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Part 1 — Background

The Canadian Securities Administrators (the CSA or we) are proposing amendments to
address the principal distributor model for mutual funds and seek to improve investor
protection and maintain investor confidence in our capital markets. The proposed amendments
clarify that a dealer may only act as a principal distributor for mutual funds in the same mutual
fund family, require disclosure of principal distributor arrangements and compensation and
ensure that the deferred sales charge (DSC) option is not available to investors purchasing
mutual fund securities distributed by principal distributors.

On November 28, 2024, the CSA published for comment proposed amendments (the
Proposed Amendments) to National Instrument 31-103 Registration Requirements,
Exemptions and Ongoing Registrant Obligations (NI 31-103), National Instrument 81-101
Mutual Fund Prospectus Disclosure (NI 81-101), National Instrument 81-102 Investment
Funds (NI 81-102), and National Instrument 81-105 Mutual Fund Sales Practices (N1 81-105)
and proposed changes (the Proposed Changes) to Companion Policy 31-103 Registration




Requirements Practices, Exemptions and Ongoing Registrant Obligations (31-103CP),
Companion Policy 81-102 Investment Funds (81-102CP), and Companion Policy 81-105
Mutual Fund Sales Practices (81-105CP). In addition to the Proposed Amendments and the
Proposed Changes, there were also questions for stakeholders to consider (Consultation
Questions).

We received 20 comment letters on the Proposed Amendments, Proposed Changes and the
Consultation Questions. The commenters are listed in Part 5. This document contains a
summary of the comments we received and our responses. We have considered the comments
received, and in response to the comments, we have made some amendments (the
Amendments) to the Proposed Amendments and Proposed Changes.

Any comments we received that are related to other CSA policy initiatives were forwarded to
the respective CSA working groups. This summary only includes comments that are related to
the Proposed Amendments, Proposed Changes, and the Consultation Questions.

Part 2 — General Comments

Issue Comments Responses
General Comments Commenters expressed general We thank the commenters
support for the CSA’s initiative to for their comments.

modernize the principal distributor
model for mutual funds on that basis
that it would improve investor
protection and maintain investor
confidence in the capital markets by
reducing conflicts of interest,
enhancing transparency, and
addressing systemic issues in mutual
fund distribution.

Two investment fund managers Please see our responses
(IFMs), two industry associations, and | under “Client Focused
one investor advocate commented that | Reforms” in Part 2 below.
the existing regulatory regime already
implemented a framework that
requires dealers to address sales
practices and conflicts of interest in
the best interest of their clients.

One principal distributor commented Please see our responses
that the Proposed Amendments are under “Principal Distributor
overly broad in their application and Model” in Part 3 below.
may lead to negative consequences for
clients who are serviced by compliant




Part 2 — General Comments

Issue

Comments

Responses

investment dealers who act as
principal distributors.

Client Focused
Reforms (CFRs)

One industry association and one
investor advocate expressed general
concerns on the compatibility of the
Proposed Amendments with CFRs in
aligning registrants’ interests with
investors’ interests and in placing
clients’ interest first in the face of
conflicts of interest.

One investor advocate commented that
the Proposed Amendment should close
the gap between the principal
distributor model and the CFRs by
clarifying on the obligation to act in
the client’s best interests.

Two IFMs commented that the
Proposed Amendments mirror the
existing requirements under the CFR
framework in addressing conflicts of
interest.

One IFM commented that dealers and
advisors already have an obligation
under CFRs to address conflicts of
interest in the best interest of clients.
Principal distributor compensation is
part of the commercially negotiated
relationship between principal
distributor and the IFM. The existing
regulatory regime already mitigates
any potential conflict of interest at the
dealer and advisor level.

One principal distributor commented
that the objectives of the Proposed
Amendments can be achieved through
compliance with the existing CFRs.

We are of the view that the
Proposed Amendments
complement the CFRs by
expressly clarifying that
registrants must address the
conflicts of interest
associated with the principal
distributor model.

Broader Review of
Principal Distributor
Model

One industry stakeholder and one
industry association commented that
the Proposed Amendments are a step

We are of the view that the
principal distributor model




Part 2 — General Comments

Issue

Comments

Responses

in the right direction but do not go far
enough.

Two industry associations and one
investor advocate questioned the
relevance of the principal distributor
model in today’s mutual fund
landscape in Canada. One industry
association asked for a more robust
evaluation of the principal distributor
model as the model suppresses
industry competition and limits market
efficiency and has a potential negative
impact on investor retirement savings
with higher fees and fewer investment
options.

One industry association noted that
there is a need to justify how
maintaining the principal distributor
model is consistent with the
overarching regulatory obligations of
registrants placing investors’ interests
first. The commenter suggested that it
would be best to retire the principal
distributor model and provide
sufficient transition time for impacted
stakeholders.

continues to have a place in
the mutual fund industry.

Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

Principal Distributor
Model

General Support

Investor advocates and some
participating dealer firms expressed
support for the proposal that dealers
only act as a principal distributor to
distribute mutual funds in the same
mutual fund family.

Some commenters expressed concerns
about the proposed amendments to the

We thank the commenters
for their comments.




Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

principal distributor model. See
“Affiliates Only” and “Investor
Choice” below.

Affiliates Only

One industry association questioned
whether principal distributors should
be limited in circumstances where they
are affiliated with an IFM of the
mutual fund.

We are of the view that a
dealer can act as a principal
distributor for one mutual
fund family, and the dealer
IS not required to be an
affiliate of the IFM of the
mutual funds.

Investor Choice

Two industry associations, one
investor advocate, one IFM, and two
principal distributors expressed
general concern that the Proposed
Amendment to restrict dealers acting
as a principal distributor for only one
fund family would reduce investor
choice.

One industry association and two
principal distributors commented that
allowing principal distributors to act
for more than one mutual fund family
has benefits to investors, such as
broader choice of investments,
increased diversification, competition
between IFMs, product customization
and access to a principal distributor
with expertise in distributing special
interest investments.

One principal distributor noted that
limiting principal distributor
relationships may reduce the
likelihood that clients with smaller
accounts would receive personalized
advice and increase the likelihood of
account abandonment.

Currently, and under the
Proposed Amendments, a
principal distributor can act
as a principal distributor for
one mutual fund family and
as a participating dealer for
one or more other mutual
fund families, which, if
those dealers choose to do
so, could provide for
additional choice.




Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

Application of Certain Parts of NI
81-105 to Principal Distributors

Two IFMs that have principal
distributors suggested revising the
proposal to allow principal distributors
to act for multiple fund families and
having Parts 2, 3, 5 and 7 of NI 81-105
apply as if the principal distributor
were participating dealers. This would
address the unlevel playing field
between principal distributors and
participating dealers.

In our view, amendments
that would make Parts 2, 3,
5 and 7 of NI 81-105 apply
as if the principal distributor
were participating dealers
would not be sufficient.
The Proposed Amendments
are not focussed on
addressing any real or
perceived unlevel playing
field between principal
distributors and
participating dealers. They
are intended to ensure that
the regulatory regime
imposed by NI 81-105
works to better protect
investors from conduct that
could conflict with a
dealer’s obligations to act in
the best interests of their
clients.

Recent amendments,
including the CFRs and the
DSC ban, work together
with instruments such as NI
81-105 that set minimum
standards. As noted in the
Companion Policy to NI 81-
105, the general purpose of
NI 81-105 is to “ensure that
the interest of investors
remain uppermost in the
actions of participants in the
mutual fund industry by
setting minimum standards
of conduct to be followed by
industry participants in




Part 3 — Comments on the Proposed Amendments

Issue Comments

Responses

their activities in
distributing mutual fund
securities.”!

When NI 81-105 was
initially developed, it was
on the basis that dealers
only act as principal
distributors to distribute
mutual fund securities of the
same mutual fund family.
The Proposed Amendments
clarify that a dealer can only
act as a principal distributor
for the same mutual fund
family.

Prohibition on Incentives

One industry association supported the
addition of subsection 4.2(0.1) of NI
81-105 that would ensure that a
principal distributor does not provide
an incentive to its representatives to
recommend one mutual fund over
another that is in the same mutual fund
family.

Another industry association
questioned whether this amendment is
required or should only apply when
there is an MER differential paid to
the dealer for different mutual funds.
Since the mutual funds are part of the
same mutual fund family, there should
be no reason to prohibit differing
incentives between funds as there
would be no conflict of interest, except
when there is an MER differential.

We thank the commenters
for their comments.

Recommendations should
be based on suitability by
meeting a client's needs and
objectives after performing
Know Your Client (KYC)
and Know Your Product
(KYP) assessments. The
proposed subsection
4.2(0.1) of NI 81-105 is
intended to ensure that a
principal distributor does
not provide an incentive to
its representatives to
recommend one mutual
fund over another that is in

1 Subsection 2.2(1) of Companion Policy 81-105 Mutual Fund Sales Practices.
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Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

the same mutual fund
family.

Commission Rebates

One industry association expressed
support for repealing section 7.1 of NI
81-105 and section 9.1 of 81-105CP.

Another industry association said that
commission rebates should be allowed
for the redemption of mutual funds
under the DSC option purchased prior
to June 1, 2022 for as long as such
securities are subject to a redemption
fee.

We thank the commenters
for their comments.

