplace in
the Marketplace Rules? Why, or why not?

4.4  Segmentation ofRetail Orders

In thecontext of trade execution, segmentation of adeans the separation of ord&om one

class or type of market participant from that of other classes of participargsanoccurthrough

a variety of methodsnd in the Canadian context is typicaftycused on the orders of retalil
investors. Retail orders have a unique value proposition to a variety of market participants. They
not only provide valueto the dealer responsible for their execution, but plsvide valueto

31 Subsection 2.1) of 21-101CP.

32 Subsection 2.1(8) of 2101CP.
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counterpartieon the other side of retail tradéscluding other investors market makerand
proprietary trading firmsand the marketplaces on which the orders are executed.

For market makeror proprietary trading firmsretail orders are valuable because they ess |
risky to trade against. Retail orders are often smaller in s&rel to be on aggregate, non
directiona] and may be perceived to be less informad.a resulf they may be profitable
counterparties to trading strategies that seek to provide liqaidditior capture the spread between
the bid and offer.

For a dealer,part ofthe value of retail ordenhay also be linked to their desirability as a trade
counterparty. In some jurisdictiondealersoften receive payment for their retail orders. Third
party firms will pay for the right to execute retail orders and then tifenarketplace on a
proprietary basisThese types of arrangements are not permitted witténCanadian rule

framework

Retail investors may also tend to demand immediacy of trade execution (i.e. employ market or
marketable limit orders) more frequently than otigpes ofclients.This may result in retail orders
being more costly for a dealer to execute, particularly vexeauting trades on marketpla¢bat

charge a fee for ordethat removd i qui dity from an order -book
t a k markeétplacdee model®). As a resultdealers may seek ways to achieve best execution for
retail orders while also imimizing associatedosts

Marketplaces also value retail ordensthat attracting retail orderwill also attract liquidity
providing participants who are motivated to act as a counterparty to retail orders, which may result
in increased trading volumenarket share and revenue.

As a result of their value to a variety of market participaamtaumber of methods designed to
segment retail orders, both expligiand implicitly, have been proposed or introduced by Canadian
marketplacesThe traditional maketaker trading fee model has been modifiedhe form ofan
finverted makertaker model, which pays a rebate to an order that removes liquidity from an order
book and charges a fee for the execution of an order that providesyiquiftg inverted fee model

is attractive to cossensitive retail dealess well ago liquidity providers who are seeking to take
the other side of retail orders, and who are willing to pay a fee to do so.

Dark marketplacéd in Canada havalsobeen lirked to considerations related to segmentation
ordess and internalization for many yearas an example, 2010, Alpha ATS LP proposed to
introduce IntraSpread, a dark trading facility within Alpha ATS that sought approval to introduce
a fnNSeek iDairt®pLYLordgr tthat would trade only with undisplayed liquidity in
IntraSpread, and only with orders from the same déal€his explicit internalization feature
raised concerns on the partsbaff of the Ontario Securities Commission (the principglutator

of Alpha ATS at the timepand certain respondents to the public comment prodéksde the

¥The fd-maker 0 mar k e tharbea & fee fdr theeexeputioth ef lan order that removes
liquidity from an order book and pays a rebate to the provider of liquidithhéosame transaction.

34 A dark marketplace is a marketplace that does not publicly display orders otraderbasis.

% Published athttp://www.osc.gov.on.ca/documents/en/Marketplaces/ats_20100716_proposed
changes.pdf
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proposal wasubsequentlyevised®® the underlyingrationale was to offer a facility that would
allow providers of liquidity the opportunity to interact &ively with retail orders in a manner
that offered the retail client price improvement and effieetail dealers a means by which to more
efficiently manage trading costs.

