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The following guidelines will apply to TSX-listed venture issuers only, for meetings
on or after Feb 1, 2008.
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Auditors

Financial Statements/Director and Auditor Reports

Companies are required under the CBCA to submit their financial statements and the auditor report,
which is included in the company’s annual report, to shareholders at every AGM. This routine item is
almost always non-voting.

Ratification of Auditors
Generally vote FOR proposals to ratify auditors EXCEPT where:

¢ Non-audit related fees paid to the auditor exceed audit-related fees.

RATIONALE: For clarification purposes, Multilateral Instrument 52-110 relating to Audit
Committees defines “audit services” to include the professional services rendered by the issuer’s
external auditor for the audit and review of the issuer’s financial statements or services that are
normally provided by the external auditor in connection with statutory and regulatory filings or
engagements.

Audit services include tax preparation and filing fees. Fees disclosed as “Other” that are paid
only for the preparation of regulatory filings in conjunction with initial public offerings,
emergence from bankruptcy and spin-offs, will now be excluded from the calculation for
determining whether non-audit fees exceed audit and audit related fees paid to the external
audit firm as long as detailed disclosure is provided to shareholders which identifies the nature of
these fees. This change recognizes the exceptional one-time nature of these three specific
corporate reorganization type fees which can be substantial and can therefore affect the results
of the audit versus non-audit fee comparison.

In all Canadian jurisdictions except British Columbia, in conjunction with Multilateral Instrument
52-110 Audit Committees, Form 52-110F2 Disclosure for Venture Issuers requires that venture
companies disclose:

e The text of the audit committee’s charter;

¢ The name of each audit committee member and state whether or not that member is (i)
independent and (ii) financially literate;

o A description of any policies or procedures adopted by the audit committee for the
engagement of non-audit services;

o All fees paid to the external audit firm, broken down by category as (i) Audit Fees, (ii) Audit-
Related Fees, (iii) Tax Fees, or (iv) Other Fees.

If a venture issuer does not solicit proxies from security holders, then the required disclosure
must appear in its Annual Information Form or annual MD&A.

For BC incorporated issuers, BC Instrument 52-509 Audit Committees requires substantially similar
compliance except that certain committee and disclosure requirements do not apply to any
reporting issuer if the board of directors consists of fewer than five directors and the board
performs specified requirements of the audit committee, including taking reasonable steps to
ensure that the external audit firm is independent; ensuring that the fees charged by the
external auditor for audit-related work are appropriate; determining the audit engagement terms
by which the auditor formally reports to the issuer; monitoring the audit process and
management’s role and any disagreements that might arise between auditor and management;
establishing and monitoring policies governing the external auditor firm’s provision of non-audit
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services and the issuer’s hiring of person’s formerly employed by the audit firm; and, annually
preparing a report to shareholders describing steps taken to ensure auditor independence,
policies and procedures implemented to ensure contracts for non-audit services do not
compromise auditor independence, and the nature of any non-audit service contracts with the
auditor and the amount of fees charged for such services.

Board of Directors

Slate director ballots are still a significant factor in voting for director elections in the Canadian
market. According to research conducted by ISS Canada, roughly 57% of all director election
proposals at TSX companies in 2007 provided a slate ballot. This percentage may be somewhat higher
for TSX Venture issuers. The continued use of slate ballots denies shareholders the ability to register
disapproval for individual director nominees and has resulted in 1SS withhold recommendations from
entire slates in order to register such disapproval.

Voting on Director Nominees in Uncontested Elections
Definition of Independence

ISS Canada has updated its working definition of independence to align more closely with the
definition used by Multilateral Instrument 52-110 Audit Committees.

Inside Directors (1)
o Employees of the Company or its affiliates;
o Non-employee officer of the company if he/she is among the five most highly compensated;
e Current interim CEO;
e Beneficial owner of Company shares with more than 50% of the outstanding voting rights.
Independent Directors (I0)

e Adirector is considered to be independent if the only material® ties to the corporation on
which board he or she sits (the “Company’’) and the Company’s management are the fees
received in connection with the directorship and that person’s holding of Company securities.

