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Introduction

We, the Canadian Securities Administrators (CSA), are adopting amendments (the Amendments) to the
current regulatory framework for dealers, advisers and investment fund managers.

The instruments affected by the Amendments are as follows:

o National Instrument 31-103 Registration Requirements, Exemptions and Ongoing Registrant
Obligations (NI 31-103 or the Rule), including Form 31-103F1 Calculation of Excess Working
Capital (Form 31-103F1),

o Companion Policy 31-103CP Registration Requirements, Exemptions and Ongoing Registrant
Obligations (31-103CP or the Companion Policy),

. National Instrument 33-109 Registration Information (NI 33-109) including its forms, and

. Companion Policy 33-109CP Registration Information (33-109CP).
We refer to NI 31-103, 31-103CP, NI 33-109, and 33-109CP as the “Instrument”.
The Amendments have been, or are expected to be, adopted by each member of the CSA. In some
jurisdictions, ministerial approvals are required for the implementation of the Amendments. If all
necessary ministerial approvals are obtained, the Amendments, other than the Custody Amendments

described below, come into force on December 4, 2017. The Custody Amendments come into force six
months later, on June 4, 2018. Further detail can be found in Annex D of this Notice.



Substance and purpose

The Amendments range from technical adjustments to more substantive matters. We have organized the
Amendments into four tranches, specifically “Custody Amendments”, “Exempt Market Dealer
Amendments”, “Client Relationship Model Phase 2 Amendments” and “Housekeeping Amendments”.
The purpose of the Amendments is to promote stronger investor protection, to clarify certain regulatory
requirements and to enhance certain market efficiencies.

The Amendments:

e enhance custody requirements applicable to registered firms that are not members of the
Investment Industry Regulatory Organization of Canada (IIROC) or the Mutual Fund Dealers
Association of Canada (MFDA) (collectively, Non-SRO Firms). IIROC member firms and MFDA
member firms will comply with the custodial regimes of IIROC or the MFDA. The Custody
Amendments:

O address potential intermediary risks when Non-SRO Firms are involved in the custody of
client assets,

o0 enhance the protection of client assets, and

o0 codify existing custodial best practices of Non-SRO Firms,

o clarify the activities that may be conducted under the exempt market dealer (EMD) category of
registration in respect of trades in prospectus-qualified securities,

e make permanent certain temporary relief granted by the CSA in May 2015 relating to the
requirements for client reporting (the CRM2 Requirements) and also add guidance to 31-103CP
regarding the CRM2 Requirements, and

e incorporate other changes to the Instrument of a minor housekeeping nature.
Background

We published proposed amendments for comment on July 7, 2016 (the July 2016 Proposal). We made
changes to certain of the amendments proposed in the July 2016 Proposal, several of which are described
in our responses to the comments. We also made other changes to the Instrument. As these changes are
not material, we are not publishing the Amendments for another comment period.

You can find a description of the key changes we made to the Instrument in Annex A of this Notice.

Future proposals to revise the Custody Amendments (including the terminology and the exemptions) may
follow as a consequence of the CSA’s ongoing policy work in respect of both the modernization of
investment fund product regulation under National Instrument 81-102 Investment Funds (NI 81-102) and
derivatives.

Summary of written comments received by the CSA
We received 21 comment letters on the July 2016 Proposal, and we thank everyone who submitted

comments. A summary of the comments, together with our responses, is in Annex B and the names of the
commenters are in Annex C of this Notice.



Copies of the comment letters were posted on the following websites:

WWW.0SC.gov.on.ca
www.lautorite.gc.ca

Local matters

In conjunction with the amendments to NI 33-109, the Ontario Securities Commission is making
consequential amendments to Ontario Securities Commission Rule 33-506 (Commodity Futures Act)
Registration Information (OSC Rule 33-506). The Ontario Securities Commission is publishing a local
notice on these consequential amendments.

In conjunction with the amendments to NI 31-103, the Autorité des marchés financiers is making
consequential amendments to its Derivatives Regulation and is publishing a local notice on these
consequential amendments.

The Autorité des marchés financiers is also publishing a local staff notice to further explain the
amendments made to subsection 9.4(4) and section 12.12 of NI 31-103, as they relate to mutual fund
dealers registered only in Québec. This local notice provides guidance in connection with the financial
reporting of these dealers.

List of annexes
This Notice contains the following annexes:

Annex A — Summary of changes to the Instrument relative to existing law and policy
Annex B — Summary of comments on the July 2016 Proposal and responses

Annex C — List of commenters

Annex D — Adoption of the Instrument

Annex E — Amendments to NI 31-103

Annex E1 — Blackline showing changes to NI 31-103

Annex E2 — Changes to 31-103CP

Annex F — Amendments to NI 33-109

Annex F1 — Blackline showing changes to NI 33-109

Annex F2 — Changes to 33-109CP

Questions

Please refer your questions to any of the following CSA staff:

Anne Hamilton Ami laria

Senior Legal Counsel Senior Legal Counsel

Capital Markets Regulation Capital Markets Regulation

British Columbia Securities Commission British Columbia Securities Commission
604-899-6716 604-899-6594

1-800-373-6393 1-800-373-6393

ahamilton@bcsc.bc.ca aiaria@bcsc.bc.ca
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Navdeep Gill

Manager, Registration

Alberta Securities Commission
403-355-9043
navdeep.gill@asc.ca

Chris Besko

Director, General Counsel

The Manitoba Securities Commission
204-945-2561 and 1-800-655-5244
(Toll Free (Manitoba only))
chris.besko@gov.mb.ca

Chris Jepson

Senior Legal Counsel

Compliance and Registrant Regulation
Ontario Securities Commission
416-593-2379

cjepson@osc.gov.on.ca

Sophie Jean

Directrice de I’encadrement des intermédiaires
Autorité des marchés financiers
514-395-0337, ext. 4801 or

1-877-525-0337

sophie.jean@lautorite.qc.ca

Brian W. Murphy

Deputy Director, Capital Markets
Nova Scotia Securities Commission
902-424-4592
brian.murphy@novascotia.ca

Steven Dowling
Acting Director
Consumer, Labour
Division

Justice and Public Safety
Government of Prince Edward Island
902-368-4551
sddowling@gov.pe.ca

and Financial

Services

Liz Kutarna

Deputy Director, Capital Markets

Securities Division

Financial and Consumer Affairs Authority of
Saskatchewan

306-787-5871

liz.kutarna@gov.sk.ca

Paul Hayward

Senior Legal Counsel

Compliance and Registrant Regulation
Ontario Securities Commission
416-593-8288
phayward@osc.gov.on.ca

Jessica Leung

Senior Accountant

Compliance and Registrant Regulation
Ontario Securities Commission
416-593-8143

jleung@osc.gov.on.ca

Francois Vaillancourt

Analyste expert en réglementation | Policy
Analyst

Direction de I’encadrement des
intermédiaires | Supervision of
intermediaries

Autorité des marchés financiers
418-525-0337, ext. 4806 or
1-877-525-0337
francois.vaillancourt@lautorite.qc.ca

Jason Alcorn

Senior Legal Counsel, Securities
Financial and Consumer Services
Commission of New Brunswick /
Commission des services financiers et des
services aux consommateurs du Nouveau-
Brunswick

506-643-7857

jason.alcorn@fcnb.ca

John O’Brien

Superintendent of Securities

Service NL

Government of Newfoundland and Labrador
709-729-4909

johnobrien@gov.nl.ca
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Jeff Mason Thomas Hall

Director of Legal Registries Superintendent of Securities
Department of Justice, Government of Nunavut ~ Department of Justice
867-975-6591 Government of the Northwest Territories
jmason@gov.nu.ca 867-767-9305
tom_hall@gov.nt.ca
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Department of Justice Office of the Yukon Superintendent of
Government of the Northwest Territories Securities
867-767-9305 867-667-5466
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Annex A

Summary of changes to the Instrument relative to existing law and policy

This annex summarizes the key changes being made to the Instrument. We reference the sections of NI
31-103 except where otherwise indicated. This annex contains the following sections:

1. Custody Amendments

2. Exempt Market Dealer Amendments

3. Client Relationship Model Phase 2 Amendments

4. Housekeeping Amendments

If all necessary ministerial approvals are obtained, the Amendments, other than the Custody Amendments,
come into force on December 4, 2017. The Custody Amendments come into force six months later, on
June 4, 2018.

1. CUSTODY AMENDMENTS

Amendments to NI 31-103 and 31-103CP

Part 1 Interpretation

Section 1.1 [definitions of terms used throughout this Instrument]

We added definitions for the following terms in section 1.1:
. Canadian custodian
. foreign custodian

. qualified custodian
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Part 9 Membership in a self-regulatory organization

In order to exclude IROC member firms and MFDA member firms from the Custody Amendments, on
the condition that they comply with the corresponding IIROC and MFDA custodial regimes, we amended
sections 9.3 [exemptions from certain requirements for IIROC members] and 9.4 [exemptions from certain
requirements for MFDA members]. Appendices G and H were also amended to include any additional
IIROC and MFDA provisions, as necessary.

Certain paragraphs in sections 9.3 and 9.4 were repealed as a result of sections 14.8 [securities subject to
a safekeeping agreement] and 14.9 [securities not subject to a safekeeping agreement] being repealed as
part of the Custody Amendments.

Part 14 Handling client accounts - firms

Section 14.1 [application of this Part to investment fund managers]

We amended section 14.1 to clarify that the Custody Amendments also apply to investment fund
managers. We also clarified the guidance in 31-103CP.

Section 14.2 [relationship disclosure information]

We added paragraph 14.2(2)(a.1) to require registered firms that hold client assets or “direct or arrange”
custodial arrangements for clients to confirm where and how the client’s assets are held, and any related
risks and benefits. We also added paragraph 14.2(2)(a.2) to require registered firms with access to client
assets to disclose to clients where and how client assets are held and accessed, including any related risks
and benefits. We added guidance to 31-103CP to outline our expectations in respect of this disclosure.

Section 14.5.1 [definition of ““securities’ in Alberta, British Columbia, New Brunswick, Nova Scotia and
Saskatchewan]

We added section 14.5.1 to clarify that, in respect of certain local securities legislation, the use of the term
“securities” in Division 3 excludes “exchange contracts” in Alberta, British Columbia, New Brunswick,
Nova Scotia and Saskatchewan.

Section 14.5.2 [restriction on self-custody and qualified custodian requirement]

We added a new section 14.5.2.