In addition, certarmar ket pl aces have introdueedbwtmded pr
are designed to slow down the execution of certain orders. In some casesrdbeggocessing

delays aremplicitly operationalized in a way to make the marketplace potentially less attractive

to certain orders and trading strategfgach as those of institutional investors) qadentially

more attractive toetail dealers and counterpart@=ekingto trade with retail orders

Recognized exchanges in Canada halge employed other methods to segment retail ader
Programs assockid with exchange market makers have been revised in a manner that, in certain
circumstances, allows market makers to interact more exclusively with retail orders. These

programs essentially provide an oppiobrlteudniotryd € rc
at the best available bid or offer, after all displayed liquiditythat marketplackas been traded
against. An fdneligibleo order is narrowly defir

A market maker is thus given themptunity to exclusively interact with the remaining balance of
a retail order that has traded with all available liquidity at the best bid or offer.

Segmentation is not only being facilitated by marketplad®ben developing systems to
internalize ordersuch as those previously describddalers may be specificalbggmenting their

own clients;targeting orders from their retail clients and excluding orders from other types of
clients.Much of the recent concern about increasing levels of dealer ilizati@n is premised on

the view that systems are being employed to segment and internalize predominantly retail orders,
leaving significantly less opportunity for the broader market to trade with @iailts and
potentiallyresulting ininferior execuion resultsfor market participants in aggregate

The continued trend towards segmentation of retail orders raises important questions, similar to
those discussed mlation tointernalization anamore broadlyin the context of the key attributes
of a maket.

Question 12: Do you believe segmentation of ordeiis a concern? Why, or why not? Do
your views differ between order segmentation that is achieved by a dealer
internalizing its own orders and order segmentation that is facilitated by
marketplaces?

45 Internalization and the Retail | nvestor

The retail investor is inextricably linked to any discussion about internalizaticections4.1

through 4.3 of this Consultation Paper, we have highlighted specific issues related to dealer
systems that blur tHaes between dealer and marketplace activities, as well as concerns about the
fairness of broker preferencing. Further, we
findividualg o owkréus théicommon good of the entire market. Whilerders from a variety of

market participants can betérnalized using various mearthe focus ofrecentconcerss is
predominantly in relation to the orders of retail investors.

% Published athttp://www.osc.gov.on.ca/en/Marketplaces_ats_20101214ntrigspread.htm
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Discussios about the treatment of retail orders are not ndany ofthe market structure issues
that CSAstaff, IROC staff and the industrgs a wholdave considereith recent yearare in some

way related to retail orders has been descrithetheexecution of retail orders was important
element inthe developmenbf the framework for dark liquiditychanges to the order protection
rule, as well asvarious marketplace proposals related to feeder processing delays anthrket
making facilitiesIt was also the direct focus of a CSA publicatio2014 thaarticulatedconcerns
related to the routing of retail orders to the United States for execitiorthat publication, the

CS A s tretail arders d@re an important part of the Canadian market ecosystem, and the CSA
continue to support the existing rule franoeky which emphasizes the importance of these orders
to the quality of the Canadian equity market, including the price discovery peowéssurther
articulated oupublic interest o n c e r n s the GSAsre eohcermed thal widespread routing

of retail order flow to U.S. dealers will negatively impact the quality of the Canadian market, and
may affect the quality of execution achieved for investorsT h e s e scamtmee td s u e s
relevantin the context of this Consultation Pajer internalizéion.

It is clear that retail orders have value to a variety of market participants, and a great deal of
resources have been expended by various industry stakeholders to create ways to extract this value
to the benefit of some, but not necessarilylalthe context of the issues around internalization,

we are consideringvhetherand how our ruldrameworkcan directly address the questions and
issues associated with the execution of retail ortleasmanner that both protects the interests of

retail investors and ensures that the Canad&guity market continues to bring together all types

of participants in a transparent and efficient manner.

Question 13: Do you believe that Canadian market structure and the existing rule
framework provides for optimal execution oucomes for retail orders? Why
or why not?

Question 14: Should the CSA and IIROC consider changes tthe rule framework to
address considerations related to orders from retail investors? If yes, please
provide your views on the specific considerations that could be adessed
and proposed solutions.