Affiliated Directors (AO)
e Former executive with the Company? within the last three years (excluding CEO);
e Former CEO (no cooling off period);

e Former interim CEO if the service was longer than 18 months or if the service was between 12
and 18 months and the compensation was high relative to that of the other directors (5x their
pay) or in line with a CEO’s compensation®;

e Former executive of the company, an affiliate* or a firm acquired within the past three years;

! For purposes of 1SS’ director independence classification, “material” will be defined as a standard of
relationship (financial, personal or otherwise) that a reasonable person might conclude could potentially
influence one’s objectivity in the boardroom in a manner that would have a meaningful impact on an
individual’s ability to satisfy requisite fiduciary standards on behalf of shareholders.

2 Company includes affiliates, subsidiaries, sibling companies or parent company.

%15S will look at the terms of the interim CEO’s compensation or employment contract to determine if it
contains severance pay, long-term health and pension benefits or other such standard provisions typically
contained in contracts of permanent, non-temporary CEOs. 1SS will also consider if a formal search process was
underway for a full-time CEO at the time.
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Executive of a former parent or predecessor firm at the time the company was sold or split
off from parent/predecessor (subject to three year cooling off other than CEO);

Executive, former executive with last three years, general or limited partner of a joint
venture or partnership with the Company;

Relative® of current executive officer® of the Company;

Relative of a person who has served as an executive officer of the Company within the last
three years;

Currently provides (or a relative provides) professional services to the Company or to its
officers;

Currently employed by (or a relative is employed by) a significant customer or supplier’;

Is (or a relative is) a trustee, director or employee of a charitable or non-profit organization
that receives grants or endowments from the Company;

Has (or a relative has) a transactional relationship with the company excluding investments in
the Company through a private placement;

Has a contractual/guaranteed board seat and is party to a voting agreement to vote in line
with management on proposals being brought to shareholders;

Founder® of the Company but not currently an employee;

Board attestation that an outside director is not independent.

Director Nominees in Uncontested Elections- Vote Determinations
Votes on director nominees should be made on a CASE-BY-CASE basis, examining the following factors
where disclosed:

independence of the board and key board committees;
attendance at board meetings;

corporate governance provisions and takeover activity;
long-term company performance;

director’s ownership stake in the company;
compensation practices;

responsiveness to shareholder proposals;

board accountability;

the adoption of a modified Majority Voting (director resignation) policy.

* «“Affiliate” includes a subsidiary, sibling company, or parent company. 1SS uses 50% control ownership by the
parent company as a standard for applying its affiliate designation.

> Relative refers to immediate family members including spouse, parents, children, siblings, in-laws and anyone
sharing the director’s home.

® Based on the definition of Executive Officer used in Multilateral Instrument 52-110.

" 1f the company makes or receives annual payments exceeding the greater of $200,000 or 5% of recipient’s
gross revenues (the recipients is the party receiving proceeds from the transaction).

® The operating involvement of the Founder with the company will be considered. Little or no operating
involvement may cause ISS Canada to deem the Founder as an independent outsider.
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RATIONALE: Corporate Governance disclosure requirements for Venture Issuers are set out in OSC
Form 58-101F2. Disclosure for boards of directors includes:

o Assessment of the independence of each director and the basis for determination;

o Identification of any other issuer for which the director holds a board seat;

o Description of the director orientation process, if any, and continuing education measures;
e Description of ethical business conduct policies or procedures;

e Disclosure of the nomination process and who is responsible for identifying new candidates;
e Disclosure of the process for determining executive compensation and who is responsible;

e Description of standing board committees other than the audit, compensation and nominating
committees;

e Description of any board assessment procedures.
Insiders on Key Committees

Generally vote WITHHOLD from individual directors (and the whole slate if the slate includes such
individual directors) who:

e Are insiders on the audit committee.

Generally vote WITHHOLD from individual directors (and the whole slate if the slate includes such
individual directors) who:

e Are insiders on the Compensation Committee only if the committee is not majority
independent.