With some exceptions, subsection 14.5.2(1) prohibits a registered firm from acting as a custodian or sub-
custodian for cash and securities of its clients or the investment funds it manages (i.e., self-custody), and
subsection 14.5.2(5) prohibits the use of any custodian (Canadian or foreign) that is not functionally
independent of the registered firm. Subsection 14.5.2(2) requires a “Canadian custodian” to hold the cash
and securities of a client or an investment fund where a registered firm (a) directs or arranges which
custodian will hold the cash or securities, or (b) holds or has access to the cash or securities. However:

. subsection 14.5.2(3) permits a “foreign custodian” to hold the cash and securities of a client or
investment fund, but only when it is more beneficial to that client or investment fund to use the
“foreign custodian” instead of a “Canadian custodian”, and



. to retain current practices in respect of cash, subsections 14.5.2(4) and (6) permit a Canadian
financial institution that is functionally independent of the registered firm to act as a custodian for
the cash of a registered firm’s client or investment fund.

We made amendments to the July 2016 Proposal to clarify subsections 14.5.2(2) and 14.5.2(3).
Specifically, subsection 14.5.2(2) makes clear that it is permissible for a client or an investment fund
subject to the Custody Amendments to use multiple custodians, provided that the registered firm complies
with the requirements in the Custody Amendments. Subsection 14.5.2(3) clarifies that the elements of the
definition of “foreign custodian” are among the relevant factors that a registered firm must consider when
assessing whether the “foreign custodian” is more beneficial to a client or investment fund than a
“Canadian custodian”. We also added guidance to 31-103CP regarding the use of a “foreign custodian”.
We included a number of factors that we expect registered firms to consider when choosing to use a
“foreign custodian”.

We added guidance to 31-103CP (under the title “14.5.2 [restriction on self-custody and qualified
custodian requirement]”) to outline our expectations in respect of the new custody requirements. We also
clarified that certain investment instruments may be both securities and derivatives, and that the Custody
Amendments apply to those instruments (subject to certain exclusions outlined in the Custody
Amendments).

We also added guidance to 31-103CP (under the title “14.5.2 [prohibition on self-custody and the use of a
custodian that is not functionally independent]”) to describe our expectations for a “system of controls
and supervision that a reasonable person would conclude is sufficient to manage the risks to the client or
investment fund” associated with custody, in the limited situations where registered firms are either
permitted to self-custody or use a custodian that is not functionally independent of the registered firm. In
addition, we included guidance for registered firms not subject to the Custody Amendments regarding our
expectations.

New paragraphs 14.5.2(7)(a) to (f) set out exemptions from the new custodial requirements for the
following:

. investment funds subject to NI 81-102 or National Instrument 41-101 General Prospectus
Requirements (NI 41-101),

. a security that is recorded on the books of the security’s issuer, or the issuer’s transfer agent, only
in the name of the client or investment fund,

. cash or securities of a permitted client that is not an individual or an investment fund, where that
permitted client has acknowledged, in writing, that the custodial requirements that would
otherwise apply to the registered firm do not apply,

. customer collateral subject to the custodial requirements under National Instrument 94-102
Derivatives: Customer Clearing and Protection of Customer Collateral and Positions, and

. mortgages under certain conditions.

We added guidance to 31-103CP to clarify our expectations and rationale in respect of certain of these
exemptions.

We also added guidance to 31-103CP (under the title “14.5.2 [general prudent custodial practices]”) to
describe general prudent custodial practices when the Custody Amendments do not apply. We also



provided our expectations regarding reconciliation with custodians’ records, and client review of custodial
statements.

Finally, we also added guidance to 31-103CP under the title “14.5.2 [custodial arrangements]” regarding
investment fund managers’ obligations in the selection, and ongoing monitoring, of the custodian for the
investment funds that they manage. We also included guidance that dealers and advisers with influence
over a client’s selection of a custodian should conduct due diligence similar to that expected of an
investment fund manager.

Section 14.5.3 [cash and securities held by a qualified custodian]

We added new section 14.5.3 which sets out requirements regarding how cash and securities of clients
and investment funds should be held by a qualified custodian. Registered firms are required to take
reasonable steps to ensure that the cash and securities are held as outlined.

We added guidance to 31-103CP (under the title “14.5.3 [cash and securities held by a qualified
custodian]”) to explain how the requirements in subsection 14.5.3(a) can be satisfied. We also clarified
that a qualified custodian may deposit securities with a depository or clearing agency that operates a
book-based system.

Section 14.6 [client and investment fund assets held by a reqgistered firm in trust]

We amended section 14.6 so that it applies in situations where the new custody requirements under
sections 14.5.2 and 14.5.3 do not apply or where a registered firm is self-custodying as permitted by
section 14.5.2. Specifically, amended section 14.6 maintains the minimum client and investment fund
asset protection standards of segregation and holding client and investment fund assets in trust for the
client or investment fund. Consistent with new section 14.5.2, new subsection 14.6(2) allows for the use
of a foreign custodian for cash only when it is more beneficial to the client or investment fund to use that
foreign custodian as opposed to a Canadian custodian. We amended subsection 14.6(2) to conform to the
amendment we made in subsection 14.5.2(3).

We amended 31-103CP to reflect the changes to section 14.6. We also added guidance for investment
fund managers that handle cash-in-transit for investment in, or on the redemption of, the securities of their
investment fund. In addition, we provided guidance for outsourcing the function of handling cash-in-
transit to a service provider.

Section 14.6.1 [custodial provisions relating to certain margin or security interests] and section 14.6.2
[custodial provisions relating to short sales]

We added new sections 14.6.1 and 14.6.2 which were not part of the July 2016 Proposal. These sections
set out acceptable custodial practices for certain margin and security interests, and for short sales,
respectively. These amendments reflect our policy intent to codify existing custodial best practices of
registered firms. The permissible activities in these sections are similar to the custodial practices for
prospectus-qualified funds permitted under NI 81-102 and NI 41-101. We added guidance to 31-103CP to
outline our expectations for a registered firm’s assessment of a foreign dealer that would hold cash and
securities for clients or investment funds as permitted by these sections.

We also added guidance to section 14.6.1 of 31-103CP to confirm certain acceptable custodial practices
relating to securities lending, repurchase and reverse repurchase agreements, similar to the permitted
practices under NI 81-102 and NI 41-101.



Section 14.7 [holding client assets — non-resident reqgistrants], Section 14.8 [securities subject to a
safekeeping agreement] and
Section 14.9 [securities not subject to a safekeeping agreement]

Sections 14.7, 14.8 and 14.9 have been repealed to remove outdated provisions.

Coming into Force of the Custody Amendments

The Amendments, other than the Custody Amendments, come into force on December 4, 2017. The
Custody Amendments, including new paragraphs 14.2(a.1) and (a.2), and new or amended sections 14.5.1
through 14.6.2 (see Annex E Amendments to NI 31-103), come into force six months later, on June 4,
2018. This is to allow registered firms to prepare for, and accommodate, the new custody requirements.

2. EXEMPT MARKET DEALER AMENDMENTS

Amendments to NI 31-103 and 31-103CP

Part 7 Categories of registration for firms

Section 7.1 [dealer categories]

We amended subsection 7.1(2) as follows:

. We removed the words "whether or not a prospectus was filed in respect of the distribution” from
subparagraph 7.1(2)(d)(i) to clarify that EMDs may not participate in offerings of securities under
prospectuses in any capacity, including as underwriters and selling group members; this includes
securities underlying special warrants that are qualified by a prospectus.

. We amended subparagraph 7.1(2)(d)(ii) to clarify the activities that EMDs may engage in with
respect to the resale of securities.

We deleted the restriction currently found in subsection 7.1(5) that restricts EMDs from trading in
securities whose classes are listed, quoted or traded on a marketplace, whether on-exchange or off-
exchange, as this restriction is now reflected in amended subparagraph 7.1(2)(d)(ii).

We also revised 31-103CP to clarify matters relating to these changes.

Part 8 Exemptions from the requirement to register

Section 8.6 [investment fund trades by adviser to managed account]

We expanded the exemption from the dealer registration requirement in section 8.6 so that registered
advisers may trade in the securities of investment funds (including, as is the case today, those distributed
under a prospectus) if the adviser or an affiliate of the adviser advises and manages the investment fund
and certain conditions are met.

The amendment to section 8.6 will broaden the exemption from dealer registration for advisers that use
affiliated investment funds as an efficient way to invest their clients' money.

We also revised 31-103CP to clarify matters relating to these changes.



3. CLIENT RELATIONSHIP MODEL PHASE 2 AMENDMENTS

Amendments to NI 31-103 and 31-103CP

Part 9 Membership in a self-regulatory organization

We amended sections 9.3 and 9.4 to exempt IROC members and MFDA members from certain CRM2
Requirements, on the condition that they comply with the corresponding IIROC and MFDA provisions.
We also amended Appendices G and H to include the corresponding IIROC and MFDA provisions.

Part 13 Dealing with clients — individuals and firms

Section 13.17 [exemption from certain requirements for registered sub-advisers]

We amended section 13.17 to exempt a registered adviser, who is acting as a sub-adviser to a registered
adviser or dealer, from certain client reporting requirements in Part 14. Client reporting responsibilities
necessary in a sub-advisory arrangement are customized to the relevant business needs and agreed to
contractually.

Part 14 Handling client accounts — firms

Section 14.1.1 [duty to provide information]

We amended section 14.1.1 to clarify the requirement for investment fund managers to provide dealers
and advisers with certain information that they need to comply with their client reporting obligations. We
also added guidance to 31-103CP setting out our expectations about this requirement.

Section 14.2 [relationship disclosure information]

We added guidance to 31-103CP to clarify our expectations concerning a firm’s obligation to provide a
general description of the products and services it offers to a client under paragraph 14.2(2)(b), including
our expectations on disclosure when a firm primarily invests its clients’ money in securities issued by
related parties.

Section 14.2.1 [pre-trade disclosure of charges]

We added guidance to 31-103CP to clarify our expectations about a firm’s pre-trade disclosure
obligations in the case of a frequent trader who can reasonably be expected to understand “standard
charges”.

Section 14.11.1 [determining market value]

We amended subsection 14.11.1(3) to remove references to section 14.18 and subsection 14.19(1).
Instead, subsection 14.19(7) addresses the procedure to follow if market value cannot be determined for
the purposes of calculating the information required to be delivered in the investment performance report.

We also corrected the paragraph references in subsection 14.11.1(3) that specify when a firm must
exclude the market value of a security from calculations of the total value of cash and securities in an
account or statement.



We also added guidance to 31-103CP concerning market valuation for client reporting purposes,
including determining:

. market value for a liquid security for which a reliable price is quoted on a market place, and
. that the market value of a security is not determinable.

Section 14.14 [account statements]

We amended paragraph 14.14(4)(d) to clarify that the number of securities purchased, sold or transferred
must be disclosed in account statements. We also amended paragraph 14.14(5)(f) to clarify requirements
relating to investor protection fund (IPF) disclosure in account statements. We added guidance to section
14.14 of 31-103CP concerning our expectations about consolidated statements and supplementary
reporting.