Section 7.1 of NI 81-105
applies to commission
rebates from dealer
representatives who paid all
or part of the redemption fee
when an investor redeemed
mutual fund securities
purchased under the DSC
option from one mutual
fund family and purchased
mutual fund securities under
the DSC option from a
different mutual fund
family. It is our
understanding that this
provision is only used in a
transaction that includes a
purchase of new mutual
fund securities under the
DSC option. Since the
purchase of new mutual
fund securities under the
DSC option is no longer
permitted under the DSC
ban that took effect on June
1, 2022, a transition period
will not be provided.

Disclosure of
Principal Distributor
Compensation

General Support

Investor advocates generally supported
the proposed disclosure of principal
distributor compensation, as
transparency will help investors make
more informed investment decisions.

We appreciate the support
from the commenters.




Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

One principal distributor supported the
proposed disclosure of the fee
arrangements between IFMs and
principal distributors, including the
maximum percentage. The commenter
noted that this strikes a balance
between informing investors about
principal distributor compensation and
not disclosing commercially sensitive
information.

Prospectus Disclosure

One industry association supported the
new disclosure obligations of the
principal distributor arrangements for
the benefit of investors.

One industry association commented
that the proposed disclosure
requirements for the simplified
prospectus (SP) is largely redundant
and provided drafting comments.

Some investor advocates commented
that it was not clear what services are
provided by a principal distributor.

We thank the commenter for
their comments.

We are of the view that the
proposed disclosure
requirements in the SP
provide the minimum
disclosure necessary to
provide full, true and plain
disclosure of the principal
distributor arrangements and
compensation paid by IFMs
to principal distributors and
their representatives.

Subsection 10(2) of Part A
of the Form 81-101F1
Mutual Fund Prospectus
Disclosure (Form 81-
101F1) requires a
description of the services
provided by a principal
distributor.

Fund Facts Disclosure

One industry association commented
that the proposed disclosure

We are of the view that the
proposed disclosure




Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

requirements for the Fund Facts is
largely redundant and provided
drafting comments.

One investor advocate suggested the
disclosure of the principal distributor
model should be provided separately
from the disclosure of principal
distributor compensation, which
should be enhanced and fully
transparent. The Fund Facts should
provide an illustration using dollar
amounts of the portion of the MER
that is provided to the principal
distributor. The disclosure should also
be provided at the point of sale.

requirements in the Fund
Facts ensure that there is
adequate disclosure in the
document investors receive
before they make an
investment decision,
including about the
principal distributor
arrangements and
compensation paid by IFMs
to principal distributors and
their representatives.

The Fund Facts is a
summary disclosure
document that provides
investors with key
information about a mutual
fund at a time that is
relevant to their investment
decision. A description of
the services provided by a
principal distributor is
required to be provided in
the SP by subsection 10(2)
of Part A of Form 81-
101F1. We are of the view
that the proposed disclosure
of the maximum percentage
of the management fee paid
by the IFM to the principal
distributor provides an
appropriate level of
disclosure to investors to
assist investors to make an
informed investment
decision, and to prompt
investors to ask their adviser
for further information if
they want it before they
make a decision.

10




Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

The disclosure in the Fund
Facts is provided to
investors at or before the
point of sale.

ARCC Disclosure

One industry association expressed
concerns about the introduction of the
proposed annual report on charges and
other compensation (the ARCC)
disclosure, suggesting that it is
misaligned with the objectives of the
ARCC and could lead to investor
confusion. The commenter suggested
the disclosure in the SP and Fund
Facts is sufficient without ARCC
disclosure. The commenter also
suggested that the ARCC is not the
right document to provide
relationship/conflict of interest
disclosure.

The same commenter expressed
concern that the proposed disclosure
may result in double counting by
clients.

One investor advocate suggested that
the proposed disclosure in the ARCC
should be made more prominently in
the body of the document, rather than
in a footnote.

The ARCC provides a
summary of the
compensation received
directly or indirectly by a
dealer, including a principal
distributor. We are of the
view that the proposed
footnote in the ARCC to
provide disclosure of
principal distributor
compensation is appropriate
and consistent with the
objectives of the ARCC.

The proposed disclosure
should not result in double
counting as the disclosure
clearly sets out the
maximum percentage of
management fee that is paid
by the IFM to the principal
distributor.

We continue to think the
proposed disclosure of
principal distributor
compensation in a footnote
is appropriate for the ARCC
and is similar to the type of
disclosure that is otherwise
provided in the footnotes in
the ARCC. The proposed
disclosure makes investors
aware of the arrangement,
and the benefit the dealer is
receiving, on an annual

11




Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

One principal distributor commented
that similar disclosures are provided to
clients in the prospectus, Fund Facts,
relationship disclosure documents and
conflicts of interest disclosure so this
new disclosure requirement is
unnecessary and would add significant
cost and burden.