Generally vote WITHHOLD from individual directors who are insiders (and the whole slate if the slate
includes such individual directors) if the entire board fulfills the role of compensation committee and
the board is not majority independent.

RATIONALE: Given the limitations presented by extremely small boards of directors at many
Canadian venture issuers, ISS Canada believes that flexibility may be extended to these
companies to permit an insider on the Compensation Committee (or Nominating Committee if
there is one) as long as the committee is majority independent and thus provides an effective
balance of independent directors to ensure an independent perspective to counterbalance the
presence of an insider. The same rationale would apply to the board as a whole if the entire
board fulfills the role of the Compensation Committee. The existence of Nominating Committees
among venture issuers is still low and for this reason we have not extended this policy to
nominating committees at this time.

Meeting Attendance

Meeting attendance disclosure is not required for venture issuers, therefore no policy is
contemplated in this area.

Audit Fee Disclosure
Generally vote WITHHOLD from individual directors who are members of the Audit Committee as
reported in the most recently filed public documents if:

e No audit fee information is disclosed or obtainable from the Company within a reasonable
period of time prior to a shareholders’ meeting at which ratification of auditors is a voting
item.

2008 Canadian Venture Voting Guidelines Summary -7-



RiskMetrics Group www.riskmetrics.com

RATIONALE: ISS Canada will endeavour to obtain information related to audit versus non-audit
fees paid to the issuer’s external audit firm in the most recently completed fiscal year. When
this information is not disclosed in the proxy circular or Annual Information Form, the analyst will
contact the company to request this information in order to provide clients with the means to
make informed voting decisions. In addition to audit fee disclosure by category now being a
regulatory requirement, ISS Canada takes the position that such information is of great
importance because of the concern that audit firms could compromise the independence of a
company audit in order to secure lucrative consulting services from the company.

Excessive Non-Audit Fees

Generally WITHHOLD votes from individual directors (and the whole slate if the slate includes such
individual directors) who are members of the Audit Committee as constituted in the most recently
completed fiscal year if:

¢ Non-audit fees (Other Fees) paid to the external audit firm exceed audit and audit-related
fees.

RATIONALE: Due to the seriousness of maintaining the integrity of the audit process, and given that
the audit fee disclosure requirements and regulatory best practice rules for publicly listed companies
have been in effect in Canada for more than three years, we believe it is appropriate to extend our
policy application beyond the external audit firm to the audit committee who is ultimately
responsible for approving all non-audit related services provided by the outside auditor.

Classification/Declassification of the Board
Generally vote AGAINST proposals to classify the board.

Generally vote FOR proposals to repeal classified boards and to elect all directors annually.

Independent Chairman (Separate Chairman/CEOQ)
Generally vote FOR shareholder proposals seeking separation of the offices of CEO and Chair if:

¢ The company has a single executive occupying this position
o The board does not have a majority independent board.

RATIONALE: We support the separation of the positions of Chair and CEO and view it as superior
to the lead director concept because of the inherent conflicts that arise if the same person is the
leader of the board of directors, which is responsible for selecting and replacing the CEO, setting
executive pay, evaluating managerial and company performance, and representing shareholder
interests; and the CEO, who by contrast, is responsible for maintaining the day to day operations
of the company and being the company’s spokesperson. It therefore follows that one person
cannot fulfill both roles without conflict.

However, one person typically fulfills both roles at venture issuers due, again, to the limited
resources and extremely small boards. As noted previously, we believe flexibility is necessary for
these small issuers but expect at a minimum that the board of directors will comprise of a
majority of independent directors in order to provide that requisite independent balance to
board oversight.

Majority Vote Standard for the Election of Directors
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ISS Canada does not anticipate that any venture issuers will adopt a director resignation policy in the
foreseeable future, but for information regarding policy in this regard please refer to our separate
guidelines for TSX issuers.

Shareholder Rights

Supermajority Vote Requirements
Generally vote AGAINST proposals to require a supermajority shareholder vote at a level above that
required by statute.

Generally vote FOR proposals to lower supermajority vote requirements.
Cumulative Voting

We support cumulative voting, on balance. However there may be situations where such a structure
may be detrimental to shareholder interests.