Section 14.14.1 [additional statements]

We amended paragraph 14.14.1(2)(g) to clarify requirements relating to IPF disclosure in additional
statements and added a new subsection (2.1) exempting a firm from providing this disclosure where a
client’s securities are held or controlled by an IIROC or MFDA member. This addition was made to avoid
the possibility that a client might receive inaccurate information about the extent of IPF coverage from a
firm that is not itself a member of the IPF. We also added guidance to 31-103CP about IPF disclosure.

Section 14.14.2 [security position cost information]

We amended section 14.14.2 to allow a firm to disclose, for a security position that was opened before
July 15, 2015, market value as at December 31, 2015, or an earlier date, if that earlier date is reasonable
based on certain criteria. This amendment has the same effect as the temporary relief provided in parallel
orders issued by CSA members in May 2015 and described in CSA Staff Notice 31-341 Omnibus/Blanket
Orders Exempting Registrants from Certain CRM2 Provisions of National Instrument 31-103
Registration Requirements, Exemptions and Ongoing Registrant Obligations (the CRM2 Orders). We also
added guidance to 31-103CP on determining and reporting security position cost information.

Section 14.17 [report on charges and other compensation]

We added guidance to 31-103CP to clarify our expectations for the disclosure of a firm’s operating
charges and payments received from issuers of securities.

Section 14.18 [investment performance report]

We amended subsection 14.18(6) to clarify situations under which a firm is not required to deliver an
investment performance report to a client.

Section 14.19 [content of investment performance report]

We amended section 14.19 so that the requirement that investment performance reports must include
market value information as at and since July 15, 2015, if the account was opened before that date, may
instead be met as follows:

. where the firm reports on a calendar year basis (i.e., its first reports covered the period from
January 1 to December 31, 2016), by including market value information as at and since: (a)



January 1, 2016 (the firm is not required to provide the information for any earlier period), or (b) a
date earlier than January 1, 2016 if that earlier date is reasonable based on certain criteria; and

. where the firm does not report on a calendar year basis (i.e., its first reports cover a 12-month
period ending no later than July 14, 2017), by including market value information as at and since:
(@) July 15, 2015 (the firm is not required to provide the information for any earlier period), or (b)
a date earlier than July 15, 2015 if that earlier date is reasonable based on certain criteria.

We also amended section 14.19 so that the requirement that investment performance reports must include
annualized total percentage return information since inception or for the period since July 15, 2015 may
instead be met as follows, if the account was opened before July 15, 2015:

. where the firm reports on a calendar year basis, by providing the information for the period since
January 1, 2016, or a date earlier than January 1, 2016 if that earlier date is reasonable based on
certain criteria; and

. where the firm does not report on a calendar year basis, by providing the information for the
period since July 15, 2015, or a date earlier than July 15, 2015 if that earlier date is reasonable
based on certain criteria.

These amendments have the same effect as the corresponding temporary relief provided in the CRM2
Orders.

We also added guidance to 31-103CP to clarify our expectations concerning certain of the information
required to be included in investment performance reports.

Exempt Market Dealers

We added guidance to 31-103CP on how the client reporting requirements in Part 14 may apply to EMDs
that are not also registered as advisers or in another category of dealer.

4. HOUSEKEEPING AMENDMENTS
Amendments to NI 31-103

Section 1.2 [interpretation of ““securities’ in Alberta, British Columbia, New Brunswick, Nova Scotia and
Saskatchewan]

We amended this section to reflect in the official version of NI 31-103 adopted by all CSA jurisdictions,
jurisdiction-specific changes that have already been adopted in the corresponding local jurisdictions.
These changes are described in more detail in CSA Staff Notice 11-335 Notice of Local Amendments and
Changes in Certain Jurisdictions, dated April 13, 2017 (CSA Staff Notice 11-335).

Section 3.16 [exemptions from certain requirements for SRO-approved persons]

We amended this section where it refers to a member of IIROC to clarify that the referenced member
must also be registered as an investment dealer. Similarly, we amended the section where it refers to a
member of the MFDA to clarify that the referenced member must also be registered as a mutual fund
dealer.



Section 8.2 [definition of ““securities’ in Alberta, British Columbia, New Brunswick, Nova Scotia and
Saskatchewan]

We amended this section to reflect, in the official version of NI 31-103 adopted by all CSA jurisdictions,
jurisdiction-specific changes that have already been adopted in the corresponding local jurisdictions.
These changes are described in more detail in CSA Staff Notice 11-335.

Section 8.12 [mortgages]

Subsection 8.12 (3) was amended to reflect in the official version of NI 31-103 adopted by all CSA
jurisdictions, a New Brunswick-specific change that has already been adopted in New Brunswick. By
virtue of this change, the exemption from the dealer registration requirement that is provided for in
subsection 8.12(2) does not apply in New Brunswick.

Section 8.18 [international dealer]

We amended the international dealer exemption in section 8.18 in response to comments received by a
commenter that identified a technical gap in the existing international dealer exemption. This amendment
is also intended to address the concerns identified in CSA Staff Notice 31-346 Guidance as to the Scope
of the International Dealer Exemption in relation to Foreign-Currency Fixed Income Offerings by
Canadian Issuers and to codify routinely granted exemptive relief.

Section 8.20 [exchange contract — Alberta, British Columbia, New Brunswick, Nova Scotia and
Saskatchewan]

We amended this section to reflect in the official version of NI 31-103 adopted by all CSA jurisdictions,
jurisdiction-specific changes that have already been adopted in the corresponding local jurisdictions.
These changes are described in more detail in CSA Staff Notice 11-335.

Section 8.20.1[exchange contract trades through or to a reqgistered dealer — Alberta, British Columbia,
New Brunswick, Nova Scotia and Saskatchewan]

We amended this section to reflect, in the official version of NI 31-103 adopted by all CSA jurisdictions,
jurisdiction-specific changes that have already been adopted in the corresponding local jurisdictions.
These changes are described in more detail in CSA Staff Notice 11-335.

Section 8.24 [IIROC members with discretionary authority]

We amended this section, where it refers to a member of 1IROC, to clarify that the referenced member
must also be registered as an investment dealer.

Section 8.26 [international adviser]

We amended this section to reflect in the official version of NI 31-103 adopted by all CSA jurisdictions,
jurisdiction-specific changes that have already been adopted in the corresponding local jurisdictions.
These changes are described in more detail in CSA Staff Notice 11-335.

We also amended subsection 8.26(3) to clarify that the relevant advice to a permitted client must be in
relation to a foreign security, and cannot be in relation to securities that are not foreign securities (unless
providing that advice is incidental to providing advice on a foreign security).



Section 9.3 [exemptions from certain requirements for IROC members]

We amended the first line of subsections 9.3(1) and 9.3(2), where it refers to a member of 1IROC, to
clarify that the referenced member must also be registered as an investment dealer.

Section 9.4 [exemption from certain requirements for MFDA Members]

We amended the first line of subsections 9.4(1) and 9.4(2), where it refers to a member of the MFDA, to
clarify that the referenced member must also be registered as a mutual fund dealer.

We also amended subsection 9.4(4) to make the requirements in section 12.12 [delivering financial
information — dealer] apply to mutual fund dealers in Québec despite subsection 9.4(4). Exemptions
related to other requirements listed in subsection 9.4(1) will continue to apply to the extent equivalent
requirements are applicable to the mutual fund dealer under the regulations in Québec.

Section 10.1 [failure to pay fees]

Paragraph 10.1(1)(a) was amended to reflect in the official version of NI 31-103 adopted by all CSA
jurisdictions, an Alberta-specific reference change that has already been adopted in Alberta. The change
in reference reflects the replacement of Schedule for Fees in Alta. Reg 115/95 Securities Regulation by
ASC Rule 13-501 Fees.

Section 12.1 [capital requirements]

We amended the first line of subsection 12.1(5), where it refers to a member of IIROC, to clarify that the
referenced member must also be registered as an investment dealer.

Section 12.12 [delivering financial information — dealer]

We amended the first line of subsection 12.12(2.1), where it refers to a member of the MFDA, to clarify
that the referenced member must also be registered as a mutual fund dealer.

We also amended section 12.12 by adding new subsections 12.12 (4) and (5) to allow a mutual fund
dealer registered only in Quebec, that is not a member of the MFDA and that is not registered in any other
category, to provide only one calculation of its regulatory capital. Such a firm may deliver to the
securities regulatory authority either the Appendix I- Monthly Report on Net Free Capital required by the
Regulation respecting the trust accounts and financial resources of securities firms, as this Appendix read
on September 27, 2009, or the Form 31-103F1 under section 12.12 of NI of 31-103 as at the end of the
prescribed period.

Section 12.14 [delivering financial information — investment fund manager]

We amended subsection 12.14(4) where it refers to a member of IIROC to clarify that the referenced
member must also be registered as an investment dealer.

We amended subsection 12.14(5) where it refers to a member of the MFDA to clarify that the referenced
member must also be registered as a mutual fund dealer.



Section 14.12 [content and delivery of trade confirmation]

We added a new subsection 14.12(7) to state that, in Newfoundland and Labrador, Ontario and
Saskatchewan, a registered dealer that complies with the requirements of section 14.12 in respect of the
purchase or sale of a security is not subject to the following corresponding statutory provisions:
subsections 37 (1), (2) or (3) of the Securities Act (Newfoundland and Labrador); subsection 36(1) of the
Securities Act (Ontario); and subsection 42(1) of The Securities Act, 1988 (Saskatchewan).

Section 15.1 [granting an exemption]

We amended subsection 15.1(3) to add a reference to Alberta so that it provides: “Except in Ontario and
Alberta, an exemption referred to in subsection (1) is granted under the statute referred to Appendix B of
National Instrument 14-101 Definitions opposite the name of the local jurisdiction.”

Amendments to Form 31-103F1 Calculation of Excess Working Capital

Line 10

We amended Line 10 to provide, in the case of a mutual fund dealer registered only in Québec and that is
not registered in any other category, an alternative deduction of the deductible under the firm’s liability
insurance instead of the bonding or insurance required under Part 12 of NI 31-103.

Schedule 1

In subparagraph (a)(i), we replaced the present references to specific rating organizations with a reference
to “designated rating organization” (which is defined in section 1.1 of NI 31-103 to have the same
meaning as in National Instrument 81-102 Investment Funds). This has the effect of including certain

additional ratings organizations.

In paragraph (d), we have corrected a previous typographical error in the reference to the Investment
Company Act of 1940 by substituting “Company” for “Companies.”

Amendments to 31-103CP
8.26 International adviser

We deleted the second sentence under this heading as it referred to text contained in a previous iteration
of subsection 8.26(2) of NI 31-103.