One industry association also noted
that the proposed disclosure does not
relate to fees paid, directly or
indirectly, by a client in connection
with their investments.

basis. A description of the
services provided by a
principal distributor is
required to be provided in
the SP by subsection 10(2)
of Part A of Form 81-
101F1. The proposed
disclosure of the maximum
percentage of the
management fee paid by the
IFM to the principal
distributor in the Fund Facts
would have been provided
to the investor at the point
of sale.

Not every principal
distributor currently
provides the proposed
disclosure. The proposed
disclosure of principal
distributor arrangements and
compensation will ensure
that all principal distributors
are subject to the same
disclosure requirements.
The proposed disclosure in
the ARCC should not
require revision from year to
year.

As principal distributor fees
are paid out of the IFM’s
management fees, principal
distributor fees are fees
paid, indirectly, by a client
in connection with their
investments.

The proposed percentage
fee disclosure sets out the
maximum fee, which is
useful to clients. We are not

12




Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

The same commenter also noted that
the proposed percentage fee disclosure
does not reflect a client-level cost
attributable to a client’s investments.

One industry association and one
principal distributor provided drafting
comments on subsection 14.17(1) of
NI 31-103.

requiring the disclosure of a
client-level cost attributable
to a client’s investment as
such a calculation would be
difficult and would increase
regulatory burden on the
dealer without a
proportionate benefit to
clients.

In subsection 14.17(1) of NI
31-103, we have kept the
wording to align with the
definition of principal
distributor, as defined under
section 1.1 of NI 81-102, as
investors may not be
familiar with the term
“principal distributor”.

In response to comments,
we changed the ARCC
disclosure requirement to
clarify the disclosure is
being provided based on the
arrangement between the
principal distributor and the
IFM.

Investor Testing

A couple of investor advocates
suggested investor testing of the
proposed disclosure.

The Proposed Amendments
will require disclosure in the
SP, the Fund Facts and the
ARCC that is clear, concise
and in plain language. We
are of the view that the
proposed disclosure does
not warrant investor testing.

Compensation

One investor advocate suggested that
the term “compensation” should be
clearly defined for investors to

The Proposed Amendments
requires the disclosure in the
ARCC, SP and Fund Facts

13




Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

understand compensation sources with
compensation calculations presented
as a percentage.

One industry association commented
that the Proposed Amendments fully
cover the aspects of compensation that
have been eliminated outside of the
principal distributor model.

One dealer commented that
differentiated compensation between
principal distributors and IFMs will
lead to risks that product will be
recommended not based on its
suitability for the clients, but because
of the commercial advantage it
provides to the principal distributor.

of the principal distributor’s
compensation as a
maximum percentage of the
fund’s management fee in
connection with the services
provided by the principal
distributor. If the fee
payable to the principal
distributor varies under the
agreement between the
principal distributor and the
IFM of the mutual fund,
then the SP and the Fund
Facts must include a
description of the variables
that are used to determine
the fee and how the fee is
calculated.

We thank the commenter for
their comments.

We think that the
combination of the
Proposed Amendments,
together with the obligations
dealers have under the CFRs
and the IFM’s statutory
obligation to act in the best
interests of the fund, address
the commenter’s concern.

Transition

One industry association suggested a
two-year transition period for the
proposed amendments to the SP and
the Fund Facts given that SPs are
renewed every two years.

There is a 24-month
transition period for the
Amendments to the SP and
the Fund Facts. The
Amendments can be
adopted for the filer’s next
SP renewal and next annual

14




Part 3 — Comments on the Proposed Amendments

Issue Comments Responses
Fund Facts filing,
respectively, or the next
amendment(s), if earlier.
One principal distributor noted that the | In response to comments,
CSA previously indicated that no new | we are providing an
Total Cost Reporting requirements extended transition period
would be implemented during the of 24 months for the
transition period. One industry Amendments relating to the
association commented that the ARCC.
proposed disclosure would disrupt the
ARCC implementation timelines for
registered firms and presents
compliance risk by creating
uncertainty. If new ARCC disclosure
Is required, then additional time is
requested for implementation.
DSC Option Commenters expressed support for the | We thank the commenters

Proposed Amendment to ensure that
DSC option is not available to
investors purchasing mutual fund
securities from principal distributors.

One industry association provided
drafting comments for section 10.2.1
of NI 81-102.

for their comments.

We thank the commenter for
the drafting comments,
however, we are of the view
that no drafting changes to
section 10.2.1 of NI 81-102
are necessary.

Cost Benefit Analysis

One investor advocate commented that
only two principal distributors and
their investors will be affected by the
Proposed Amendments.

It is not common for a
dealer to act as a principal
distributor for more than
one mutual fund family.
We estimate that there are
two dealers that act as a
principal distributor for
more than one mutual fund
family, which means most
market participants have
interpreted the provisions of
NI 81-105 as intended.
However, the proposed

15




Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

One industry association noted that the
cost-benefit analysis did not consider
the loss of opportunity for other
principal distributors to expand
beyond one fund family, the
discouragement of new entrants to the
principal distributor model and
limitation on investor choice. There is
no quantitative data to support a net
benefit from the Proposed
Amendments.

amendments would ensure
that in the future, the rules
would require that all
principal distributor
relationships operate in a
consistent manner.