Part 51 Other Related Issues

There are alsseveraklements oCanadiammarket structuréhat arerelated to internalizatiobut
thatwe haveeithernot exploredn detail in this Consultation Paper, amdare noin scope when
considering potential policy approaches to the issue

51 Block Trades

As has been discussed, internalization can refer to different types of trading activities, and may
occurthrough a variety of means. One method is through the execution of an intentional cross,
where a dealer may work to find the counterparty to a client order or casoaipital and assume

the risk of acting as the trade counterparty on a principal b@smmmonly referred to as the
Aupstairs mar ket 0, withholding | arger orders

37 Published athttp://www.osc.gov.on.ca/en/NewsEvents_nr_20141215_conroceutisgretailequity-
orders.htm
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standing practice in the Canadian market. Although these trades may ultimately be internalized,
and potentially to the exclusion of @ from other marketplace participants, we do not intend to
consider policy changes in this regard as we believe such activitiespatdrgtially integral to
boththe execution of large investor orders afiicient functioning of the Canadian market.

5.2  Dark Liquidity

The Canadian rule framework for dark liquidity was implemented in 2012 as a joint initiative
between the CSA and IIROC, with the goal of balancing the use of undisplayed orders and
supporting the price discovery process. The key elesr@the framework are the prioritization

of displayed orders ahead of undisplayed orders at the same price on the same marketplace, and
the provision ofmeaningful price improvemeribr small orders that execute with undisplayed
orders Section4.4 of this Consultation Report briefly describes the historical link between the use

of dark liquidity andsegmentation of orders

While we will consider potential approaches to address the execution of retail orelem)twmue

to believe that théark liquidity framework strikes an appropriate balance that protects the price
discovery process while recognizing that dark liquidity serves an important purpose in the
execution of certaitrading strategieand is a consideration seekingbest execution of client
orders.We do not intend to consider revising the dark liquidity framework at this time.

5.3 Trading Fee Models

We have described the link betweeadingfee models and internalization, and thaiding fee
models are a tool udeby marketplaces to attraghd/or segmendrders, including retail orders.
While tradingfee models are an important part of the internalization discussion, at this time we do
not intend to consider changes that might impacttrideing fee models curréty employed by
Canadian marketplacek addition,on December 182018,the CSApublishedfor commenta
proposedpilot study that would examine the impact of limiting or prohibiting the payment of
rebates by marketplacés

Question 15:  Are there other relevant areas that should be considered in the scope of our
review?

Part 617 Next Steps

This Consultation Paper seeks feedback on a variety of matters related to internalzatven.
recognize the importance of the issue, we must also ensure that all stakeh@dgixem an
opportunity to provide input, and that all feedback is considered in our ongoing policy discussions.
For this reason, this Consultation Paper does not reach conclusions or propose next steps. We will
consider all feedback received and determiext steps at the end of this consultation phase.

3 Published athttp://www.osc.gov.on.ca/documents/en/SecuriGesegor/csa_20181218 23
323_tradingfeerebatepilot-study. pdf
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Comments and submissions

We invite participants to provide input on the issues outlined in this p@aitsultationPaper
You may provide written comments in hard copy or electronic form. The consultation period
expiresMonday, May 13, 2019.

Please submit your comments in writing on or befdsy 13,2019 If you are not sending your
comments by email, please send a CD amintg the submissits (in Microsoft Word format).

Address your submission to all of the CSA as follows:

British Columbia Securities Commission

Alberta Securities Commission

Financialand Consumer Affairs Authority of Saskatchewan

Manitoba Securitie€ommission

Ontario Securities Commission

Autorité des marchés financiers

Financial and Consumer Services Commission, New Brunswick
Superintendent of Securiti€sSpvernment oPrince Edward Island

Nova Scotia Securities Commission

Superintendent of Secugs, Department of Service NL, Provincial Governmema#ffoundland
and Labrador

Superintenderf Securities, Northwest Territories

Superintendendf Securities, Yukon

Superintendent of SecuritieBepartment of Justice, GovernmentNafnavut

Deliver yaur commentonly to the addresses below. Your comments will be distributed to the
other participating CSA regulators.