14.12 Content and delivery of trade confirmations

We added a reference to the new exemption in subsection 14.12(7) that may be available to a registered
dealer that complies with the requirements of section 14.12 in respect of the purchase or sale of a security.
We also state that, for these purposes, a firm that has an exemption from section 14.12 and complies with
the terms of that exemption would be considered to have complied with requirements of section 14.12.

Appendix A

We updated contact information in respect of New Brunswick.



Appendix B

We updated the definitional source references for the term “exchange contract” to reflect the fact that, in
the case of Alberta, Saskatchewan, New Brunswick and Nova Scotia, the term “exchange contract” is now
defined in National Instrument 14-101 Definitions (and not the corresponding Securities Act for each of
those jurisdictions).

These changes, which have already been adopted in those local jurisdictions, are described in more detail
in CSA Staff Notice 11-335.

Amendments to NI 33-109

Section 2.3 [Reinstatement]

As explained in section 2.5 of 33-109CP, when an individual leaves a sponsoring firm and joins a new
registered firm, they may submit a Form 33-109F7 Reinstatement of Registered Individuals and Permitted
Individuals to have their registration or permitted individual status automatically reinstated in one or more
of the same categories and jurisdictions as before, subject to all of the conditions specified in subsection
2.3(2) or 2.5(2) of NI 33-1009.

Among the specified conditions is a requirement in subparagraph 2.3(2)(c)(i) of NI 33-109 that, after the
individual's cessation date, there have been no changes to the information previously submitted in respect
of Item 13 [Regulatory disclosure] of the individual's Form 33-109F4 Registration of Individuals and
Review of Permitted Individuals, other than in respect of Item 13.3(c).

We amended subparagraph 2.3(2)(c)(i) of NI 33-109 so that the exception for changes in the information
in respect of Item 13 refers to Item 13.3 (a) and not Item 13.3(c).

Section 7.1 [exemption]

We amended subsection 7.1(3) of NI 33-109 to add a reference to Alberta so that it provides: “Except in
Ontario and Alberta, an exemption referred to in subsection (1) is granted under the statute referred to
Appendix B of National Instrument 14-101 Definitions opposite the name of the local jurisdiction.”

Form 33-109F2 Change or Surrender of Individual Categories

We amended Schedule B Contact information for Notice of collection and use of personal information to
update contact information for New Brunswick, Nunavut and Prince Edward Island.

Form 33-109F3 Business Locations Other than Head Office

We amended Schedule A Contact information for Notice of collection and use of personal information to
update information for New Brunswick, Nunavut and Prince Edward Island.

Form 33-109F4 Reqistration of Individuals and Review of Permitted Individuals

Schedule C Individual Categories (Item 6)

In the check-boxes under the heading “Individual categories and permitted activities”, in the check box
for “Permitted Individual”, we added “described in paragraph (c) of the definition of “permitted



individual” in section 1.1 of National Instrument 33-109 Registration Information.” This change will
align with the corresponding part of the Form on NRD.

Schedule O Contact information for Notice of collection and use of personal information
We updated information for New Brunswick, Nunavut and Prince Edward Island.

Form 33-109F5 Change of Registration Information

Schedule A Contact information for Notice of collection and use of personal information
We updated information for New Brunswick, Nunavut and Prince Edward Island.

Form 33-109F6 Firm Registration

Item 4.2 Exemption from securities registration

Firms that are seeking registration under securities legislation, derivatives legislation, or both, are required
to complete and submit a Form 33-109F6 Firm Registration. Item 4.2 of Form 33-109F6 requires the firm
to provide information on exemptions from registration or licensing to trade or advise in securities or
derivatives. We amended Item 4.2 to eliminate this information requirement if the firm has already
notified the securities regulator or, in Québec, the securities regulatory authority, in accordance with the
applicable exemption.

Schedule A Contact information for Notice of collection and use of personal information

We updated information for New Brunswick, Nunavut and Prince Edward Island.

Schedule C Form 31-103F1 Calculation of Excess Working Capital

We amended this Schedule to reflect the amendments to Form 31-103 F1 referred to above.

Form 33-109F7 Reinstatement of Registered Individuals and Permitted Individuals

We amended Form 33-109F7 so that in subparagraph 2.3(2)(c)(i) the exception for changes in the
information in respect of Item 13 refers to Item 13.3 (a) and not Item 13.3(c), with corresponding changes
in the General Instructions and Item 9.1 of Form 33-109F7.

Schedule B Individual Categories (Item 3)

In the check-boxes under the heading “Individual categories and permitted activities”, in the check box
for “Permitted Individual”, we have added “described in paragraph (c) of the definition of “permitted
individual” in section 1.1 of National Instrument 33-109 Registration Information”.

As in the case of corresponding Schedule C Individual Categories (Item 6) in Form 33-109F4, this change
will align with the corresponding part of the Form on NRD.

Schedule F Contact information for Notice of collection and use of personal information

We updated information for New Brunswick, Nunavut and Prince Edward Island.



Amendments to 33-109CP

In Appendix B, we updated the contact information for New Brunswick and Nunavut.

Annex B
Summary of comments on the July 2016 Proposal and responses

This annex summarizes the written public comments we received on the July 2016 Proposal and our
responses to those comments.

This annex contains the following sections:

1. Introduction

2. Responses to comments received on the Custody Amendments

3. Responses to comments received on the Exempt Market Dealer Amendments

4. Responses to comments received on the Client Relationship Model Phase 2 Amendments
5. Responses to comments received on the Housekeeping Amendments

Please refer to Annex A Summary of changes to the Instrument for details of the changes we made in
response to comments.

1. INTRODUCTION

Drafting suggestions

We received a number of drafting suggestions and comments. While we incorporated many of these
suggestions, this summary does not include a detailed list of all the drafting changes we made.

Categories of comments and single response

In this annex, we consolidated and summarized the comments and our responses by the general theme of
the comments. We have included section references for convenience.

2. RESPONSES TO COMMENTS RECEIVED ON THE CUSTODY AMENDMENTS
General

Overall, commenters were supportive of enhancing custody requirements for Non-SRO Firms to
strengthen the Canadian client asset protection regime. Two commenters specifically commended the
CSA for proposing a tailored solution for our Canadian market on this matter.

One commenter thought that registered firms should not be responsible for monitoring the actions and
effectiveness of custodians, beyond ensuring compliance with the Custody Amendments. The commenter
suggested that the CSA co-ordinate with other regulators such as the Office of the Superintendent of
Financial Institutions to ensure that custodians are regulated and monitored appropriately.



The CSA does not expect registered firms to supervise the actions and effectiveness of custodians beyond
their obligations under NI 31-103.

One commenter asked why the CSA feels that there is no adequate protection when firms that hold or
have access to client assets are already subject to a higher insurance coverage requirement.

NI 31-103 requires registered firms to maintain certain coverage under a financial institution bond or
insurance which insures the registered firm against losses under certain situations. However, the bonding
or insurance does not insure the firm’s clients or investment funds managed by the firm, and does not
protect these clients or funds directly against the loss of assets resulting from inappropriate custodial
arrangements.

Custody Amendments are different from the custodial requirements under NI 81-102

Some commenters asked for insight as to why the CSA chose to develop custodial provisions for
registered firms that are different from those found under NI 81-102. One commenter believes that
custodial provisions for prospectus-qualified investment funds should apply to all investment funds.

NI 81-102 sets out the operating requirements and a specific regulatory regime for prospectus-qualified
investment funds, while NI 31-103 sets out the obligations of registered firms. Registered firms have a
different level of involvement in their clients’ custodial arrangements, depending on their registration
category and business activities. The CSA is of the view that it is more appropriate to develop custodial
provisions that are tailored to the business models and regulatory framework applicable to registered
firms. Therefore, the CSA examined the NI 81-102 custodial provisions and adapted them accordingly as
prospectus-exempt investment funds have historically been subject to a different regulatory regime,
including custodial requirements and practices, when compared to prospectus-qualified investment funds.
Imposing the same custodial requirements found in NI 81-102 on prospectus-exempt investment funds
would, for instance, have limited the ability of these funds to use the range of IROC member firms they
use as custodians today.

The CSA developed the Custody Amendments in order to codify existing custodial best practices
applicable to registered firms and enhance investor protection without causing major disruption to these
registered firms. We believe that our approach achieves the desired regulatory outcome and provides
necessary flexibility to various existing business models and regulatory frameworks.

Definition of “foreign custodian™

Two commenters suggested that we broaden the definition of “foreign custodian” to include the foreign
equivalent of a Canadian investment dealer because certain client or fund assets are currently custodied at
foreign dealers that do not meet the definition of “foreign custodian”. One commenter also suggested that
we lower the minimum equity threshold requirement for affiliates of a foreign banking institution or trust
company under paragraph (b) of the definition of “foreign custodian” from $100 million to $10 million,
similar to the condition specified under paragraph (b) of the definition of “Canadian custodian”.

In respect of the current custodial practices of our registered firms, we understand that only a small
number of clients or investment funds are currently using a foreign dealer to hold their assets, and these
foreign dealers are primarily large and reputable dealers that are affiliated with a large foreign or
Canadian financial institution. We expect that these foreign dealers will meet the definition of “foreign
custodian”, and do not foresee a significant impact to the existing custodial arrangements of our registered
firms’ clients or investment funds.



Limitation on the use of a “foreign custodian™

The Custody Amendments only allow for the use of a “foreign custodian” where a reasonable person
would conclude that using the “foreign custodian” is more beneficial to the client or investment fund than
using a “Canadian custodian”. We received comments suggesting that the “reasonable person” test is not
necessary because custodial provisions in other areas of securities legislation (for instance, N1 81-102) do
not employ a “reasonable person” test when providing for the use of a foreign custodian to hold assets.
Two commenters submitted that it should be sufficient to have prescribed requirements to use a qualified
foreign custodian without the “reasonable person” test to be consistent with the approach in NI 81-102.
One commenter also suggested that there should not be any restriction on holding cash directly through a
qualified “foreign custodian”.

The Custody Amendments do not intend to replicate the custodial requirements in other areas of securities
legislation, including NI 81-102. There are key differences, based on our policy objectives, between the
Custody Amendments and the custodial framework under NI 81-102. For example, NI 81-102 requires
that, except in very limited circumstances, portfolio assets of prospectus-qualified investment funds be
held with a single Canadian custodian and cannot be held with a foreign custodian directly. Prospectus-
qualified investment funds can only use foreign sub-custodians under the custodianship of a single
Canadian custodian. To meet our policy objectives, we did not propose a requirement to use a single
Canadian custodian and we allow for the use of a foreign custodian to directly hold assets of a client or
investment fund of a registered firm. However, we recognize that there may be additional risks when a
foreign custodian holds assets instead of a Canadian custodian. For instance, there may be difficulties in
gaining legal title and repatriating assets from overseas in the event of an insolvency of the foreign
custodian. As such, we are of the view that the “reasonable person” test for the use of a foreign custodian
to hold cash or securities is necessary under our proposal in order to meet our policy objectives of
enhancing client asset protection while codifying existing custodial best practices. Under the “reasonable
person” test, we expect registered firms to assess the risks and benefits of using a foreign custodian
against the risks and benefits of using a Canadian custodian and determine if using a foreign custodian is
more beneficial for the client than using a Canadian custodian.

