
NOTICE OF PROPOSED AMENDMENT TO RULE 61-501
UNDER THE SECURITIES ACT

INSIDER BIDS, ISSUER BIDS, GOING PRIVATE TRANSACTIONS
AND RELATED PARTY TRANSACTIONS
(Canadian Venture Exchange Issuers)

Substance and Purpose of Proposed Amendment

Rule 61-501 Insider Bids, Issuer Bids, Going Private Transactions and Related Party Transactions ("Rule 61-501")
came into force on May 1, 2000, replacing former OSC Policy Statement No. 9.1. The protections afforded by Rule 61-
501 include independent valuations, minority shareholder approval and enhanced disclosure.  The purpose of the
proposed amendment is to add a new exemption from the requirement to obtain an independent, formal valuation
for related party transactions that are subject to, and carried out in accordance with, Canadian Venture Exchange
(“CDNX”) Policy 5.9 Insider Bids, Issuer Bids, Going Private Transactions and Related Party Transactions (“Policy 5.9").

In its application to the Commission for exemption from recognition as a stock exchange, which was published in
(2000), 23 OSCB 6058 (September 1, 2000), CDNX stated its intention to adopt Policy 5.9, which would essentially
make Rule 61-501 a policy of CDNX, subject to the addition of certain exemptions.  The application also contemplated
that CDNX staff would assist OSC staff in formulating exemptions from Rule 61-501 for junior issuers, particularly in
regard to exemption from valuation requirements.  As published in (2000), 23 OSCB 8437 (December 22, 2000), the
exemption application was granted, and CDNX adopted Policy 5.9 effective as of June 30, 2001.

Policy 5.9 applies to all CDNX issuers regardless of whether they are reporting issuers in Ontario.  A copy of CDNX
Policy 5.9 is contained in Appendix A of this Notice.  In order to recognize the unique status of CDNX issuers as
developing companies, Policy 5.9 contains five exemptions from the formal valuation requirements (the “Exchange
Valuation Exemptions”) for related party transactions, in addition to the exemptions contained in Rule 61-501.  The
Exchange Valuation Exemptions will apply to certain types of related party transactions that are subject to review by
CDNX. 

The Commission proposes to incorporate the Exchange Valuation Exemptions into the Rule, so that all CDNX issuers
will have the benefit of the Exchange Valuation Exemptions, even if they are reporting issuers in Ontario.

Summary of the Proposed Amendment

Section 5.5 of Rule 61-501 requires an issuer involved in a related party transaction to obtain an independent formal
valuation of the subject matter of the related party transaction.  Section 5.6 of Rule 61-501 sets out exemptions from
the formal valuation requirement.

The Commission proposes to amend Rule 61-501 to provide an additional exemption from the formal valuation
requirement where the issuer is subject to Policy 5.9 and has an Exchange Valuation Exemption.  This new exemption
will give CDNX issuers that are reporting issuers in Ontario the same treatment with respect to the requirements of
Rule 61-501 as is given to CDNX issuers that are not reporting issuers in Ontario.

Authority for Proposed Amendment

Paragraph 143(1)28 of the Securities Act (Ontario) (the “Act”) authorizes the Commission to make rules regulating,
among other things, related party transactions, including prescribing requirements for disclosure and valuations.

Alternatives Considered

The Commission considered maintaining the status quo with respect to the applicability of  Rule 61-501 to CDNX
issuers, that is, applying Rule 61-501 as it currently exists to CDNX issuers that are reporting issuers in Ontario.
However, this would result in different treatment between CDNX issuers depending upon whether they are reporting
issuers  in Ontario.  The Commission determined that the Exchange Valuation Exemptions are reasonable alternatives
to the formal valuation requirement for CDNX issuers.

Unpublished Materials



In proposing this amendment, the Commission has not relied on any significant unpublished study, report, decision
or other written materials.