The Secretary
OntarioSecurities Commission
20 Queen Street West

22" Floor

Toronto, Ontario M5H 3S8
Fax: 4165932318
comments@osc.gov.on.ca

M€ Anne-Marie Beaudoin

Corporate Secretary

Autorité des marchés financiers

800, rue du QuareVictoria, 2Z étage
C.P. 246, tour de la Bourse

Montréal (Québec) H4Z 1G3

Fax : 5148646381
Consultatioren-cours@lautorite.gc.ca
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[IROC

Kevin McCoy

Investment Industry Regulatory Organization of Canada
Suite 2000, 121 King Street West

Toronto, Ontario, M5H 3T9

kmccoy@iiroc.ca

We cannot keep submissions confidential because securities legislation in certain provinces
requires publication of the written comments received during the comment period. All comments
received will beposted on the websites of each of the Alberta Securities Commission at
www.albertasecurities.comthe Autorité des marchés financiersnatw.lautorite.gc.caandthe

Ontario Securities Commissionwatvw.osc.gov.on.car herefore, you should not include personal
information directly in comments to be published. It is important that you state on whose behalf
you are making theubmission.

Part 7 - Questions

Please refer your questions to any of the following:

Kent Bailey

Trading Specialist, Market Regulation
Ontario Securities Commission
kbailey@osc.gov.on.ca

Kortney Shapiro

LegalCounsel Market Regulation
OntarioSecurities Commission
kshapirg@osc.gov.on.ca

Tracey Stern

Manager, Market Regulation
Ontario Securities Commission
tstern@osc.gov.on.ca

Roland Geiling

Analyste en produits dérivés
Direction des bourses et des OAR
Autorité des marchés financiers
roland.geiling@lautorite.gc.ca

SergeBoisvert

Analyste en réglementation
Direction des bourses et des OAR
Autorité des marchés financiers
serge.boisvert@lautorite.gc.ca

Lucie Prince

Analyste

Direction des bourses et des OAR
Autorité desmarchés financiers
lucie.prince @lautorite.qc.ca

Sasha Cekerevac

Regulatory Analyst, Market Regulation
Alberta Securities Commission
sasha.cekerevac@asc.ca

Bruce Sinclair

Securities Market Specialist

British Columbia Securities Commission
bsinclair@bcsc.bc.ca

Kevin McCoy

Vice-President, Market Policy & Trading
Conduct Compliance

IIROC

kmccoy@iiroc.ca
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Appendix A

Quantitative Analysis olinternalization on Canadian Marketplaces

This appendix looks quantitatively at trading activity and features associated with the
internalizationof orders.

Part 1 of this appendixprovides datawith respect tothe occurrences of intentional and
unintentional crosses on all Canadian marketplaces for the period of Januarty 2006 2018
andrelies on data received by IIROC through the Market Regulation Feed sedbbyteach
marketplace.

Part 2of this appendixooks at thenagnitudeof broker preferencing. The data used for this section
only includes the datprovided bythosemarketplaesthat are able to accurately track trades

resulting from orders thato not follow time priority as a result of broker preferencing, and covers
the period oflanuary 2017 to July 2018
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Part 1
Fig. 11 Percentage of Total Trades Executed as Unintent{@h&l) or Intentional (IC)Cros®s
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Fig. 2 - Percentage of TotdMolume Executed a&/nintentional ordntentional Crosss
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Fig. 3 - Percentage of TotalalueExecuted a&/nintentionalor Intentional Crosss
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Table 1i Six-month Averagsof Unintentional andntentional Crosses

2016 2016 2017 2017 2018 Change
Over
Periodl | Period2 | Period3 | Period4 | Period5 Periods
1-5
Jan- July- Jan- July- Jan- Net %
June Dec June Dec June Change | Change
Unintentional by 12.27% | 11.64% | 12.07% | 13.12% | 13.91% | 1.64% 13.41%
Trade
Unintentional by 11.85% | 11.70% | 11.58% | 12.62% | 12.75% | 0.90% 7.60%
Volume
Unintentional by 11.44% | 11.39% | 11.48% | 12.65% | 13.40% | 1.96% 17.13%
Value
Intentional  by| 0.06% | 0.07% |0.07% |0.10% |0.11% |0.06% |94.52%
Trade
Intentional  by| 11.53% | 10.03% | 10.46% | 9.41% |8.87% |-2.66% |-23.09%
Volume
Intentional  by| 13.18% | 12.13% | 13.82% | 12.09% | 11.67% | -1.51% | -11.46%
Value