One commenter pointed out that registered firms’ obligations under Part 11 of NI 31-103 and 31-103CP
in dealing with third party service providers would apply equally in the context of selecting a qualified
“foreign custodian”. We agree that registered firms are subject to a standard of care and obligations under
Part 11 and 31-103CP when dealing with third party service providers. However, these standards do not
specifically require registered firms to consider if their client or investment fund may be better served by
using a Canadian custodian instead of a foreign custodian.

One commenter asked for clarity about the statement in section 14.5.2 of 31-103CP: “Where a foreign
custodian is used, we will assess this practice on a case-by case basis”. In overseeing registered firms’
compliance, CSA staff will assess the use of a foreign custodian on a case-by-case basis by determining
whether a reasonable person would conclude that the use of the foreign custodian is more beneficial to the
client or investment fund than using a Canadian custodian. CSA staff will make this determination by,
among other things, reviewing the risks and benefits considered by the registered firm as well as any risks
and benefits associated with using that custodian.



Permitted custodial practices for certain transactions under NI 81-102

Two commenters requested clarification as to whether custodial practices for certain derivative and short
sales transactions as permitted under sections 6.8 and 6.8.1 of NI 81-102, and the use of depositories as
permitted under subsection 6.5(3) of NI 81-102, are allowed under the Custody Amendments.

It is our intent to allow for custodial practices similar to those permitted under sections 6.8 and 6.8.1 of NI
81-102, and subsection 6.5(3) of NI 81-102 in our Custody Amendments. Including similar provisions in
NI 31-103 reflects our policy objective of codifying existing custodial best practices. We revised the
Custody Amendments to reflect our intent.

Implication on non-resident clients of non-resident registered firms

Two commenters suggested that non-resident clients of non-resident registered firms be exempted from
the Custody Amendments given the absence of any real nexus to Canada other than the firm’s
registration, and the possibility of disruption to existing custodial arrangements. The commenters are
concerned that certain aspects of the Custody Amendments may be too onerous for non-resident
registered firms with respect to their non-resident clients.

Registered firms with a head office outside of a jurisdiction of Canada were historically subject to
custodial requirements under section 14.7 of NI 31-103 (which we are now repealing). Section 14.7
requires these firms to hold client assets in the client’s name, or at a custodian or sub-custodian that meets
certain criteria, similar to the criteria outlined in the definition of “qualified custodian” under the Custody
Amendments. Section 14.7 applies to assets of all clients of non-resident registered firms, regardless of
whether the client was Canadian or not. Therefore, it is our view that the Custody Amendments do not
create substantial new requirements for non-resident registered firms and we do not expect major
disruptions to existing custodial arrangements of clients of non-resident registered firms.

The CSA recognizes that, under the Custody Amendments, non-resident registered firms will be subject
to certain new disclosure requirements regarding where and how client assets are held or accessed and the
rationale for using a foreign custodian. At the same time, the CSA are mindful of the potential adverse
consequences to clients of non-resident registered firms if these clients are placed in an inappropriate
custodial arrangement. Currently, we are not aware of any specific examples where compliance with the
new requirements will create a significant issue for non-resident registered firms. Therefore, we do not
recommend adding an exemption for non-resident clients of non-registered firms, but we will consider
granting exemptive relief on a case-by-case basis.

Interpretation on ““holding or having access™ to client cash or securities, and on “directing or
arranging” the custodial arrangement

One commenter asked for further guidance on when a registered firm is deemed to “hold” the cash and
securities of clients or investment funds, specifically when firms are registered owners of securities as
nominees on behalf of a client.

The CSA is of the view that the existing guidance under section 14.5.2 of 31-103CP is sufficiently clear.
We also believe that subsection 14.14(7) of NI 31-103 is useful in respect of this comment. Under
subsection 14.14(7), a security is considered to be held by a registered firm for a client if the firm is the
registered owner of the security as nominee on behalf of a client.

One commenter asked if the guidance on “holding or accessing client assets” in the context of insurance
requirements for advisers under section 12.4 of 31-103CP serves as general guidance on “holding or



accessing client assets” in other contexts. There was also a question as to whether having “view-only”
authority on a client’s broker account would be considered as “having access” to client assets.

The CSA expects all registered firms to consider the examples listed in section 12.4 of 31-103CP in
determining whether they hold or have access to client assets for the purposes of Division 3 of Part 14. If
a registered firm has “view-only” authority on a client’s broker or custodial account without the ability to
withdraw or transfer funds from the account, the CSA generally does not consider this circumstance to
constitute “having access” to client assets.

Two commenters asked for clarity as to whether referring clients to a specific custodian would trip the
“directing or arranging custodial arrangement” trigger.

When a registered firm refers its clients to a specific custodian or provides its clients with a list of
custodians to choose from, the CSA generally considers these actions to constitute “directing or
arranging” which custodian will hold the cash or securities of its clients. The Custody Amendments,
which include the new relationship disclosure requirements relating to custody, will apply.

Restriction on self-custody

One commenter asked for more insight on the restriction on self-custody.

When a registered firm also acts as the custodian or sub-custodian for its clients or investment funds
(“self-custody”), there is heightened custodial risk if the firm does not have the proper controls and
supervision in place, including segregation of duties to mitigate such risk. Therefore, the CSA is
restricting “self-custody” practices to certain “Canadian custodians” provided that they have established
and maintain a system of controls and supervision that a reasonable person would conclude is sufficient to
manage the custodial risk.

Interpretation on ““functionally independent’ custodian

Two commenters suggested that more clarity on the concept of “functionally independent” custodian
would be helpful in providing comfort that certain existing arrangements will not be found to violate the
requirement.

Under the heading “Prohibition on self-custody and the use of a custodian that is not functionally
independent” of section 14.5.2 of 31-103CP, we reference section 12.4 of 31-103CP. Section 12.4 of 31-
103CP discusses situations where a registered firm will be considered to have access to client assets
through the use of a non-functionally independent custodian. The CSA is of the view that the current
guidance is sufficient.

One commenter thought that there was an inconsistency in the requirement for a functionally independent
custodian between client securities and client cash. Subsection 14.5.2(6) states that a Canadian financial
institution that is the custodian of cash of the client or investment fund must be functionally independent
of the registered firm. However, subsection 14.5.2(5) exempts a qualified custodian of cash and securities
from the functional independence requirement if the custodian meets certain requirements.

The CSA confirms that there is no inconsistency in the requirement for a functionally independent
custodian between client securities and client cash. For instance, a bank or trust company that is not
functionally independent of the registered firm, but meets the requirements under paragraphs (a) and (b)
of subsection 14.5.2(5), can hold both client securities and client cash as permitted under subsection
14.5.2(2). Subsections 14.5.2(4) and 14.5.2(6) are designed to allow a Canadian financial institution that



does not meet the definition of a “Canadian custodian” to hold client cash provided that it is functionally
independent of the registered firm.

Interpretation on ““systems of controls and supervision’ requirement

One commenter asked for clarity on the scope and nature of the requirement to have a system of controls
and supervision in order to “self-custody” under subsection 14.5.2(1) or use a qualified custodian that is
not functionally independent under subsection 14.5.2(5).

Under the heading “Prohibition on self-custody and the use of a custodian that is not functionally
independent” of section 14.5.2 of 31-103CP, the CSA stated that we would consider a system of controls
and supervision for the purposes of paragraphs 14.5.2(1)(b) and 14.5.2(5)(b) to include:

. segregation of duties between the custodial function and other functions
. client asset verification examination performed by a third party

In our view, the wording of paragraph 14.5.2(5)(b) is sufficiently clear; i.e., the qualified custodian needs
to establish and maintain the “system of controls and supervision” that a reasonable person would
conclude is sufficient to manage risks associated with the custody of client assets.

The same commenter also suggested that we explicitly note that the Statement on Standards for
Attestation Engagements No. 16, Reporting on Controls at a Service Organization (SSAE 16), the
International Standards on Assurance Engagements (ISAE) 3402 Assurance Reports on Controls at a
Service Organization and the Canadian equivalent, the CSAE 3416, will meet the standard expected by
the CSA in respect of a third party verification.

The CSA does not object to the use of the above-mentioned third party examinations when a registered
firm is considering whether a qualified custodian has established and maintains a system of controls and
supervision that a reasonable person would conclude is sufficient to manage custodial risks to the client or
investment fund for the purposes of paragraphs 14.5.2(1)(b) and 14.5.2(5)(b).

Use of multiple custodians

One commenter noted that the wording “the custodian” under subsection 14.5.2(2) seems to suggest that a
single custodian must be used.

The CSA does not intend to prohibit the use of multiple custodians in the Custody Amendments. We
amended subsection 14.5.2(2) to clarify our intent.

Use of sub-custodians

One commenter suggested that we explicitly address the requirements for using sub-custodians in the
Custody Amendments.

The CSA recognizes that registered firms are typically not a party to the custodial agreement between
their clients and the custodian selected by the client to hold their assets. We believe that it would be too
onerous for registered firms to impose requirements on custodians regarding the use of sub-custodians
because most firms do not have the contractual power to control or influence the custodian’s use of sub-
custodians. We have set out our expectations on the use of sub-custodians under the heading “Custodial
Arrangements” in section 14.5.2 of 31-103CP.



Holding non-traditional assets

One commenter suggested that we set out the types of assets that will be exempt from the restriction on
self-custody and the qualified custodian requirements, given that custodians have been reluctant to hold
unique assets in some instances.

The Custody Amendments are primarily applicable to cash and securities of clients and investment funds.
Assets other than cash and securities are not subject to the restriction on self-custody and the qualified
custodian requirements. Section 14.6 will still apply in these circumstances. In addition, under the
heading “general prudent custodial practices” in section 14.5.2 of 31-103CP, we set out our expectations
for assets other than cash and securities.

Carve out for securities recorded in client name on issuer’s books

One commenter asked for the reasons for the carve-out for securities recorded only in the name of the
client or investment fund under paragraph 14.5.2(7)(c) of NI 31-103.