Generally vote AGAINST proposals to eliminate cumulative voting.

Generally vote FOR proposals to restore or permit cumulative voting but exceptions may be made
depending on the company’s other governance provisions such as the adoption of a majority vote
standard for the election of directors.

Confidential Voting
Generally vote FOR shareholder proposals requesting that corporations adopt confidential voting, use
independent vote tabulators and use independent inspectors of election, as long as:

e the proposal includes a provision for proxy contests as follows: In the case of a contested
election, management should be permitted to request that the dissident group honour its
confidential voting policy. If the dissidents agree, the policy remains in place. If the
dissidents will not agree, the confidential voting policy is waived for that particular vote.

Generally vote FOR management proposals to adopt confidential voting.
Appointment of Additional Directors Between Annual Meetings
Generally vote FOR these resolutions where:

¢ the company is incorporated under a statute (such as the CBCA) that permits removal of
directors by simple majority vote;

e the number of directors to be appointed between meetings does not exceed one-third of the
number of directors appointed at the previous annual meeting; and

e such appointments must be approved by shareholders at the annual meeting immediately
following the date of their appointment.

Proxy Contests

Voting for Director Nominees in Contested Elections
Generally vote CASE-BY-CASE in contested elections taking into account:

e Long-term financial performance
e Board performance

¢ Management’s track record and compensation
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e Qualifications of director nominees (both slates)

e Evaluation of what each side is offering shareholders

Reimbursing Proxy Solicitation Expenses
Vote CASE-BY-CASE taking into account:

o whether ISS Canada recommends in favour of the dissidents, in which case we may
recommend approving the dissident’s out of pocket expenses if reasonable.

Poison Pills

Vote CASE-BY-CASE basis management proposals to ratify a poison pill taking into account whether it
conforms to ‘new generation’ rights plan guidelines and is limited to the following two specific

purposes.

e To give the board more time to find an alternative value enhancing transaction;

o To ensure the equal treatment of all shareholders.

Vote AGAINST plans that go beyond these purposes if:

e The plan gives discretion to the board to either:

O O O O O

determine whether actions by shareholders constitute a change in control;

amend material provisions without shareholder approval;
interpret other provisions;
redeem the plan without a shareholder vote;

prevent a bid from going to shareholders.

e The plan has any of the following characteristics:

O O O o o o o

(0]

unacceptable key definitions;

flip over provision;

permitted bid period greater than 60 days;

maximum triggering threshold set at less than 20% of outstanding shares;
does not permit partial bids;

bidder must frequently update holdings;

requirement for a shareholder meeting to approve a bid;

requirement that the bidder provide evidence of financing.

¢ In addition to the above, a plan must include:

(0]

(0]

(0]

an exemption for a “permitted lock up agreement”;

clear exemptions for money managers, pension funds, mutual funds, trustees and

custodians who are not making a takeover bid;

exclude reference to voting agreements among shareholders.

RATIONALE: The evolution of “new generation” shareholder rights plans in Canada has been the
result of reshaping the early anti-takeover provision known as a “poison pill”” into a shareholder
protection rights plan that serves only two legitimate purposes: (i) to increase the time period
during which a Permitted Bid may remain outstanding to a maximum of 60 days in order to the

2008 Canadian Venture Voting Guidelines Summary

-10-



RiskMetrics Group www.riskmetrics.com

give the board of directors of a target company sufficient time over and above the current
statutory 35 day limit, to find an alternative to a takeover bid that would increase shareholder
value; and (ii) to ensure that all shareholders are treated equally in the event of a bid for their
company.

Elimination of board discretion to interpret the key elements of the plan was critical to this
evolution. Definitions of Acquiring Person, Beneficial Ownership, Affiliates, Associates and Acting
Jointly or in Concert are the terms that set out the who, how, and when of a triggering event.
These definitions in early poison pills contained repetitive, circular and duplicative layering of
similar terms which created confusion and made interpretation difficult. Directors were given
broad discretion to interpret the terms of a rights plan to determine when it was triggered, in
other words, whether a takeover bid could proceed. This is in turn, created enough uncertainty
for bidders or potential purchasers, to effectively discourage non-board negotiated transactions.
It can be seen how the early poison pill became synonymous with board and management
entrenchment.