Table 1 shows the average percentages of total trade executions exsdutedtional and unintentional crosses by number of trade, total volume and valug
averaged over a simonth period. Net change is calculated by comparing period 1J(f@n2016) to period 5 (Jdane 2018). Change over periods Is the
net change aa percentage of the period 1 percentage. Net change and percent change may not be exact due to rounding.
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Fig. 41 CrossTrades by Account Typke Compared Against Neaross(NC) Trades
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This figure shows the percentage of intentional and uniotegitcrosses by number of trades and clien
types. Client types of neaross trades is provided for comparison purpose©@ THE RO r e f e
trade involving an account type marker that is not@Lor CL-IN.

Fig. 51 CrossVolumeby Account Typd Compared Against NeorossVolume

Composition By Volume

2.0% 1.5%

100%

80%

60%

40%

20%

0%
NC Volume UIC Volume IC Volume

ECL-CLECL-IN mOTHER

This figure shows the percentage of intentional and unintentional crosses by volume and client typ
Client types of nottross trades is provided for comparison purposes.
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Fig. 6 - CrossValue by Account Typ& Compared Against Neoross Value
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This figure shows the percentage of intentional and unintentional crosses by value traded and clie

types. Client types of neaross trades is provided for comparison purposes.

Fig. 71 Crosses by Account Type
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This figure shows the change over the period by number of trades, total volume traded and total value traded by @llenpegentages are
measured against the total trading that occurred on all marketplaces.
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Table 2i Cross by Account Types6-month Averages

by Value

2016 2016 2017 2017 2018 Change
Over
Periodl | Period2 | Period3 | Period4 | Period5 Periods
1-5
Jan- July- Jan- July- Jan- Net %
June Dec June Dec June Change| Change
Unintentional| CL-CL 10.25% | 9.47% | 9.89% | 10.13% | 10.72% | 0.47% | 4.60%
by Trade
Unintentional| CL-IN 1.73% | 1.95% | 1.95% |2.74% |2.81% | 1.08% |62.40%
by Trade
Unintentional| OTHER 0.29% |0.23% |0.24% |0.25% |0.39% |0.10% | 33.90%
by Trade
Unintentional| CL-CL 8.80% |8.46% |8.22% |8.79% |9.95% |1.14% | 13.00%
by Value
Unintentional| CL-IN 2.25% |2.53% |291% |3.51% |3.00% |0.75% | 33.50%
by Value
Unintentionall OTHER 0.39% |0.40% |0.36% |0.35% |0.45% |0.06% | 16.20%
by Value
Unintentional| CL-CL 9.37% |9.31% |8.97% |9.83% |10.12% | 0.75% | 8.00%
by Volume
Unintentional| CL-IN 2.18% |2.14% |2.38% |2.58% |2.40% |0.22% | 10.10%
by Volume
Unintentionall OTHER 0.30% |0.25% |0.23% |0.21% |0.23% |-0.07% | -23.30%
by Volume
Intentional | CL-CL 0.02% | 0.02% |0.02% |0.02% |0.02% | 0.00% | 2.60%
by Trade
Intentional | CL-IN 0.04% |0.05% |0.05% |0.08% |0.09% |0.05% | 132.90%
by Trade
Intentional | OTHER 0.00% | 0.00% |0.00% |0.00% |0.00% |0.00% |NA
by Trade
Intentional | CL-CL 4.13% |3.75% |3.56% |3.23% |2.56% |-1.58% |-38.10%




-28

Intentional CL-IN 9.04% | 8.38% | 10.26% | 8.65% | 8.64% | -0.40% | -4.50%
by Value