Anticipated Costs and Benefits

The proposed amendment to Rule 61-501 will benefit CDNX issuers that are reporting issuers in Ontario, as there
will be fewer circumstances under which they will be required to undergo the expense of having a formal valuation
prepared. There are no anticipated costs associated with the proposed amendment.
  
Regulations Revoked or Amended

The proposed amendment does not require any regulations to be revoked or amended.

Comments

Interested parties are invited to make written submissions with respect to the proposed amendment.  Submissions
received by November 26, 2001 will be considered.

Submissions should be sent to:

John Stevenson, Secretary
Ontario Securities Commission
20 Queen Street West
Suite 800, Box 55
Toronto, Ontario M5H 3S8
jstevenson@osc.gov.on.ca

A diskette containing the submissions (in DOS or Windows format, preferably WordPerfect) should also be submitted.
As the Act requires that a summary of written comments received during the comment period be published,
confidentiality of submissions cannot be maintained.

Questions may be referred to:

Ralph Shay
Director, Take-over/Issuer Bids, Mergers & Acquisitions 
Ontario Securities Commission
(416) 593-2345

Proposed Amendment

The text of the proposed amendment follows.

 August 24, 2001.

APPENDIX A

POLICY 5.9

INSIDER BIDS, ISSUER BIDS, GOING PRIVATE TRANSACTIONS 
AND RELATED PARTY TRANSACTIONS

Scope of Policy

This Policy incorporates Ontario Securities Commission (“OSC”) Rule 61-501, Insider Bids, Issuer Bids, Going Private
Transactions and Related Party Transactions (the “OSC Rule”), together with the Companion Policy 61-501CP (the
“OSC Policy”), as they exist as at September 1, 2000 as a policy of the Exchange, subject to certain modifications.
In addition to the stated exemptions in the OSC Rule, this Policy also provides certain additional exemptions.  A



complete copy of the OSC Rule and OSC Policy can be found on the OSC’s website at www.osc.gov.on.ca.  The text
of the OSC Rule and OSC Policy have also been incorporated, respectively, as Appendix 5B and Appendix 5C to the
Exchange’s Corporate Finance Manual. 

The main headings of this Policy are:

1. Definitions
2. Effective Date of this Policy 
3. Application of the OSC Rule and OSC Policy
4. Exchange Valuation Exemptions

1. Definitions

1.1 Definitions contained in the OSC Rule and OSC Policy that are inconsistent with definitions contained within
other Exchange policies shall be applicable only to the interpretation of this Policy.

1.2 References in the OSC Rule and OSC Policy to the “Director”, for the purposes of this Policy, shall refer to
a Vice-President, Corporate Finance of the Exchange.

1.3 "Feasibility Study" for the purpose of this Policy, means a comprehensive study of a deposit in which all
geological, engineering, operating, economic and other relevant factors are considered in sufficient detail
to serve as the basis for a qualified person experienced in mineral production activities, acting reasonably,
to make a final decision on whether to proceed with development of the deposit for mineral production.

1.4 “Independent Committee” for the purpose of this Policy, means a committee consisting exclusively of two
or more Independent Directors. 

1.5 "Independent Directors" for the purpose of this Policy, means for an Issuer, a director who is neither an
employee, senior officer, Control Person or management consultant of the Issuer or its Associates or
Affiliates and is otherwise independent as determined in accordance with section 7.1 of the OSC Rule.

1.6 "Related Party" and "Related Party Transaction" have the meaning ascribed to such terms in the OSC
Rule.

1.7 "Unrelated Investors" for the purpose of this Policy, means Persons who are not Related Parties of the
Issuer or the Target Issuer and who are not members of the Pro Group.

2. Effective Date of this Policy

2.1 This Policy shall become effective June 30, 2001 (the “Effective Date”).  Prior to the Effective Date of this
Policy, the Exchange may nevertheless use this Policy as a guideline. 