“New generation” rights plans have therefore been drafted to remove repetitive and duplicative
elements along with language that gives the board discretion to interpret the terms of the plan.
Also absent from “new generation” plans are references to similar definitions in regulation.
These definitions found in various regulations often contain repetitive elements and references to
other definitions in regulation that are unacceptable and not intended to serve the same purpose
as those found in a ‘new generation’ rights plan.

A number of other definitions are relevant to the key definitions mentioned above and are
therefore equally scrutinized. Exemptions under the definition of Acquiring Person, for example,
such as Exempt Acquisitions and Pro Rata Acquisitions, are sometimes inappropriately drafted to
permit acquisitions that should trigger a rights plan. In order for an acquisition to be pro rata,
the definition must ensure that a person may not acquire a greater percentage of the shares
outstanding that the percentage owned immediately prior to the acquisition, by any means.

Equally important to the acceptability of a shareholder rights plan is the treatment of
institutional investors who have a fiduciary duty to carry out corporate governance activities in
the best interests of the beneficial owners of the investments that they oversee. These
institutional investors should not trigger a rights plan through their investment and corporate
governance activities for the accounts of others. The definition of Independent Shareholders
should make absolutely clear these institutional investors acting in a fiduciary capacity for the
accounts of others are independent for purposes of approving a takeover bid or other similar
transaction, as well as approving future amendments to the rights plan.

Probably one of the most important and most contentious definitions in a shareholder rights plan
is that of a Permitted Bid. ISS guidelines provide that an acceptable Permitted Bid definition
must permit partial bids. Canadian takeover bid legislation is premised on the ability of
shareholders to make the determination of the acceptability of any bid for their shares, partial or
otherwise, provided that it complies with regulatory requirements. In the event that a partial
bid is accepted by shareholders, regulation requires that their shares be taken up on a pro rata
basis. Shareholders of a company may welcome the addition of a significant new shareholder for
a number of reasons.

Finally, a ‘new generation” rights plan must contain an exemption for lockup agreements and the
definition of a permitted lockup agreement must strike the proper balance so as not to
discourage either (i) the potential for a bidder to lock up a significant shareholder and thus give
some comfort of a certain degree of success, or (ii) the potential for competitive bids offering a
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greater consideration and which would also necessitate a locked up person be able to withdraw
the locked up shares from the first bid in order to support the higher competing bid.

The new generation of rights plans are limited to achieving the two purposes identified here.
They ensure that shareholders are treated equally in a control transaction by precluding creeping
acquisitions or the acquisition of a control block through private agreements between a few large
shareholders; and they provide a reasonable time period to allow a corporation’s directors and
management to develop an alternative to maximize shareholder value.

Mergers and Corporate Restructurings
Vote CASE-BY-CASE on mergers and corporate restructurings taking into account:

¢ valuation assessment with emphasis on offer premium, strategic rationale, the negotiating
process,
o conflicts of interest, changes in corporate governance and their impact on shareholder rights.

Reincorporation Proposals
Vote CASE-BY-CASE on proposals to change a company's state of incorporation taking into account:

¢ financial and corporate governance concerns, including the reasons for reincorporating, a
comparison of the governance provisions, and a comparison of the jurisdictional laws.

Generally vote FOR reincorporation when:
e Positive financial factors outweigh negative governance implications; or
e Governance implications are positive.

Generally vote AGAINST if business implications are secondary to negative governance implications.

By-Law Amendments
Generally FOR the amendment or replacement of by-laws if:

e The purpose of the amendment is to clarify ambiguity, reflect changes in corporate law,
streamline years of amendments or other “housekeeping” amendments

Vote AGAINST by-law amendments proposed individually or in a new by-law in any of the following
conditions applies:

o the quorum for a meeting of shareholders is set below two persons holding 25% of the eligible
vote (this may be reduced in the case of a small company where it clearly has difficulty
achieving quorum at a higher level, but we oppose any quorum below 10%);

e the quorum for a meeting of directors is less than 50% of the number of directors;
e the chair of the board has a casting vote in the event of a deadlock at a meeting of directors
if that chair is not an independent director.