Intentional OTHER 0.00% | 0.00% |0.00% |0.20% |0.47% |0.47% | NA

by Value

Intentional CL-CL 3.54% |3.16% |2.96% |2.94% |2.24% |-1.30% | -36.80%
by Volume

Intentional CL-IN 7.99% |6.86% |7.50% |6.24% |6.16% |-1.83% |-22.90%
by Volume

Intentional OTHER 0.00% |0.00% |0.00% |0.23% |0.48% |0.47% | NA

by Volume

Table 2 shows the average percentages of intentional and unintentional crosses by client type and number of tradesetatal value averaged over asignth period.
Net change is calculated by comparing periods 1-Jdae 2016) to period 5 (Jdone 2018). Change over period$ 1s the net change as a percentage of the period 1
percentage. Net change and percent change may not be exact due to rounding.

Fig. 81 Cross Percentage by Marketplétte Relative to Own Trading
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39 Marketplaces are represented by the following abbreviations: A@&buitas Neo, CHX Nasdaq
CXC, TSE-TSX, CNQi Canadian Securities Exchange, OM®mega, CDX TSX Venture, CX2
Nasdaq CX2ALF 1 Alpha, LYXT Lynx, LIQ T Liquidnet Canada, ICX Instinet Canada Cross, AQL
Aequitas Lit, CXDi Nasdaq CXD, TCM MATCHNow.
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IC Percentages Per Marketplace
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This figure showshe percentage of intentional and unintentional crosses by total trades, total volume and total value measured againstkeachmp | a ¢
trading. Percentages displayed above the bars correspond to volume.

Fig. 91 Contribution by Marketplace
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This figure shows the percentage contribution by each marketplace against the total traded by all marketplaces. Fon pumguemeés) total (including cross
and noncross activity) number of trades, volume and value has been included.




Fig. 107 CL-CL Crosses by Security Prit%e
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UIC Value Percentage Per Price Range - CL-CL
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This figure shows a breakdown of intentional and unintentional etiéemt crosses as a percentage of total trading activity over the period by secu
price. 5 buckets are used: <=.10, <=$1, <=$5, <=$10, >$10.

“OFor Fig. 10 and Fig. 11, <=$1 means >.10 and <$1, <=$5 means >$1 and <=$5, <=$10 means >$5 and

<=$10
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Fig. 117 CL-IN Crosses by Security Price
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UIC Value Percentage Per Price Range - CL-IN
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This figure shows a breakdown of intentional and unintentional dlieentory crosses as a percentage of total trading activity over the period by
security price. 5 buckets are used: <=.10, <=$1, <=$5, <=$10, >$10.
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Fig. 127 Crosses byiquidity
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This figure shows a breakdown of intentional and unintentional crosses as a percentage of total trading activity ipg dieatttye period by liquidity.
For the calculation of liquidity, the IIROC highliquid security list was used. Bighly-liquid security is defined as a listed or quoted security that:
T has traded, in total, on one or more marketplaces as reported on a consolidated market display ddeggert@ ending not earlier thar
10 days prior to the commencement of therreted period:
o an average of at least 100 times per trading day, and
o with an average trading value of at least $1,000,000 per trading day;
or
T issubject to Reg. M and -tsadedsbsdeuvedtyo beden fihati vebul at




Table 3i Contribution by Top 15 Dealers

-33-

Total Value 87.70%
Total Volume 84.20%
Total Trades 87.90%
Intentional CrossesValue 83.30%
Intentional CrossesVolume 74.60%
Intentional CrossesTrades 75.00%
Unintentional CrossesValue 94.40%
Unintentional CrossesVolume 94.40%
Unintentional CrossesTrades 98.60%

volume and valudave been included.

Table 3 aggregates the activity of the top 15 dealers as measured by trading activity. Percentages reflect the agg
contribution over the period. For comparison purposes, total (including cross asdssrirades) number of trades,

Fig. 137 Top 15 Dealers Crosses Percentage of Own Trading

activity of the same top 15 dealers on all marketplaces.

This figure shows the percentage of intentional and unintentional crosses by client type of the top 15 dealers as camgtafesitatpl trading