We do not consider that
there has been a lost
opportunity for other
principal distributors to
expand beyond one mutual
fund family, as for the most
part funds and dealers have
been interpreting NI 81-105
in a manner that is
consistent with the Proposed
Amendments.

Mutual fund investors
should benefit from the
adoption of the Proposed
Amendments including as
follows:

(@) increased investor
confidence in the
capital markets as the
Proposed Amendments
clarify that principal
distributors may only
distribute mutual fund
securities of the same
mutual fund family

(b) increased investor
protection from the
prohibition on principal
distributors providing
incentives to
representatives to
recommend mutual

16




Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

One principal distributor commented
that it would be difficult to provide an
accurate cost estimate but changes in
systems development would be
millions of dollars. The commenter

noted that investors would be

disadvantaged by a more restrictive

principal distributor model as

investors benefit from choice and a

competitive environment.

funds of one IFM over
mutual funds of an
affiliated IFM (this
prohibition is already in
place for participating
dealers)

(c) full, true and plain
disclosure about
principal distributor
compensation,
including disclosure in
the SP, Fund Facts and
ARCC

(d) increased investor
protection from the
prohibition on IFMs
charging redemption
fees to investors as it
ensures that the DSC
option is not available
when purchasing
mutual funds from
principal distributors.

We thank the commenter for
providing a cost estimate on
the systems development
changes related to the
adoption of the Proposed
Amendments. As discussed
above, we have clarified the
disclosure requirements and
are providing a longer
transition period, both of
which should minimize the
costs dealers will have to
expend to provide the useful
disclosure investors will
receive.

17




Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

As noted above, we are of

the view that investors will
benefit from the Proposed

Amendments.

Exemptive Relief /

One investor advocate expressed

The CSA is prepared to

Grandfathering concern that the proposal discusses consider exemptive relief
possible exemptive relief. applications from the
prohibition on dealers acting
One investor advocate, one industry as a principal distributor for
association and two IFMs commented | more than one fund family
that the CSA should consider granting | in circumstances where it
exemptive relief to grandfather can be demonstrated that
existing principal distributor models any potential investor
with multiple fund families where it protection concerns can be
can be demonstrated that any potential | adequately addressed and
investor protection concerns can be that granting such an
adequately addressed. exemption would not be
contrary to the public
interest. Any exemptive
relief decision will be novel
and fact specific.
Continuous Two investor advocates commented The CSA, together with our

Disclosure Reviews

that continuous disclosure reviews
should focus on sales practices, KYP
practices employed by principal
distributors, compensation structures
and conflicts of interest. One
commenter further suggested that the
CSA should conduct empirical
research on proprietary funds and open
funds.

CIRO colleagues, continue
to review and evaluate
firms’ compliance with
securities legislation,
including all CFR
requirements, during regular
compliance examinations
and will use all tools
available along the
compliance enforcement
continuum to address any
non-compliance as
appropriate.

We also note that the CSA,
together with CIRO, have
recently completed conduct
reviews to specifically
assess registrants’
compliance with the know
your client, know your

18




Part 3 — Comments on the Proposed Amendments

Issue

Comments

Responses

product and suitability
determination requirements
and published a notice
which summarized the
findings of our review of
firms’ practices and to
provide additional guidance
to registrants, including
suggested practices related
to these obligations.

Part 4 — Consultation Questions

Issue

Comments

Responses

Question 1:

The Proposed
Amendments clarify
that a principal
distributor cannot
have multiple
principal distributor
relationships except
where it acts as
principal distributor
for mutual funds in
the same mutual fund
family.

Are there any
circumstances under
which a dealer should
be permitted to act as
a principal distributor
for more than one
mutual fund family?

In responding, please
explain the advantages
and disadvantages of
such a model as
compared to a

One investor advocate, one dealer and
two industry associations expressed
general support of the Proposed
Amendment to restrict dealers to act as
a principal distributor for only one
fund family.

Two industry associations, one dealer
and two principal distributors
commented that dealers should be able
to act as a principal distributor for
more than one mutual fund family
with controls for conflicts of interest
and disclosure. These commenters
noted the following advantages of
such a model:
e more investment choice
e funds tailored to client needs
e more opportunities for
diversification
e competition between IFMs
optimizes performance and
lower fees
o allows smaller, specialized
IFMs to have access to a
principal distributor

We thank the commenters
for their comments.

The Amendments prohibit a
dealer from having multiple
principal distributor
relationships except where it
acts as a principal
distributor for mutual funds
in the same mutual fund
family.