Capital Structure

Increases in Authorized Capital
Votes CASE-BY-CASE on proposals to increase the number of shares of common stock authorized for
issuance.

Generally vote FOR proposals to approve increases when:
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e acompany's shares are in danger of being de-listed

e acompany's ability to continue to operate as a going concern is uncertain.

Generally vote AGAINST proposals to approve unlimited capital authorization.

RATIONALE: Canadian jurisdictions generally, and most recently the British Columbia
Corporations Act, permit companies to have an unlimited authorized capital. In conjunction with
the recent BCCA change, many companies incorporated in B.C. are requesting shareholder
approval to alter the company’s authorized share structure from a fixed maximum limit
authorization to an unlimited number of authorized shares. ISS prefers to see companies with a
fixed maximum limit on authorized capital, with at least 30 percent of the authorized stock
issued and outstanding. Limited capital structures protect against excessive dilution and can be
increased when needed with shareholder approval.

Private Placement Issuances
Vote on these resolutions on a CASE-BY-CASE taking into account:
o Whether other resolutions are combined with the issuance; and
e The financial consequences for the company if the issuance is not approved.
Generally vote FOR private placement proposals if:
e The issuance represents up to 30 percent of the company’s outstanding shares; and
e The use of proceeds from the issuance is disclosed and indicates a specific purpose for the
issuance of such shares.
Blank Cheque Preferred Stock
Generally vote AGAINST proposals to create Blank Cheque Preferred shares where:
e The shares carry unspecified rights, restrictions and terms,
e The company does not specify the purpose for the creation of such shares.

Generally vote FOR proposals to establish these shares where the company has stated in writing that
the shares will not be used for anti-takeover purposes or in cases where the voting, conversion, and
other rights, restrictions and terms of such stock are specified in the articles and are reasonable.

Dual-class Stock
Generally vote AGAINST proposals to create a new class of common stock that will create a class of
common shareholders with diminished voting rights.

The following is an exceptional set of circumstances under which we would generally support a dual
class capital structure. Such a structure must meet all of the following criteria:

e |tis required due to foreign ownership restrictions and financing is required to be done out of
country;

e It is not designed to preserve the voting power of an insider or significant shareholder;
e The subordinate class may elect some board nominees;

e There is a sunset provision; and
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¢ Prohibition on any change in control transaction without approval of the subordinate class
shareholders.

Escrow Agreements

Generally vote AGAINST an amendment to an existing escrow agreement where the company is
proposing to delete all performance-based release requirements in favour of the minimum time-
driven release requirements.

RATIONALE: On going public, certain insiders of smaller issuers must place a portion of their
shares in escrow. The primary objective of holding shares in escrow is to ensure that the key
principals of a company continue their interest and involvement in the company for a reasonable
period after public listing.

Executive and Director Compensation

Share-Based Compensation Plans
Vote CASE-BY-CASE basis on share-based compensation plans

Generally vote FOR proposals to approve or increase the shares reserved under a stock option plan
where:

e annual dilution on an undiluted basis (not including warrants, shares reserved for equity
compensation) for all equity compensation plans is not more than 10%; AND

e annual option burn rate is no more than 5% per year.

Generally vote AGAINST an equity compensation plan proposal if:
e The plan provides that options may be repriced without shareholder approval.
Plan Amendment Provisions

Generally vote AGAINST a proposal to adopt or amend plan amendment provisions where shareholder
approval is not required for the following types of amendments under any share-based compensation
arrangement, whether or not such approval is required under current regulatory rules:

e Any increase in the number of shares reserved,;
e Any reduction in exercise price or cancellation and reissue of options;
e Any amendment that extends the term of options beyond the original expiry;

¢ Any amendment which would permit options granted under the Plan may be transferableor
assignable other than for normal estate settlement purposes; and

e Amendments to the plan amendment provisions.

