APPENDIX C

Proposed Amendments to Companion Policy 31-103CP
Registration Requirements, Exemptions and Ongoing Registrant Obligations

The Canadian Securities Administrators are publishing changes to the Companion Policy for comment. The
changes would come into effect on the implementation of the corresponding changes to the Rule.

This Appendix shows the proposed amendments to the Companion Policy against the relevant portions of the
consolidation of the Companion Policy published on April 15, 2011.

14.2 Relationship disclosure information
Content of relationship disclosure information
There is no prescribed form for the relationship disclosure information required under section 14.2. A

registered firm may provide this information in a single document or in separate documents, which together
give the client the prescribed information.

We expect, as part of the delivery obligation in subsection 14.2(3), that registered individuals spend sufficient
time with clients as part of an in-person or telephone meeting to adequately explain the written documents that
are delivered under subsection 14.2(2).

: : iscl ot

with th client and the natre of the services and investment products offi ed.

At account opening, registered firms must provide clients with general information on the charges that the
clients may incur and compensation the firms may receive as a result of their business relationship. A
registered firm is not expected to provide information on all the types of accounts that it offers and the fees

rel h nts if this is not relevan he client’s si ion. Char incl ny amounts char
in respect of a transaction or the investment account of a client, such as

commissions

sales charges

management fees

transaction fees

performance fees

compensation received from third parties such as trailing commissions

Under subsection 14.2(2){g), registered firms must provide clients with a description of the eestsoperating and
transaction charges they will pay in making, holding and selling investments. We expect this description to
include all eestscharges a client may pay during the course of holding a particular investment. For example,
forif a client will be investing in a mutual fund_security, the description should briefly explain each of the
following and how they may affect the investment:

e the management expense ratio

e the sales charge eptions-available-to-the-clientor deferred sales charge option available to the client and
an explanation as to how such charges work. This means registered firms should advise clients that
mutual funds sold on a deferred sales charge basis are subject to charges upon redemption that are




applied on a declining rate scale over a specified period of years, until such time as the charges decrease
to zero

e theany trailing commission

e any short-term trading fees

mark-up comgonent

Registrants should advise clients whether their managed account is permitted to hold securities that pay third
party comgensatlon and whether the fee gald by the cllent to the reqgistrant will be affected by this. For

e !li (
holdings m lower than th vrIIf n th f th rtfolio.

In order to comply with paragraph 14.2(2)(i), registered firms should describe to clients at account opening the
following types of reporting that they will provide and the frequency of such reporting:

e client account statements
. ! i . E . !
e nnual char n mpensation disclosur

o any-switch-erchange-feesperformance reporting

peNINg ) y
terms WhICh make up the KYC |nformat|0n and describe how thls |nformat|on WI|| be used in assessing th
client’s financial situation, investment objectives, investment knowledge, risk tolerance and in determining
investment suitability. From this initial discussion, clients should better understand what their KYC information
is being used for.

transactlon eror to the accthance of a client’s order For the Qurchase of a mutual fund securlt¥ ona deferred
sales charge basis, we would expect this disclosure to also include that a charge may be triggered upon the
redemption of the security, if it is sold within the time period that a deferred sales charge would be agglicable.
The actual amount of the deferred sales charge! if any, would need to be disclosed once the securlt;g

r nflrm ion I ired in |n14.12.

Switch or change fees

We consider that providing clients with adequate disclosure of the charges at the time of a transaction will also
help clients to be aware of the implications of proposed transactions and deter registered firms from
transacting for the purpose of generating commissions. For example, changing a client’s investment from a

fund sold on a deferred sales charge basis when the charge period has lapsed to a similar fund sold on a sales
har is would result in the clien in mmissions that woul herwise hav n_avoi

basis in order to generate a hlgher amount of trailing comm|SS|ons W|th no corresgondlng flnanC|aI benefltt
the client. These types of transactions are in our view inconsistent with a registrant’s duty to act fairly, honestly



compensation will provide investors with important information about their investments.