Principal distributors are
also able to distribute
mutual fund securities as a
participating dealer to
multiple mutual fund
families.

Dealers that are principal
distributors must continue to
comply with KYC
obligations and the CFRs.
This means that dealers
need to assess whether
becoming a participant in a
principal distributor
arrangement would enable

19




Part 4 — Consultation Questions

Issue

Comments

Responses

participating dealer
model for both
investors and market
participants.

In particular, please
outline the specific
benefits for investors
as they pertain to
competition, cost and
investor choice.

Please provide
guantitative data,
where relevant, to
support your answer.

One principal distributor noted the
following disadvantages of prohibiting
such a model:
e eliminates the expertise of
principal distributors
e smaller IFMs would close
existing funds or not create
new funds
e limits availability of special-
interest funds

them to fulfil those
obligations, including
contractual terms of
distribution of mutual fund
securities and choice of
mutual fund securities
offered to clients in light of
those regulatory obligations.

If your answer to
question #1 was yes,
please also comment
on the following:

Question #2(i):

What are the specific
circumstances under
which a principal
distributor should be
allowed to act for
more than one mutual
fund family?

One dealer commented that a principal
distributor should only be allowed to
act for more than one mutual fund
family when the families are related
through common ownership.

One investor advocate, two principal
distributors and one industry
association commented that principal
distributors should be allowed to act
for more than one mutual fund family
when:

e compensation arrangements
between the principal
distributor and each mutual
fund family are the same

e compensation arrangements
between the principal
distributor and each mutual
fund family are not the same or
substantially similar (this
should not influence principal
distributors to favour one fund
family over another)

e conflicts of interest are
disclosed

We agree that a dealer
should only act as a
principal distributor of
mutual funds in the same
mutual fund family.

We thank the commenters
for their comments. Please
see our responses to
Question #1 above.
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Part 4 — Consultation Questions

Issue Comments Responses
e conflicts of interest are
mitigated

e there are advantages of a
principal distributor acting for
more than one mutual fund
family (see responses to
consultation question #1
above).

One principal distributor commented
that principal distributors should be
allowed to act for more than one
mutual fund family in all cases.

One principal distributor asked for NI
81-105 and its companion policy to set
out additional guidance for principal
distributor relationships.

We are of the view that the
duties and obligations to act
in the client's best interest
and to manage conflicts of
interest under the CFRs and
existing applicable
requirements provided for in
NI 31-103 are sufficient.

Question 2(ii):

If a principal
distributor could act
for more than one
mutual fund family,
should the
compensation
arrangements between
the principal
distributor be required
to be the same or
substantially similar in
respect of each mutual
fund family?

If not, how could we
ensure that any
compensation
arrangement
differences would not
influence a principal
distributor to favour
the mutual fund
family with the most

Two IFMs, two industry associations,
and one principal distributor
commented that the compensation
arrangements should not be required to
be the same or substantially similar.
Some commenters noted that the
compensation arrangement should be
dictated by the market instead of being
subject to regulation. Some
commenters also noted that conflicts
of interest can be mitigated with:

e existing regulations, and

e contractual controls.

One dealer and one principal
distributor supported compensation
arrangements being the same or
substantially similar, to minimize
conflicts of interests. The principal
distributor asked for NI 81-105 and its
companion policy to set out guidance
for principal distributor compensation
arrangements.

Another principal distributor
commented that any differences in

We thank the commenters
for their comments.

We are of the view that a
dealer should only act as a
principal distributor of
mutual funds in the same
mutual fund family.
Accordingly, restrictions
and/or guidance on
compensation arrangements
between the principal
distributor and each mutual
fund family are not
applicable in such a model.

Please see our responses to
Question #1 above.
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favourable compensation arrangements must be
compensation satisfied in the best interest of the
structure? investors.

Question 2(iii):

What factors and
considerations would
be relevant to
determining the
appropriate number of
mutual fund families
for which a dealer
should act as principal
distributor?

Explain how the
distinction between
principal distributors
and participating
dealers does not
become blurred as the
number of mutual
fund families
distributed by the
same principal
distributor increase.

One dealer suggested that a dealer
should be limited to acting as principal
distributor for one or two mutual fund
families.

One principal distributor, one IFM,
one industry association commented
that a limitation on the number of
principal distributor relationships is
unnecessary because IFMs and
principal distributors are not
incentivized to establish many
principal distributor arrangements due
to significant costs, time and effort
involved.

One principal distributor and one
dealer commented that principal
distributors should have appropriate
controls and oversight to ensure that
principal distributor arrangements are
in the best interest of clients.

One IFM commented that the
differences in obligations required
from principal distributors and
participating dealers (exclusivity,
contractual agreement, product
development, prospectus liability, IFM
sales practice activities) mean that the
distinction between principal
distributors and participating dealers
will become blurred if a dealer acts as
a principal distributor for more than
one mutual fund family.