One of the policy objectives of the Custody Amendments is to mitigate intermediary risks when Non-
SRO Firms are involved in the custody chain. When a security is recorded only in the name of the client
or the investment fund on the books of the security’s issuer or the transfer agent of the security’s issuer,
custody risk posed by intermediaries is largely reduced, and therefore the CSA does not think that it is
necessary to impose the new custody requirements under these circumstances.

However, if a registered firm determines that it is prudent for a custodian to record a security on book-
basis, a custodian should be used and this exemption does not suggest otherwise.

Carve out for certain mortgages

One commenter asked us to clarify that the exemption under paragraph 14.5.2(7)(f) of NI 31-103 for
certain mortgages is meant to reflect current industry practices.

It is our understanding that the situations described under paragraph 14.5.2(7)(f) reflect current industry
practices for holding mortgages. However, if a registered firm determines that it is prudent to have a
custodian record any mortgages on book-basis, a custodian should be used and this exemption does not
suggest otherwise.

Use of omnibus accounts

One commenter asked for clarity as to whether section 14.5.3 of NI 31-103 would preclude registered
firms who hold client assets at a qualified custodian from continuing to use omnibus accounts to hold
client assets on an aggregated basis.

Under paragraph 14.5.3(c), registered firms can continue to hold client cash and securities in omnibus
accounts on behalf of clients on an aggregated basis, but only on a temporary basis to facilitate bulk
trading. Client cash and securities must be transferred to the applicable client’s or investment fund’s own
custodial account as soon as possible following the trades.

The CSA understands that it is uncommon for registered firms to use omnibus accounts other than for
bulk trading purposes, therefore we do not foresee a major transition issue.



Holding client assets and investment fund assets in trust

One commenter asked for an explanation on how the new section 14.5.3 interplays with the revised
section 14.6. One commenter suggested that the requirement under subsection 14.6(2) should be moved to
section 14.5.2 from section 14.6.

The new section 14.5.3 requires registered firms subject to subsections 14.5.2(2), (3) or (4) to ensure that
cash and securities of clients and investment funds are held in a particular manner by a qualified custodian
or Canadian financial institution, as applicable. Paragraph 14.5.3(a) requires that cash and securities of a
client or an investment fund be recorded by the qualified custodian or, with respect to cash, the Canadian
financial institution to show that the beneficial ownership is vested in that client or investment fund.
Paragraph 14.5.3(b) seeks to preserve the status quo with respect to cash held by a registered firm in a
designated trust account in trust for clients or investment funds as was historically permitted under section
14.6 as it appeared prior to the Custody Amendments. To facilitate bulk trading, paragraph 14.5.3(c)
permits the use of omnibus accounts to hold cash and securities of clients and investment funds, but only
on a temporary basis such that the cash and securities are transferred to the client’s or investment fund’s
own custodial account as soon as possible following the trade.

In situations where the new custody requirements under sections 14.5.2 and 14.5.3 do not apply, revised
section 14.6 maintains the minimum client asset protection standards of segregation and holding client
and investment fund assets in trust for the client or investment fund. For instance, sections 14.5.2 and
14.5.3 do not apply to client assets that are not cash or securities, or when one of the exemptions under
subsection 14.5.2(7) is relied upon. Revised section 14.6 will still be applicable in those situations in
order to preserve our previously existing client asset safeguards. Subsection 14.6(2) seeks to achieve
consistency with the approach taken under section 14.5.2 in allowing for the use of a foreign custodian for
cash only when it is more beneficial to the client or investment fund to use the foreign custodian as
opposed to a Canadian custodian.

Transition period and application

A few commenters requested that the CSA consider extending the six-month transition period, suggesting
that material changes may be required to existing longstanding and otherwise secure custodial and sub-
custodial arrangements to comply with the new requirements. They also suggested that it is time-
consuming for registered firms to determine if a firm has directed or arranged custodial arrangements for
clients in the past. They asked for clarity as to when the expected client notifications on existing custodial
arrangements, as outlined in the July 2016 Proposal, should take place.

The Custody Amendments are designed to codify existing custodial best practices, therefore the CSA
does not foresee any material changes to existing custodial arrangements for the vast majority of our
registered firms. We believe that a six-month transition period is sufficient for registered firms to
implement any necessary changes to comply with the new requirements, especially given that there were
no major implementation challenges raised through the public comment process.

Since the Custody Amendments do not apply retroactively, the six-month transition period does not apply
to existing custodial relationships that were previously directed or arranged by a firm. For existing
custodial relationships that were directed or arranged by a firm before the Custody Amendments come
into force, we expect that registered firms make reasonable efforts to inform their clients of the new
custodial requirements within a reasonable time frame. Registered firms should make their clients aware
if their existing custodial arrangements do not meet the requirements of the Custody Amendments and
direct them to an alternative custodian that meets the new requirements.



Prescribed terms on custodial contracts

In the July 2016 Proposal, the CSA sought feedback on whether our proposed guidance for investment
fund managers is sufficiently clear in respect of key terms that they should consider when entering into a
written custodial agreement on behalf of the investment funds managed by them, and whether prescribed
key terms for custodial agreements in NI 31-103, similar to the requirements found in NI 81-102 and NI
41-101, should be imposed.

A few commenters thought that the guidance was sufficiently clear and that there was no need to impose
prescribed terms for custodial agreements. One commenter thought that having prescribed terms would be
helpful but also highlighted the challenges of proposing such rules given the broad spectrum of
stakeholders involved.

The CSA decided not to make any changes concerning this matter. We will monitor the operation of the
new custody requirements once they are in force and assess whether mandating key terms for custodial
agreements is necessary.

Due diligence expectations

One commenter asked for clarity on the CSA’s expectations regarding investment fund managers’
obligations in the ongoing monitoring of the custodian for the investment funds managed by them, in
particular, relating to the appointment of a sub-custodian by the custodian.

The CSA expects investment fund managers to conduct a periodic review of custodial arrangements for
their investment funds, and consider whether the custodian uses all reasonable diligence, care and skill in
the selection and monitoring of its sub-custodians, and whether the sub-custodians would meet the
definition of a “qualified custodian”.

We expect investment fund managers to consider the selection criteria and monitoring processes of sub-
custodians when conducting their initial review and ongoing monitoring of the custodians for the funds.

One commenter asked for clarity on the expectations of a registered firm, other than an investment fund
manager, to conduct due diligence and periodic reviews of custodians with which only its client, but not
the firm itself, has a contractual arrangement.

The CSA considers it prudent for registered dealers and advisers that have influence over a client’s
selection of a custodian to conduct due diligence similar to that expected of an investment fund manager.
The CSA expects that reasonable efforts be made by these firms to meet this expectation if they are to
exert influence over a client’s selection of a custodian.

One commenter asked for guidance on situations when clients refuse to use a custodian in a manner
contemplated by the Custody Amendments.

Most of the new requirements under the Custody Amendments are triggered by the registered firm
directing or arranging the custodial arrangement for clients or investment funds, or holding or having
access to the cash or securities of the client or investment fund. If a registered firm does not undertake any
of these activities, most of the new requirements under the Custody Amendments, including the
requirement to use a “Canadian custodian”, would not apply.



Implications for mutual fund dealers in Québec that are not MEFDA members

One commenter asked for more details on the implications of the Custody Amendments on firms
registered in Québec in the mutual fund dealer (MFD) category who are not members of the MFDA. The
commenter expressed concern that MFDs that operate throughout Canada may face administrative and
technological challenges due to differences in regulation.

As pointed out in the July 2016 Proposal, the Custody Amendments will prohibit a firm registered in
Québec in the MFD category, and that is not a member of the MFDA, from holding cash and securities in
nominee form. In the context of the Custody Amendments, not being a member of the MFDA means that
a firm is registered as an MFD in Québec only. Therefore, the Custody Amendments will not apply to
MFDs that are registered in multiple jurisdictions, including Québec, because such MFDs registered in
Québec would also be members of the MFDA. In this regard, we believe that there will not be any
inconsistency in regulation.

Before the publication of the July 2016 Proposal, the AMF conducted a survey on the custodial practices
of MFDs registered only in Québec. According to the responses received, the Custody Amendments
would not have significant impact on their current custodial practices. The CSA also did not receive any
comments from MFDs that are only registered in Québec on the Custody Amendments.

Other comments on guidance

One commenter thought that the guidance under “General prudent custodial practices” in 31-103CP, in
particular under the headings “Delivery of custodial statements” and “Reconciliation with custodians” are
important expectations of the CSA that should be built into the Rule instead of guidance. The commenter
also asked for clarity on account statement delivery expectations on registered firms and custodians.

The CSA believes that this guidance essentially confirms our long-standing expectations instead of setting
new expectations. Most of these expectations fall under the requirement to have a system of controls and
supervision to manage business risks under section 11.1 of NI 31-103, which would include having
adequate internal control procedures to mitigate risks associated with safeguarding client assets. The CSA
issued CSA Staff Notice 31-347 Guidance for Portfolio Managers for Service Arrangements with IIROC
Dealer Members on November 17, 2016 which provides guidance to portfolio managers on service
arrangements with IIROC member firms, including our expectations on account statement delivery.

3. RESPONSES TO COMMENTS RECEIVED ON EXEMPT MARKET DEALER
AMENDMENTS

General

In general, the commenters that provided comments on the July 2016 Proposal were critical of the
proposed amendments to Part 7 of NI 31-103 but were supportive of the proposed amendments to s. 8.6 of
NI 31-103.

In particular, several commenters suggested that the proposed amendments to Part 7 would have a
negative impact on firms registered in the investment fund manager (IFM), portfolio manager (PM) and
EMD categories, and that the CSA had not provided any policy rationale for these new restrictions.
Several of the commenters also noted that the proposed amendment to broaden the dealer registration
exemption in section 8.6 would not, by itself, address the negative impact of these changes.



As explained below, many of the comments appear to reflect a general concern that the Exempt Market
Dealer Amendments go beyond what was intended and in fact have the effect of restricting the ability of
EMD:s to participate in distributions of securities of issuers, including reporting issuers, made under
exemptions from the prospectus requirement. This is not the case. We have included additional guidance
in the response to comments below and in the Companion Policy to clarify this.

Overview of Comments

One commenter supported the proposed amendments.

Two commenters supported clarifying the scope of permissible activities for EMDs but questioned the
policy rationale for prohibiting EMDs from distributing prospectus-qualified securities to the exempt
market.

Four commenters requested clarification that firms registered as EMDs, including firms that are registered
as IFM/PM/EMDs, could continue to distribute prospectus-qualified securities to the exempt market.

Eight commenters opposed the changes (either outright or if it means firms that are registered as
IFM/PM/EMDs cannot continue to distribute prospectus-qualified securities to the exempt market).

Seven commenters indicated either that they relied on their EMD registration to distribute prospectus-
qualified securities to investors or suggested the changes would have a significant impact on existing
market practice by other firms that do this.