We would also expect all changes or switches to a client’s investments to be accurately reported on trade
nfirmation I rtin h of th rch n le tran ions makin he chan r switch

r ired in ion 14.12, with ription of th i har

! N

Under paragraph 14.2(4.1)(a), registered firms must provide clients on an annual basis with their current

account operating charges that are relevant to the type of account(s) held by the client. For example, these

may include annual registered plan fees and any other charges associated with maintaining and using a
register nt. W n X registered firm rovi lients with information on pr -rel

Subsection 14.2(4.1) also requires registered firms to provide clients, on an annual basis, with information on
the nature and dollar amount of each type of charge paid by the client during the 12 month period. This would
include such charges as commissions, switch or change fees, performance fees and early redemption fees.
Reglstered firms must also disclose the amount of tralllng commissions the¥ recelved related to the client's

includin nn-rmlnhn| h rfrrlf » f nh mpletion of |nr

Registrants must also identify a client’s investment fund holdings that may be subject to a deferred sales
charge, regardless of whether or not a charge has been incurred.

Permitted clients

Under subsection 14.2(6), registrants do not have to provide relationship disclosure information to permitted
clients if:

e the permitted client has waived the requirements in writing, and
e the registrant does not act as an adviser for a managed account of the permitted client
Promoting client participation

Registered firms should help their clients understand the registrant-client relationship. They should encourage
clients to actively participate in the relationship and provide them with clear, relevant and timely information
and communications.

In particular, registered firms should encourage clients to:

e Keep the firm up to date. Clients should provide full and accurate information to the firm and the
registered individuals acting for the firm. Clients should promptly inform the firm of any change to
information that could reasonably result in a change to the types of investments appropriate for them,
such as a change to their income, investment objectives, risk tolerance, time horizon or net worth.

e Beinformed. Clients should understand the potential risks and returns on investments. They should
carefully review sales literature provided by the firm. Where appropriate, clients should consult
professionals, such as a lawyer or an accountant, for legal or tax advice.

e Ask questions. Clients should ask questions and request information from the firm to resolve questions
about their account, transactions or investments, or their relationship with the firm or a registered
individual acting for the firm.

e Stay on top of their investments. Clients should pay for securities purchases by the settlement date.
They should review all account documentation provided by the firm and regularly review portfolio holdings
and performance.



14.12 Content and delivery of trade confirmation

Section 14.12 requires registered dealers to deliver trade confirmations. A dealer may enter into an
outsourcing arrangement for the sending of trade confirmations to its clients. Like all outsourcing
arrangements, the registrant is ultimately responsible for the function and must supervise the service provider.
See Part 11 of this Companion Policy for more guidance on outsourcing.

les in fi . .

Under paragraph 14.12(1)(b.1), registered dealers must provide the vield of a fixed income security on trade

confirmations. For non-callable fixed income securities, the yield to maturity would be appropriate, while for
llabl riti he yiel I m mor ful,

14.14  Account statements

Account statements generally

Section 14.14 requires registered dealers and advisers to deliver statements to clients at least once every
three months. There is no prescribed form for these statements but they must contain the information in
subsections 14.14(4),(5) and (55.2). The types of transactions that must be disclosed in an account statement
include any purchase, sale or transfer of securities, dividend or interest payment received or reinvested, any
fee or charge, and any other account activity.

We expect all dealers and advisers to provide client account statements. For example, an exempt market
dealer should provide an account statement that contains the information prescribed for all transactions the
exempt market dealer has entered into or arranged on a client’s behalf.