We thank the commenters
for their comments.

We are of the view that a
dealer should only act as a
principal distributor of
mutual funds in the same
mutual fund family.

Please see our responses to
Question #1 above. In
addition, dealers that could
become principal
distributors are subject to
the usual regulatory
oversight and fulsome
compliance exam processes,
through their existing
regulatory relationships.

Question 2(iv):

Should there be
minimum duties and

One principal distributor noted that the
duties and obligations between the
principal distributor and mutual fund

We thank the commenters
for their comments.
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obligations owed by
the principal
distributor in respect
of each principal
distributor
relationship?

Should those
obligations be the
same across all mutual
fund families for
which the dealer acts
as principal
distributor?

families should remain a commercial
contract.

Two principal distributors, one dealer
and one industry association supported
imposing minimum duties and
obligations on principal distributors
and the duties and obligations should
be the same for all mutual fund
families for which the dealer acts as a
principal distributor.

One principal distributor suggested
that these minimum duties and
obligations should be listed and
described in NI 81-105 and its
companion policy.

The Proposed Amendments
and a dealer’s existing
obligation to address
material conflicts of interest
in the best interest of the
client under the CFRs are
intended to work together as
we discuss above, and we
think that with the clarity
we are providing through
the Proposed Amendments,
that this interaction will be
clearer. Accordingly, we do
not think that we need to
impose any minimum duties
or obligations at this time,
but will continue to monitor
whether the Proposed
Amendments together with
the CFRs are achieving their
intended outcomes.

Question 2(v):

Should mutual funds
that have a principal
distributor be
exclusively distributed
by the principal
distributor and not be
distributed by other
principal distributors
or participating
dealers?

One industry association and two
principal distributors and one dealer
commented that the CSA should not
impose a requirement that funds with a
principal distributor be exclusively
distributed by the principal distributor
and not other participating dealers
because it may limit competition and
investor choice. Instead, regulatory
oversight and disclosure of the
conflicts of interest and fees should be
provided.

One principal distributor agreed that
mutual funds should be exclusively
distributed by the fund’s principal
distributor given that the principal
distributor has a unique relationship
with the IFMs.

We thank the commenters
for their comments.

We agree with the
commenters that suggested
that the CSA not impose a
requirement that funds with
a principal distributor be
exclusively distributed by
that principal distributor.
We think that providing
fund families and dealers
with flexibility to determine
the distribution structure
that best suits them is
appropriate, in light of the
obligations that all dealers
have under the securities
legislation.
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Question 3: Two industry associations and one We thank the commenters

Do the Proposed
Amendments fully
address potential
investor protection
concerns for existing
principal distributor
business models and
any foreseeable new
mutual fund
distribution business
models?

Are there any other
considerations, limits
or factors about a
principal distributor
arrangement that we
should consider?

investor advocate agreed that the
Proposed Amendments address
potential investor protection concerns
for the principal distributor model.

One dealer commented that the
Proposed Amendments do not fully
address potential investor protection
concerns for principal distributor
models. The commenter suggested that
DSC and chargeback options, and
manufacturer-paid commissions be
terminated to align with other
distribution models.

One industry association and the
investor advocate commented that
additional disclosure should be
required to be made prominently in the
applicable documentation. Another
industry association commented that
the proposed disclosure requirements
in ARCC is duplicative and adds
regulatory burden as disclosure is also
required in the prospectus and Fund
Facts.

for their comments.

The ban on DSC took effect
on June 1, 2022. The OEO
trailer ban, which prohibits
trailing commissions on
order execution only (OEO)
mutual fund sales, also took
effect on June 1, 2022. On
June 26, 2025, the CSA
published proposed
amendments to ban the use
of chargebacks for a 90 day
comment period. Banning
IFM-paid commissions is
outside the scope of the
Proposed Amendments.

We are of the view that
mutual fund investors
benefit from clear disclosure
of principal distributor
compensation as
contemplated in the
Proposed Amendments. We
do not agree that the
proposed disclosure
requirement in the ARCC is
duplicative as the ARCC is
provided to the investor
from the principal
distributor annually and so
is useful to an investor when
assessing whether to
continue to hold the funds
that are already in the
investor’s portfolio. The
disclosure in the Fund Facts
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is provided to the investor at
the point of sale so is useful
for investors when they are
making their investment
decision. The SP is provided
to the investor only upon
request so isn’t routinely
used by investors.

One dealer expressed concern that

investors may not read or fully We are of the view that the

understand the proposed disclosure, disclosure requirements in

even if written in clear language. the SP, the Fund Facts and
the ARCC are clear, concise
and in plain language.