Four commenters noted that the proposed amendments to section 8.6, while welcome, would not resolve
this issue since

. it is limited to a managed account context,

. it is limited to distributions by an investment fund that is advised by the adviser and managed by
the adviser or an affiliate of the adviser, and

. it is unclear whether a firm registered as an EMD could rely on this exemption because of s. 8.01
of NI 31-103.

Two commenters questioned whether the proposed changes represented a “clarification” of the scope of
activities of an EMD and suggested that the proposed amendments represented significant new
restrictions on the activities of EMDs.

Six commenters stated that the CSA had failed to provide any policy rationale or evidence of investor
harm for further limiting the permissible scope of activities of EMDs.

Four commenters argued EMDs provide a valuable capital-raising function in the exempt market and
should be allowed to act as selling group members (but not underwriters) in prospectus offerings.

One commenter argued that a number of dealers (primarily EMDSs) provide a service to clients that wish
to participate in offerings of flow-through shares for charitable giving purposes. Most flow through
offerings are conducted by junior exploration companies which have limited financing options. Removing
this segment of the market from participating in prospectus offerings is a significant limitation on these
issuers’ access to capital.



One commenter did not oppose restricting EMDs from acting as selling group members (but not
underwriters) in prospectus offerings but believes investment funds are different and suggested that the
new restrictions should not apply to prospectus distributions of investment funds.

Two commenters were concerned that the proposed changes would have an impact on the ability of
EMDs to participate in private placements of securities of reporting issuers/public funds.

Five commenters argued the amendments do not further the purposes or principles of securities
legislation.

Three commenters argued it is not a valid purpose of securities legislation to suppress competition/or
investor choice (by limiting prospectus offerings to IIROC members).

Two commenters suggested the proposed amendments were contrary to the best interest initiative (that is,
the targeted reforms discussed in CSA Consultation Paper 33-404 Proposals to Enhance the Obligations
of Advisers, Dealers and Representatives Towards their Clients (CP 33-404)) in that they restricted the
scope of products that EMDs could offer their clients.

CSA Response

The Exempt Market Dealer Amendments do not have any impact on the ability of an EMD to act as a
dealer or underwriter in a distribution by an issuer, including a reporting issuer, if the distribution is being
made under an exemption from the prospectus requirement (a prospectus-exempt distribution).

The Exempt Market Dealer Amendments are intended to clarify that an EMD may not act as a dealer or
underwriter in a distribution that is being made under a prospectus (a prospectus distribution). The CSA
takes the view that the investment dealer category or, in the case of a mutual fund prospectus distribution,
the investment fund dealer or mutual fund dealer categories, are the appropriate dealer registration
categories for prospectus distributions.

Clarification of the term *““prospectus-qualified” securities

A number of the commenters questioned whether a firm that holds an EMD registration may distribute
“prospectus-qualified securities” to accredited investors or other investors who are otherwise eligible to
purchase securities on a prospectus-exempt basis (collectively, exempt market purchasers).

For clarity, an EMD is not permitted to distribute “prospectus-qualified securities” to an exempt market
purchaser in the sense that the specific securities that are being distributed to the exempt market purchaser
are being distributed under a prospectus and are therefore “prospectus-qualified” securities.

However, an EMD may distribute “prospectus-qualified securities” to an exempt market purchaser in the
sense that the specific securities that are being distributed to the exempt market purchaser in reliance on a
prospectus exemption are of the same class of securities as are being distributed to other investors
through, for example, an investment dealer in a contemporaneous prospectus offering.

In this summary, we use the term “prospectus-qualified securities” to mean securities that have been
distributed to an investor (including an investor that may be considered an exempt market purchaser)
under a prospectus. If the distribution is made under a prospectus, the issuer of the securities has filed a
prospectus with the securities regulatory authorities and obtained a receipt for it. Investors purchasing



prospectus-qualified securities have statutory prospectus rights under securities legislation, such as rights
of rescission or damages in the event of a misrepresentation in the prospectus, and the securities will be
freely trading. If the distribution is made under an exemption from the prospectus requirement, such as
the accredited investor exemption in s. 2.3 of NI 45-106 Prospectus Exemptions (NI 45-106), the
securities will not be prospectus-qualified, investors do not have statutory prospectus rights under
securities legislation in the event of a misrepresentation in the prospectus, the securities will typically be
subject to resale restrictions and the issuer or underwriter may be required to file a report of exempt
distribution under Part 6 of NI 45-106.

Adviser firms that also hold an EMD registration

A person or company registered as an adviser in the category of PM may also obtain registration as an
EMD in order to act as a dealer or underwriter in prospectus-exempt distributions. The CSA takes the
view that obtaining registration as an EMD does not restrict the activities the adviser may otherwise
conduct in the capacity of a PM. For example, a PM may purchase securities on behalf of a managed
account in a prospectus offering. If the PM is making the purchase solely in its capacity as a PM (that is,
it is simply acting as an investor in a prospectus offering) and the PM is not also acting as a selling group
member or receiving a commission or other fee from the issuer or another dealer in connection with the
offering, the CSA would not consider the PM to be “acting as a dealer” in a prospectus distribution.

Can a PM/EMD rely on the exemption in section 8.6 of NI 31-103 (or does s. 8.01 preclude this)?

The exemption in section 8.6 is available to an adviser that has obtained registration as an EMD in
connection with dealer activities that are not permitted by an EMD registration.

Section 8.01 provides that the exemptions in Division 1 of Part 8 are not available to a person or company
if the person or company is registered in the local jurisdiction and if their category of registration permits
the person or company to act as a dealer or trade in a security for which the exemption is provided. As
described above, under Part 7, an EMD may not act as a dealer or underwriter in a prospectus distribution.
Accordingly, an adviser that also holds an EMD registration is not precluded from relying on the
exemption in section 8.6 in connection with a prospectus distribution by virtue of its EMD registration.

4. RESPONSES TO COMMENTS RECEIVED ON THE CLIENT RELATIONSHIP MODEL
PHASE 2 AMENDMENTS

Non-cash Incentives

There was little support for amending section 14.17 of NI 31-103 to require disclosure of non-cash sales
incentives as suggested in the first of the two questions we posed along with the July 2016 Proposal.
Several commenters suggested it would be more appropriate for the CSA to address this matter through
the targeted reforms discussed in CP 33-404. We also received comments that it would be premature to
make further changes to the CRM2 Requirements before the CSA has completed its work to assess the
impact of CRM2. Commenters also suggested that existing requirements for the disclosure of conflicts of
interest adequately address the issue. Two commenters argued that including non-cash incentives in a
report on charges and other compensation would not be meaningful to clients or would be confusing.
Others argued that disclosure would not be an effective way of managing conflicts of interest arising from
a sales incentive.

We have not amended section 14.17 to include a requirement to disclose non-cash incentives at this time.
The CSA will, however, continue to consider issues related to non-cash incentives and their associated
conflicts of interest. In 2016, as well as publishing CP 33-404, the CSA published a report on the



compensation arrangements and incentive practices that firms use to motivate their representatives and the
potential conflicts of interest (CSA Staff Notice 33-318 Review of Practices Firms Use to Compensate
and Provide Incentives to their Representatives). Further changes to registered firm conduct requirements
may be made in the context of this work.

Embedded Fees

There was also little support for amending section 14.17 of NI 31-103 to require disclosure of embedded
fees paid to the issuers of securities. As was the case with the question about adding disclosure of non-
cash incentives, several commenters suggested it would be more appropriate for the CSA to address this
matter through the targeted reforms discussed in CP 33-404, and that it would be premature to make
further changes before the impact of CRM2 has been assessed. We also received a number of comments
suggesting that this requirement would be duplicative in light of the information required to be included
in the Fund Facts of a mutual fund. It was suggested that it would be more appropriate to consider the
issue of embedded fees through the regulatory initiatives set out in CSA Discussion Paper and Request for
Comment 81-407 Mutual Fund Fees. One commenter felt that, because embedded fees are disclosed in
other issuer materials, a general notification of the existence and nature of such fees could lead to
confusion regarding the total amount of fees being paid.

Single commenters expressed objections that disclosure of this kind

. could leave the investor with a false impression that mutual funds are more expensive to own than
competing products with embedded fees that are subject to other regulatory regimes,

. would place an undue emphasis on the effect embedded fees have on investment returns, and

. would be redundant in light of requirements for high-level disclosure of investment costs at
account-opening and specific disclosure at point-of-sale.

A small number of commenters felt that disclosure, in some form, would be useful to investors. One
commenter recommended a cross industry working group be formed to assess embedded fee disclosure
alternatives and provide recommendations to the CSA.

We have not amended section 14.17 to include a requirement to provide information about embedded fees
at this time. The CSA will, however, continue to consider issues related to embedded fees and the
associated conflicts of interest.

Relationship disclosure information

There were comments that the results would not be meaningful to clients and/or would require changes to
information firms are currently providing, if we expanded the guidance in section 14.2 of the Companion
Policy to state our expectation concerning disclosure of the following information:

. a firm’s relationship to the issuer of investment products,
. management fees associated with mutual funds,
. commissions paid by issuers, and

. bonuses from affiliated companies.



These are not new expectations: they are all consistent with the principle set out in subsection 14.2(1): “A
registered firm must deliver to a client all information that a reasonable investor would consider important
about the client’s relationship with the registrant”. Nonetheless, we have clarified the guidance about
costs and other information that we believe a reasonable investor would consider important and which we
would therefore expect to be included in relationship disclosure. We have included guidance as to the
level of detail expected at the relationship disclosure stage and at the point-of-sale. We have also added
references to the requirements to which this guidance applies.

We did not agree with a suggestion that “related party” should be defined for these purposes. We intend
“related party” to have its plain language meaning. An overly technical use of the term would be
inappropriate in the context of this guidance.

Pre-trade disclosure of charges - Frequent trader

We received a request for guidance on when a client would be a “frequent trader” as referred to in the
proposed addition to section 14.2.1 of the Companion Policy. A bright line test would not be appropriate
in the context of this guidance.

Account statements and additional statements

Dividend or Interest Payment

One commenter requested that the proposed addition of the words “dividend or interest payment” to
subsection 14.14(4) of NI 31-103 be expanded to read “dividend, distribution or interest payment”. We
have decided not to make the proposed addition at all. Upon further consideration, we do not wish to
imply a prescriptive requirement that might introduce new costs to firms without commensurate benefits
to investors. Firms continue to be free to provide more specific information than the currently prescribed
minimum.

Investor Protection Fund Disclosure

One commenter found paragraphs 14.14(5)(f) and 14.14.1(2)(g) to be problematic. The commenter did
not see value in investors being informed as to whether or not their accounts are covered by an investor
protection fund (IPF). We disagree and consider it to be important information for investors. We also note
that IIROC and the MFDA require their member firms to be members of specified IPFs and to disclose
that fact to clients.