The requirement to produce and deliver an account statement may be outsourced. Portfolio managers
frequently enter into outsourcing arrangements for the production and delivery of account statements.
Third-party pricing providers may also be used to value securities for the purpose of account statements. Like
all outsourcing arrangements, the registrant is ultimately responsible for the function and must supervise the
service provider. See Part 11 of this Companion Policy for more guidance on outsourcing.

market value b¥ these methods In such cases, we will accept a valuatlon policy that is conS|stentI¥ QQ“ed
and is based on measures considered reasonable in the industry, such as value at cost where there has been
no material subsequent event (e.g. a market event or new capital raising by the issuer).

explaining that a market value is now determlnable

Once a market value is subsequently determinable for a security, registered firms may also need to add that
value to the amount reported under paragraph 14.16(1)(a) (net amount invested) . This would be expected if

he firm h revi | ign h ri val f zero in th Iculation of n mount inv
i Idn rmine th rity’'s market val r ir ion 14.1 This would r h

ecuntg were already |ncluded in the calculatlon of net amount invested, the reglstered flrm would not need to
adjust that figure.

- E



Subsection 14.14(5.2) requires the account statement to include the original cost of each security position.
This is the total amount paid for a security, including any commissions or related fees. Registered firms may
choose whether to disclose original cost on an aggregate basis for each security position or on an average per
security basis. Original cost information will allow investors to readily compare the market value of security
positions to the original cost on their statement to assess how well an investment is performing.

he reglstrant flrm! the market value aSS|gned to the securltles could be that as at the date the account was
received in by way of transfer, and this could be used instead of original cost.

For an existing account where security cost records are incomplete or known to be |naccurate! the market
|

rformance r rtm rovi lients every 12 month rt of, or her with, th n

nformatlon ma¥ be enhanced b¥ Quttlng this |nformat|on on the flrst page of the account statement or a bold
cross-reference to the performance reporting on the face of the account statement.

Th rformance r rting discl rem incl xplanatory n n finitions of ki rforman

use of both text and a tabIe graph orchart is reguwed Thelnformatlonln each of the comblnatlons of
aragraphs 14.16(1)(a) and (b), (c) and (d), and (f) would be usefully presented together.

The disclosure may also include

additional definitions of the various performance measures used by the registrant

i ion with clien what the information mean hem

adeguatel¥ exglaln their Qerformance reporting and how |t reIates to the client’s obj ectlves and risk tolerance.

Appendix D of this Companion Policy includes a sample Account Performance Report which registered firms

are encouraged to use as guidance. This includes the information required to be reported in paragraphs
14.16(1 h well mple explanatory n

Net amount invested

As part of paragraph 14.16(1)(a), registered firms must disclose the net amount invested in the client’s account.
This is the sum of all contributions and transfers in of cash or securities less all withdrawals and transfers out

of cash or securities. The definition of net amount invested should accompany the information required to be
presented under section 14.16.

Then mount inv houl resen from the time of n Ifhlinfrminin




date will be used instead of the net amount invested.

Subsection 14. 1615) requires a registered firm that cannot determine the market value for a security position to

|nh val f zero for th r f calculating n mount inv: . A ri in

The net amount invested as described above should be compared to the market value of the account as at the
end of the 12 month period for which the performance reporting is provided in order to provide clients, in dollar
terms, with the performance and the worth of their account.

for the 12 month er|od under aragraphs 14.16(1)(c and d). The change in the value of the account since
inception is the difference between the ending market value of the account and the net amount invested since
inception. The change in the value of the account for the 12 month period is the difference between the ending
market value of the account and the opening market value and net amount invested during the period.

nerally, the change in value i reflection of the mark rforman f th nt and incl

d|rectI¥ from the account. Rather than show the change in vaIue as a smgle amount registered flrms ma¥ opt
to break this out into its components to provide more detail to clients.

nvestments have Qerformed and should be used conS|stentI¥ b¥ the reglstered flrm for comgarablllt¥ from one
reporting period to the next. If the performance calculation method is changed, the client should be informed of
the change and the reason for the change, as well as the difference in the performance return as a result of
adopting the new method.

of the cllent s agreement with the reglstered flrm as required under section 14 17 Further, we exgect dealer
and advisers in these instances to provide their clients with a meaningful and relevant benchmark against
which the performance of the client's account can be compared.