One industry association and one We are of the view that the

principal distributor did not support Proposed Amendments

the proposal to limit a dealer to act as | improve investor protection

a principal distributor for only one while maintaining investor

mutual fund family. The principal confidence in the capital

distributor noted that they have markets, particularly as they

controls and procedures in place. The | are intended to complement

industry association asked the CSAto | and work with the CFRs.

consider alternative measures to

address investor protection concerns,

such as requirements to ensure

compensation arrangements are fair,

reasonable and transparent. Another

principal distributor commented that

client access and client interest must

be taken into consideration.

Question 4: One industry association, one investor | There is a 24-month

The Proposed
Amendments to NI
81-105 will come into
force 18 months after
the final publication
date.

Does this provide
sufficient time for
dealers that act as a

advocate, and one dealer agreed that
18 months is sufficient for:

e principal distributors to
transition their practices,
operational model and
compensation arrangements,
and

e |IFMs to make alternative
distribution arrangements

One industry association commented
that the changes are not overly

transition period for the
Amendments to NI 81-105.
The transition period will
provide sufficient time for a
dealer who acts as a
principal distributor for
more than one mutual fund
family to transition their
practice, operational model
and compensation
arrangements.
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principal distributor
for more than one
unaffiliated manager
to transition their
practice, operational
model and
compensation
arrangements?

Does this provide
sufficient time for
impacted investment
fund managers to
make alternate
distribution
arrangements for their
mutual fund securities
prior to the effective
date? If not, please
explain.

burdensome and investor protection
benefits are pressing.

Two industry associations, and two
principal distributors proposed a
transition period of a minimum of two
years to renegotiate agreements and
make systems changes. One industry
association noted that a two year
transition period also aligns with the 2
year prospectus renewal period for
IFMs.

One principal distributor suggested
that the transition period should be as
long as possible. Existing principal
distributor arrangements cannot be
changed quickly and the changes will
have a substantial impact on certain
dealers, especially smaller dealers.

One principal distributor suggested
that existing arrangements should be
grandfathered to serve investors in
their best interests.

Question 5: Some
principal distributors
may currently use
chargebacks.

Chargebacks involve a
compensation practice
where a dealer or
dealing representative
is paid upfront
commissions and/or
fees from the dealer
firm when their client
purchases securities.

Chargebacks occur
when investors
redeem their securities

Three industry associations and six
investor advocates agreed that
chargebacks raise significant conflicts
of interest concerns and should be
banned.

These commenters noted that the use
of chargebacks creates a misalignment
between the interests of the dealing
representatives and their clients and
creates the negative potential that
dealing representatives consider their
own interests above that of their
clients. The use of chargebacks may
distort the advice process:

e atthe point of sale, e.g.,
dealing representatives may

We thank the commenters
for their comments. We
agree that the use of
chargebacks poses an
inherent significant conflict
of interest as they may
incentivize advisors to
prioritize their own financial
interest over that of their
clients.

On June 26, 2025, the CSA
published proposed
amendments that would
prohibit the use of
chargebacks in the
distribution of investment
funds offered by prospectus.
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before a fixed
schedule as
determined by the
dealer firm, and the
dealing representative
Is required to pay back
all or part of the
upfront
commission/fees to
the dealer firm.

In June 2023, the CSA
announced that it
would be reviewing
the use of chargebacks
in the mutual fund
industry due to
concerns about
potential conflicts of
interest associated
with this practice.

The CSA is of the
view that the use of
chargebacks raises a
significant conflict of
interest for principal
distributors in the
distribution of mutual
fund securities and we
are considering the
appropriate regulatory
steps. We are
requesting additional
feedback on this
practice.

recommend a fund that pays a
higher upfront commission
with a chargeback rather than a
more suitable fund without a
chargeback, and

e during the chargebacks period,
e.g., dealing representatives
may discourage redemption
during the chargeback period
and encourage clients to
continue holding an
underperforming fund or a
fund that is no longer in the
client’s best interest

One investor advocate expressed
disappointment that regulatory action
on chargebacks has not yet been taken.

One industry association suggested to
allow for a two-year transition period
to allow impacted dealers to unwind
their current chargeback arrangements.

One industry association noted that
chargebacks are not specific to
principal distributor arrangements and
there is no current ban on dealer firms
paying upfront commissions to dealing
representatives.

One principal distributor commented
that with the implementation of the
DSC ban, the use of chargebacks
provided upfront cashflow to dealing
representatives for smaller accounts
and helped dealing representatives
building a book of business. Trailing
commissions are paid over 12 months
and are not sufficient for the work
done by dealing representatives
servicing smaller accounts. The
commenter suggested that there is no

The responses to this
consultation question will
be considered as part of this
latter consultation.
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evidence from industry that the use of
chargebacks is an issue and conflicts
of interest already exist for asset-based
fees. A survey of the commenter’s
clients did not indicate any concerns
and there were no client complaints.
The commenter noted that there are
benefits to investors with the
chargebacks model under limited
circumstances and proper controls.
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