3. Application of the OSC Rule and OSC Policy

3.1 The Exchange considers it appropriate to have policies providing guidance in respect of insider bids, issuer
bids, going private transactions and related party transactions, and in particular concerning the
circumstances in which disinterested shareholder approval, valuations, independent board committee
approval and enhanced disclosure are required.  On May 1, 2000, the OSC Rule and the OSC Policy became
effective, replacing the former OSC Policy 9.1.  Although the Exchange is considering adoption of its own
separate policy, the Exchange considered the OSC Rule and the OSC Policy and determined that in an effort
to create a national, harmonized set of rules, it would adopt the OSC Rule and the OSC Policy as a CDNX
policy. 

3.2 On the Effective Date, this Policy will apply to all Issuers listed on CDNX or seeking listing on CDNX,
regardless of whether the Issuer is a reporting issuer in Ontario.   References in either the OSC Rule or the
OSC Policy to their application to Ontario reporting issuers, for the purposes of this policy, shall be
considered to be references to Issuers listed on CDNX. 



3.3 Subject to the modifications described in this Policy, and in particular the additional exemptions set forth in
section 4 of this Policy, the OSC Rule and the OSC Policy are adopted, in their entirety, as a Corporate
Finance policy of the Exchange as at the Effective Date.

3.4 Prior to the Effective Date, the Exchange will be reviewing its other corporate finance policies to minimize any
conflicts or inconsistencies created by the introduction of this Policy and to provide appropriate cross-
references and clarifications.

3.5 A number of Exchange policies may be impacted by the adoption of the OSC Rule and the OSC Policy,
including the following:

(a) Policy 2.4, Capital Pool Companies,

(b) Policy 4.1, Private Placements,

(c) Policy 5.2, Changes of Business and Reverse Take-Overs,

(d) Policy 5.3, Acquisitions and Dispositions of Non-Cash Assets,

(e) Policy 5.5, Stock Exchange Take-Over Bids and Issuer Bids, and 

(f) Policy 5.6, Normal Course Issuer Bids.

4. Exchange Valuation Exemptions

4.1 The OSC Rule contains various provisions exempting issuers from its application.  In regard to valuations,
the OSC Rule sets out various situations in which an Issuer is exempt from the requirement to obtain an
independent valuation.  In addition to the stated exemptions in the OSC Rule and subject to sections 4.3 and
4.4 below, the Exchange will also generally exempt an Issuer from the requirement of an independent
valuation ("Exchange Valuation Exemptions") in the course of Exchange acceptance of a Related Party
Transaction in connection with a:

• Qualifying Transaction by a Capital Pool Company;
• Change of Business;
• Reviewable Acquisition;
• Reviewable Disposition; or
• Reverse Take-Over or such other transaction deemed to be a Reverse Take-Over by the Exchange

notwithstanding that the transaction may not be a reverse take-over for accounting purposes;

provided that one of the following circumstances is met:

(a) the fair market value of the assets, business or securities is  "indeterminate" with reference to the
criteria described in section 4.5 below; or

(b) the transaction constitutes the acquisition or disposition of an oil and gas property in North America
and the Issuer has obtained an independent engineering or geological report, which provides a
value of proved and probable reserves based on constant dollar pricing presented at discount rates
of 10%, 15% and 20%, with probable reserves discounted a further 50%; or

(c) the transaction constitutes the acquisition or disposition of a mineral resource property and the
Issuer has obtained a Feasibility Study based on proven and probable reserves that demonstrates
a minimum three year mine life; or

(d) the transaction constitutes an acquisition by either a CPC or an Issuer that does not meet Tier 2 Tier
Maintenance Requirements such that the Issuer could be designated Inactive, and the
consideration to be paid consists solely of equity securities of the Issuer and the Issuer is
conducting a concurrent financing constituting the issuance of equity securities provided that:



(i) the product obtained by multiplying the gross proceeds of the financing by the inverted
fractional interest that the concurrent financing subscribers will own of the Issuer, less net
tangible assets of the Issuer, is equal to or greater than the total of the deemed value of
the securities being issued for the assets, business or securities to be acquired;

(ii) Unrelated Investors purchase equity securities in the concurrent financing representing
20% or more of the total issued and outstanding equity securities of the Issuer after giving
effect to both the concurrent financing and the transaction; and

(iii) Unrelated Investors contribute at least 2/3 of the aggregate proceeds of the concurrent
financing.