If reqistered firms presen nchmark information, th hould ensure that th nchmark information
resen is not misl ing. We ex registran nchmarks th

discussed with clients to ensure they reflect the diversity of the client’s portfolio and meet their
information needs

based on widely recognized and available indices that are credible and not manufactured by the
registrant or any of its affiliates using proprietary data

broad-based securities market indices which can be linked to the major asset classes into which the

client’s portfolio is divided. The determination of a major asset class should be based on the firm's
lici nd pr I nd the client’ rtfoli m ition. An | for nhmrkln




Examples of acceptable benchmarks would include, but are not limited to, the S&P/TSX Composite
index for Canadian equities, the S&P 500 index for U.S. equities, and the MSCI EAFE index as a
measure of the equity market outside of North America.

presented for the same reporting periods as the client’'s annualized compound percentage returns

E

reasons for the chang

Registered firms may add additional commentary or explanatory notes to the benchmark presentation. The
explanatory notes may reinforce the relevance of the benchmarks presented and can include all facts that

Id alter materially th nclusions drawn h mparison. For example, the n Id incl
i ion of the differen ween th nchmark presen nd the investment str. f the clien
! : fai | - T

A discussion of the impact of account fees would also be helpful to clients since benchmarks do not factor in
investment costs. Also, this could include differences between the calculation methodology used for the

client’s returns and those used for calculating the benchmarks and the implication of the use of different
methods.

Qerformance returns for Qerlods of Iess than one year should not be mlsleadlng and therefore, must not be
presented on an annualized basis as outlined in subsection 14.16(4).



Appendix D
Sample Account Performance Report

This appendix is an addition to Companion Policy 31-103CP.

Your account performance report For the period ending December 31, 2010
Investment account 123456789

Client name

Address line 1
Address line 2
Address line 3

This report tells you how your account has performed to December 31, 2010. It can help you
assess your progress toward meeting your investment goals.

Speak to your adviser if you have questions about this report or how your account is doing, or

if your personal or financial circumstances have changed. Your adviser can recommend any
adjustments to your investments to keep you on track to meeting your goals.

What is netamount  Total value summary

invested?
g;?etrhe amount left Net amount invested since you opened your account on March 1, 1998 $16,300.00
R ad.ding all deposits Value of your account on December 31, 2010 $52,792.34
and transfers into
your account, and $60,000
e deducting all
withdrawals and $50,000 1
transfers out of your $40,000
account. '
$30,000 A
$20,000 A
$10,000 A
$0 .
Net amount invested Value of account on
since Mar. 1, 1998 Dec. 31, 2010

Change in the value of your account

This table is a summary of the activity in your account. It shows how the value of your account has
changed based on the type of activity.

Since you opened

Past year your account
Opening balance $51,063.49 $0.00
Net amount invested $(1,200.00) $16,300.00
Interest and dividends $1,000.00 $13,795.93
Change in the market value of your investments $1,928.85 $22,696.41

Closing balance $52,792.34 $52,792.34




What is annual
compound rate of
return?

This represents the
cumulative effect of gains
and losses on an
investment over time. It's
expressed as an
annualized percentage.

For example, an annual
compound rate of return
of 5% for the past three
years means that the
investment effectively
grew by 5% a year in
each of the three years.

Rates of return

The table below shows the annual compound rates of return of your account for periods ending
December 31, 2010. Returns are calculated after fees have been deducted. These include fees
you pay for advice, transaction costs and account-related fees, but not income tax.

Keep in mind your returns reflect the mix of investments and risk level of your account. When
assessing your returns, consider your investment goals, the amount of risk you're comfortable with,
and the value of the advice and services you receive.

Past Past Past Since you opened
Past year 3 years 5years 10 years your account
Your account 5.80% -1.83% 2.76% 8.07% 11.07%

Calculation method

We use the modified Dietz method to calculate rates of return. This is a time-weighted method for
calculating returns. Contact your adviser if you want more information about how we calculate
returns.