RATIONALE: Although the changes affected by the TSX related to Plan Amendment Provisions,
does not apply to TSXV issuers, some venture issuers continue to submit Plan Amendment
Provisions for shareholder approval. In the event that shareholders are asked to vote on such a
proposal, 1SS Canada uses substantially the same basic guidelines as those developed for TSX
issuers which can be found with a more complete explanation in the ISS Canada TSX Issuer Proxy
Voting Guidelines. Because TSX Venture issuers are not required to adopt detailed plan
amendment provisions, these guidelines will not result in a vote against an equity-based
compensation plan if the plan meets our dilution and burn rate guidelines noted above.
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Any proposal to increase the maximum number of shares reserved under a plan requires specific
shareholder approval for the increase even if the plan includes a shareholder-approved general
amendment procedure permitting increases to such maximum numbers.

ISS Canada has reiterated the need for shareholder approval for the three amendments that
currently still require shareholder approval by the TSX due to the ability of the TSX to change or
eliminate these requirements at any time in future which we believe would not be in the best
interests of shareholders or consistent with ISS Canadian clients’ guidelines. We therefore believe
these criteria to be appropriate for venture issuers as well.

From a corporate governance viewpoint, ISS Canada finds the practice of re-pricing any
outstanding options unacceptable and does not limit this view to only those held by insiders. ISS
Canada has for many years recommended against any re-pricing of outstanding options. Our
reasons are based on the original purpose of stock options as at-risk, incentive compensation that
is meant to align the interests of option-holders with those of shareholders. Options have come
to be viewed as a sort of substitute currency however, that may be used to compensate service
providers and consultants. It is questionable, in our view, to expect that outsiders who have no
direct impact on the business operations of a company can, through their relationships with the
company contribute in any meaningful way to an increase in shareholder value. We would
therefore view the use of stock options as inappropriate for this purpose and see no justification
for re-pricing any outstanding options when shareholders must suffer the consequences of a
downturn in share price.

ISS Canada takes the position that the ability of plan participants to assign options by means of
Option Transfer Programs or any other similar program which results in option holders receiving
value for underwater options when shareholders must suffer the consequences of declining share
prices does not align the interests of option holders with those of shareholders and removes the
intended incentive to increase share price which was originally approved by shareholders.

Repricing Options
Generally vote AGAINST management proposals to reprice outstanding options, unless:

e Repricing is part of a broader plan amendment that improves the plan and provided that the
following conditions are met:

¢ Avalue-for-value exchange is proposed;
e The five top paid officers are excluded; and

e Options exercised do not go back into the plan OR the company commits to an annual burn
rate cap.

RATIONALE: Canadian Venture issuers tend to rely heavily on stock option plans as an alternative
to cash compensation, however in the event that a venture issuer has an Employee Stock
Purchase Plan or Deferred Share Unit Plan, we have included the following guidelines which are
identical to those for TSX listed issuers.

Other Compensation Plans
Employee Stock Purchase Plans

Canadian venture companies do not usually implement these kinds of plans however, in the event
that shareholders are asked to approve a share purchase plan, votes should be determined on a
CASE-BY-CASE basis.
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Generally vote FOR broadly based (preferably all employees of the company with the exclusion of
individuals with 5% or more beneficial ownership of the company) employee stock purchase plans
where all of the following apply:

e Limit on employee contribution (expressed as a percentage of base salary excluding bonus,
commissions and special compensation);

e Purchase price is at least 80 percent of fair market value with no employer contribution; OR

e No discount purchase price with maximum employer contribution of up to 20% of employee
contribution;

e Offering period is 27 months or less; and

e Potential dilution together with all other equity-based plans is ten percent of outstanding
common shares or less.

Generally vote AGAINST proposals to approve Share Purchase Plan Amendment Procedures if
discretion is given to amend any of the above acceptable criteria.

Deferred Share Unit Plans
Generally vote FOR a DSU plan if:

o Potential dilution together with all other equity-based compensation is ten percent of the
outstanding common shares or less.