The commenter also thought these proposed amendments would impose new requirements on registered
firms. Both provisions were included in the original CRM2 amendments to NI 31-103 published in March
2013. The amendments, which we will be making, are technical and address the fact that it may not
always be possible to say that an account is covered by an IPF, only that it is eligible for coverage. The
CRM2 Orders provided certain temporary relief from the coming into effect of IPF disclosure for non-
SRO member firms, with an indication that we would be publishing amendments to the requirements. We
did so in the July 2016 Proposal, including the technical changes and also a provision introducing
permanent relief (new subsection 14.14.1(2.1)) for arrangements where another firm holds or controls the
client’s securities. As explained in the July 2016 Proposal, this was done to avoid the possibility that a
client might receive inaccurate information about the extent of IPF coverage from a registered firm that is
not itself a member of the IPF. This was a concern expressed by the Canadian Investor Protection Fund
(CIPF) and it relates to the common arrangement whereby a PM has discretionary authority over a client’s
account at an IIROC member firm. In this situation, the IIROC firm is better placed than the PM to
explain CIPF coverage to the shared client. The net effect of these amendments will be that IROC



members, MFDA members, and PMs in the arrangement described above will all see no change to their
current practices with respect to IPF disclosure, while the gap in IPF disclosure for the (relatively small)
number of clients who are not served within those channels will now be closed.

The same commenter also described as problematic what they thought was a new requirement in
subsection 14.14.2 (2.1). This is not a new requirement. It was previously in subparagraphs
14.14.2(2)(a)(ii) and 14.14.2(2)(b)(ii). It was turned into a stand-alone provision, without any change in
substance, because shortening these provisions made them easier to read. The commenter also expressed
difficulty with the related guidance proposed for the CP. The guidance was originally included in our
CRM2 FAQs and we received no further questions on the topic after it was published. We therefore
believe the CP guidance is sufficient.

Security position cost

One commenter suggested that the sentence in section 14.14.2 of the Companion Policy that states that
the definition of book cost or original cost must be included in the client statement should be revised to
add clarity by adding “or in the separate document”. We agree and have done so.

Report on charges and other compensation

Employee Bonuses

We received comments on the proposed addition of guidance in section 14.17 of the Companion Policy
about our expectation that firms disclose employee bonuses linked to sales. One industry association
expressed concern that it would be extremely challenging to identify the quantum of the employee bonus
on a per-client basis for the purpose of reporting it as a line item on the annual report. The same
commenter expressed that, on the other hand, disclosing an employee’s entire bonus would be misleading
to clients as it would not be specifically linked to any client transaction and may also raise privacy
concerns.

We generally agree with the comments and have removed the language that was proposed.

Investment performance report

Comparison of Actual Rate of Return to Target Rate of Return

We received comments about the proposed addition of guidance in section 14.19 of the Companion
Policy to the effect that a client’s personal rate of return should be compared to their target rate of return.
Commenters noted that registered firms are not required to provide clients with a target rate of return.

We have revised the guidance to clarify that a client’s personal rate of return should be compared to their
target rate of return, if they have one, so that progress toward that goal can be assessed.

Inception Date

One commenter asked if firms will be subject, on a compliance review, to an additional standard beyond
accuracy of the data used when selecting a “deemed inception date” for their investment performance
reports for accounts that were opened before July 15, 2015. We have clarified the requirement: firms must
reasonably believe accurate, recorded historical information is available for the client’s account, and it
must not be misleading to the client to provide that information as at the chosen date. Generally, firms



will use the same date for all of their clients. In the Companion Policy, we give examples of situations in
which we would think it reasonable for a firm to use different dates for different groups of clients.

Other matters
“Permitted Client” Definition

One commenter requested that we revise the definition of “permitted client” in NI 31-103 to include what
the commenter considers to be a commonly thought of “institutional client”. This would be outside the
scope of the Client Relationship Model Phase 2 Amendments and would involve material rule changes
that would have to be published for comment.

Exempt Market Dealers

One commenter requested that we add guidance to the Companion Policy about when an EMD would be
required to provide various client statements to its clients. We have added guidance on how the client
reporting requirements in Part 14 of NI 31-103 apply to an EMD who is not also registered as an adviser
or in another category of dealer. This is substantially the same as the guidance that was included in CSA
Staff Notice 31-345 Cost Disclosure, Performance Reporting and Client Statements — Frequently Asked
Questions and Additional Guidance.

Exemptive Relief

One commenter asked that we include a reference in the Companion Policy to the availability of
discretionary exemptive relief from certain of the CRM2 Requirements for institutional clients that are
“accredited investors” but do not qualify as “permitted clients”. We have not done so, as general guidance
presented in the Companion Policy is not the forum to discuss narrowly targeted relief.

5. RESPONSES TO COMMENTS RECEIVED ON THE HOUSEKEEPING AMENDMENTS

International advisers

We received comments on our proposed amendment to clarify subsection 8.26(3) of NI 31-103. The
comments suggested that further clarification was necessary to clarify the intended scope of the
exemption and ensure that the proposed amendment was consistent with the stated policy objective. In
response to these comments, we made further clarifying changes, including eliminating potential
confusion associated with double negatives. One commenter suggested that we not make any changes to
the current provision. We did not follow the suggestion since the clarifying changes help eliminate
potential ambiguity associated with the fact that the current provision refers to a “Canadian issuer”
without including a specific definition for that term. We also declined to pursue at this time the
suggestions of one commenter that the CSA provide guidance on what it would consider to be
“incidental” in the context of the proposed amendment to subsection 8.26(3) (who also reiterated
previously expressed concerns about restricting the availability of the exemption for advice on securities
of Canadian issuers). The reason for not pursing the suggestion is that it was outside the scope of what we
published for comment in the July 2016 Proposal.

Form 33-109F6 Firm Registration

Item 4.2 Exemption from securities registration



Firms that are seeking registration under securities legislation, derivatives legislation, or both, are required
to complete and submit a Form 33-109F6 Firm Registration (Form 33-109F6). Item 4.2 of Form 33-
109F6 requires the firm to provide information on exemptions from registration or licensing to trade or
advise in securities or derivatives.

The July 2016 Proposal included a proposed amendment to Item 4.2 to eliminate this information
requirement if the firm has already notified the securities regulator or, in Québec, the securities regulatory
authority, in accordance with the applicable exemption.

One commenter recommended that the CSA further narrow the scope of Item 4.2 of Form 33-109F6 to
state that the only exemptions which must be disclosed under this heading are those for which the firm
has previously obtained from a securities regulator a discretionary exemption or other decision-based
relief. We have not added this further clarification on the basis that this change was outside of the scope
of the proposed amendment, and would also not be consistent with the objective of obtaining appropriate
information to understand the nature of the trading and advising activities being undertaken by the firm.

The same commenter also proposed that, if the firm was relying upon a discretionary exemption
previously granted by a securities regulator, there should be no late fee payable for a late filing of a Form
33-109F5 Change of Registration Information relating to the disclosure of that exemption in Item 4.2 of
Form 33-109F6. We have declined at this time to pursue this comment on the basis that this is outside the
scope of what was published for comment in the July 2016 Proposal.

Another commenter supported the CSA’s proposal to not require separate disclosure of reliance on an
exemption in Item 4.2 of Form 33-109F6 if the firm is already required to notify the regulator in
accordance with the applicable exemption, on the basis that this avoids redundancy and unnecessary
administrative burden. The commenter suggested that this approach of avoiding redundancy and
unnecessary administrative burden also be applied to streamline the information that must currently be
inputted repeatedly into the system through various channels (e.g., updates to forms F4, F5 and F6).
While we did not pursue this comment at this time, on the basis that it is outside the scope of what was
published for comment in the July 2016 Proposal, we have taken it under advisement.

Form 33-109F4 Registration of Individuals and Review of Permitted Individuals

Although we did not include in the July 2016 Proposal any proposed amendments to Form 33-109F4
Registration of Individuals and Review of Permitted Individuals (Form 33-109F4), one commenter
proposed changes to NI 33-109 and Form 33-109F4 to more specifically address in Form 33-109F4
individual trustees and other individuals that have direction or control over voting securities of a
registered firm carrying 10 per cent or more of the votes carried by all outstanding voting securities.
While we did not pursue at this time these proposed changes, on the basis that these changes are outside
of the scope of what was published for comment in the July 2016 Proposal, we have taken them under
advisement.
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Asset Management Inc., RBC Philips Hager & North Investment Counsel Inc.

18. Stikeman Elliott LLP

19. Veronica Armstrong Law Corporation

Comment letters received after comment period ended
1. Advocis

2. Private Capital Markets Association of Canada



Annex D

Adoption of the Instrument

The amendments to NI 31-103 and NI 33-109 will be implemented as:

e arule in each of Alberta, British Columbia, Manitoba, New Brunswick, Newfoundland and Labrador,
Northwest Territories, Nova Scotia, Nunavut, Ontario, Prince Edward Island and Yukon

e aregulation in Québec
e acommission regulation in Saskatchewan

The changes to 31-103CP and 33-109CP will be adopted as a policy in each of the CSA member
jurisdictions.

In Ontario, the Amendments to NI 31-103, NI 33-109 and OSC Rule 33-506, as well as other required
materials, were delivered to the Minister of Finance on July 25, 2017. The Minister may approve or reject
these Amendments or return them for further consideration. If the Minister approves the Amendments or
does not take any further action, the Amendments, other than the Custody Amendments, will come into
force on December 4, 2017. The Custody Amendments will come into force six months later, on June 4,
2018.

In Québec, the Amendments to NI 31-103 and NI 33-109 are adopted as a regulation made under section
331.1 of the Securities Act (Québec) and must be approved, with or without amendment, by the Minister
of Finance. Other than the Custody Amendments, the regulations will come into force on the date of its
publication in the Gazette officielle du Québec or on any later date specified in the regulations. It is also
published in the Bulletin of the Autorité des marchés financiers. The Custody Amendments will come
into force six months later, on June 4, 2018.

In British Columbia, the implementation of the Amendments to NI 31-103 and NI 33-109 is subject to
ministerial approval. If all necessary approvals are obtained, British Columbia expects these
Amendments, other than the Custody Amendments, to come into force on December 4, 2017. The
Custody Amendments will come into force six months later, on June 4, 2018.

In Saskatchewan, the implementation of the Amendments to NI 31-103 and NI 33-109 is subject to
ministerial approval. If all necessary approvals are obtained, these Amendments will come into force on
December 4, 2017 or if after December, 4, 2017, on the day on which they are filed with the Registrar of
Regulations.
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