Eg.  An Issuer has outstanding 5,000,000 Listed Shares and is conducting an acquisition
of a private start-up technology company, Targetco.  The purchase price for all of the issued
and outstanding shares of Targetco is to be the issuance by the Issuer of 10,000,000 Listed
Shares at $0.30 (ie. a deemed value of $3,000,000) to acquire all of the issued and
outstanding shares of Targetco.  Concurrently with the acquisition, the Issuer is conducting
a financing to arm’s length subscribers, issuing 5,000,000 Listed Shares at $0.30 to raise
total gross proceeds of $1,500,000.  In this example, the Issuer has no net tangible assets
other than the cash raised on the financing in the amount of the $1,500,000

The subscribers to the concurrent financing will own 25% of the Resulting Issuer, assuming
completion of both the acquisition and the financing.  Accordingly, the required 20%
minimum has been met and the financing can be used as an alternative method of
valuation.  
Based on the financing, the Exchange will accept a deemed value for Targetco of up to
$4,500,000.

The $4,500,000 is calculated by multiplying the gross proceeds of the concurrent financing
(ie. $1,500,000) by the inverted fractional interest that the concurrent financing subscribers
will own of the Resulting Issuer. (ie. 25% is 25/100 which, when inverted is 100/25) less net
tangible assets of the Issuer (which, in this case, are confined to $1,500,000).  $4,500,000
($1,500,000 x 100/25 - $1,500,000) is the maximum deemed value attributable to
Targetco.  Since the Issuer only intends to pay a deemed price of $3,000,000, the
consideration to be paid is acceptable.

4.2 Subject to sections 4.3 and 4.4 below, an Exchange Valuation Exemption will also generally be available to
an Issuer in the course of Exchange acceptance of a Private Placement which is a Related Party Transaction:

(a) where the fair market value of the Issuer’s  securities is “indeterminate” with reference to the criteria
described in section 4.5 below; or

(b) where:

(i) a liquid market (as defined in paragraph 1.3(1)(a) of the OSC Rule) does not exist for the
securities of the Issuer at the time the transaction is agreed to;

(ii) the Exchange’s normal pricing policies will be applied in fixing the price of the equity
securities purchased on the Private Placement;

(iii) Unrelated Investors contribute at least 2/3 of the aggregate proceeds of the Private
Placement; and

(iv) the pro rata share of the total issued and outstanding equity securities of the Issuer owned
by any Related Party of the Issuer will not increase after giving effect to the Private
Placement.



4.3 Where an Issuer relies upon the Exchange Valuation Exemptions:

(a) the Issuer must provide to the Exchange a certificate in accordance with section 4.4 below, executed
by either a majority of the board of directors of the Issuer which must include two or more
Independent Directors or an Independent Committee; 

(b) the contents of the Certificate must be disclosed in any Information Circular or Filing Statement
provided to shareholders in connection with the transaction; and

(c) any securities issued in consideration for such assets, business or securities will be subject to
escrow or other resale restrictions as prescribed by the Exchange.  See Policy 5.4 - Escrow and
Vendor Consideration.