Other elements of director compensation to evaluate in conjunction with deferred share units
include:

¢ The mix of remuneration between cash and equity;
e Other forms of equity-based compensation, i.e. stock options, restricted stock; and
e Vesting schedule or mandatory deferral period.

RATIONALE: These types of deferred compensation arrangements encourage a sense of ownership
in the company and are usually designed to compensate outside directors by allowing them the
opportunity to take all or a portion of their annual retainer in the form of deferred units, the
payment of which is postponed to some future time, typically retirement or termination of
directorship and may be in cash and/or stock.

A DSU plan only requires shareholder approval if it reserves treasury shares. However, a number of
companies continue to request shareholder approval for DSU plans funded by shares purchased in the
open market.

Open Market Share Purchase Funded Plans

Dilution, eligibility and administration are key factors in determining the acceptability of such plans.
In the event that a plan can be fund by either open market share purchases or treasury shares, it will
be evaluated on a potential dilution basis in the same manner that ESPPs (see above) are evaluated.

Treasury Share Funded Plans
Deferred share units awarded under any equity compensation plan that requires the authorization of
treasury shares for issuance in payment of the deferred units would be valued as options and

included with options for purposes of running the comp model. If DSUs can be paid out in stock or
cash, this would be similar to an option with tandem SAR.

Shareholder Proposals on Compensation
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Vote on a CASE-BY-CASE basis for shareholder proposals targeting executive and director pay, taking
into account the target company’s performance, absolute and relative pay levels as well as the
wording of the proposal itself.

Generally vote FOR shareholder proposals requesting that the exercise of some, but not all stock
options be tied to the achievement of performance hurdles.

Social and Environmental Issues
Generally vote CASE-BY-CASE taking the following into consideration:

o Whether the information requested relates to a meaningful percentage of the company’s
business as measured by sales, assets and earnings;

e The degree to which the company’s stated position on the issue raised, or lack thereof, could
affect its reputation or sales, or leave it vulnerable to boycott or selective purchasing, or
investor, regulatory or legal sanctions;

o Whether the issues presented should be dealt with through government regulation or policy
changes;

o Whether the company has already responded in an appropriate manner to the request
embodied in the proposal;

o Whether the company’s analysis and voting recommendation to shareholders are persuasive;

o Whether the proposal itself is well framed and the cost of preparing a report, if requested, is
reasonable;

e General industry standards for dealing with the issue taking into consideration the impact of
globalization and acceptable standards for transnational corporations;

e Whether implementation of the proposal would achieve the objectives sought in the proposal;
o Whether the subject of the proposal is best left to the discretion of the board; and

o Whether the requested information is available to shareholders from the company or other
publicly available sources.

RATIONALE: These issues cover a wide range of topics, including consumer and product safety,
environment and energy, general corporate issues, labor standards and human rights, HIV/AIDS
and other health related issues, military business, and workplace diversity.

In evaluating any shareholder proposal, ISS Canada seeks to determine if a shareholder resolution
is reasonable in both is scope and approach to a specific issue. In most cases, ISS Canada’s social
and environmental issue voting recommendations will not seek to establish or enforce a “best
practice” approach but rather we will establish industry standards to determine if the company
falls outside of the accepted norms (thus creating risk exposure), evaluate the importance of the
issue to the company’s core business, and evaluate the potential for impact on share value.

In evaluating these types of proposals, ISS Canada examines whether the issue should be
addressed on a company-specific basis. Many social and environmental proposals are beyond the
scope of any one company and are more properly the province of government and broader
regulatory action. While a wide variety of factors goes into each analysis, the overall principal
guiding all vote recommendations focuses on how the proposal may enhance the economic value
of the company or conversely how it may reduce risk exposure that has the potential to
substantially negatively impact shareholder value in either the short-term or long-term.
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Proposals seeking reasonable disclosure on corporate responsibility issues will be supported unless
current disclosure in the targeted area by the company is already satisfactory.

Other Business
Generally vote AGAINST all proposals on proxy ballots seeking approval for unspecified “other
business” that may be conducted at the shareholder meeting.
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