4.4 The certificate referred to in section 4.3 above shall provide:

(a) disclosure with respect to the Exchange Valuation Exemption being relied upon and the basis for
such reliance;

(b) disclosure of the manner in and basis upon which price or value was determined;

(c) that either a majority of the board of directors of the Issuer including two or more Independent
Directors or the Independent Committee , having made reasonable inquiry, have:

(i) no knowledge of a Material Change or Material Fact concerning the Issuer or its securities
that has not been generally disclosed; and

(ii) no reason to believe it is inappropriate to apply the Exchange's normal pricing policies; and

(d) in respect of the exemptions set forth in subsections 4.1(a) and 4.2(a) above, the certificate must
also state that:

(i) either a majority of the board of directors of the Issuer including two or more Independent
Directors or the Independent Committee , acting in good faith, reasonably believe that the
fair market value of the assets, business or securities is "indeterminate" with reference to
the criteria described in section 4.5; and 

(ii) there has been disclosure of the manner and basis upon which the consideration to be
paid for the assets, business or securities was determined including, without limitation,
reference to net tangible asset value;

(e) in respect of the exemption set forth in subsection 4.1(d) above, the certificate must also state that:

(i) prior to making their investment, the Unrelated Investors will have received disclosure in
the Information Circular or offering memorandum, as the case may be,  of all matters
relating to or affecting the concurrent financing and the transaction;

(ii) prior to voting on the transaction, the shareholders of the Issuer will have received
disclosure in the Information Circular of all matters relating to or affecting the concurrent
financing and the transaction; and

(iii) either a majority of the board of directors of the Issuer including two or more Independent
Directors or the Independent Committee, having made reasonable inquiry, have no
knowledge of any matter that might impact upon the deemed value determined in
subsection 4.1(d).

(f) in respect of the exemption set forth in subsection 4.2(b) above, that the pro rata share of the total
issued and outstanding equity securities of the Issuer owned by any Related Party of the Issuer will



not increase after giving effect to the Private Placement.

4.5 The Exchange will generally consider assets, businesses or securities to be of "indeterminate" value where:

(a) the Issuer has demonstrated, to the satisfaction of the Exchange, a minimal history of commercial
operations (less than one full fiscal year); and

(b) financial statements relating to such assets, business or securities evidence:

(i) no cumulative earnings since commencement of operations;

(ii) either no sales or revenues or minimal cumulative sales or revenues derived from
operations (less than $1,000,000 since the commencement of operation of such assets
or business); and

(iii) no positive cash flow or a minimal history of positive cash flow (two or fewer quarterly
reporting periods).

4.6 The Exchange exemptions from the valuation requirements are only exemptions from the application of this
Policy.  An Issuer that is a reporting issuer in Ontario and is therefore directly subject to the OSC Rule and
OSC Policy cannot rely upon the Exchange Valuation Exemptions to exempt them from the requirements of
the OSC Rule and OSC Policy.

4.7 Where an Issuer is a reporting issuer in Ontario and the Issuer seeks an exemption from the OSC Rule or
OSC Policy from the OSC, the Issuer must make application to the OSC with a copy of such application and
all subsequent correspondence being provided to the Exchange.  Where an exemption or waiver is permitted
by the OSC, the Exchange will generally defer to the decision of the OSC.

4.8 Where an Issuer is not a reporting issuer in Ontario and is not directly subject to the OSC Rule and OSC
Policy and seeks only an exemption from this Policy 5.9, the Issuer will make application for exemption or
waiver of this Policy solely to the Exchange.

AMENDMENT TO OSC RULE 61-501
INSIDER BIDS, ISSUER BIDS, GOING PRIVATE TRANSACTIONS

AND RELATED PARTY TRANSACTIONS

PART 1 AMENDMENT

1.1 Amendment - Rule 61-501 Insider Bids, Issuer Bids, Going Private Transactions and Related Party
Transactions is amended by the addition of the following  paragraph 17 to section 5.6:

“17. Canadian Venture Exchange Policy 5.9 - The issuer is  listed on the Canadian Venture Exchange
(“CDNX”), the transaction qualifies for an Exchange Valuation Exemption as defined in Policy 5.9
of CDNX, Issuer Bids, Insider Bids, Going Private Transactions and Related Party Transactions, the
transaction is carried out in full compliance with such Policy and CDNX unconditionally approves
the transaction.”

PART 2 EFFECTIVE DATE

2.1 Effective Date - This amendment comes into force on !, 2001.


