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Request for Comment

Proposed National Instrument 31-10Registration Requirements
Companion Policy 31-103CHRegistration Requirementselated forms,
and proposed BC Instrument 3*-5** Registration Requirements

In the attached notice, the Canadian Securities Adtrétors are publishing proposed
National Instrument 31-10Registration Requiremengsational rule), Companion Policy
31-103CPRregistration Requiremenf€P), and proposed amendments to National
Instrument 33-10Registration Informatiorfforms) for comment.

In this notice, the British Columbia Securities Corssion (Commission) supplements
the CSA notice. Under cover of this notice, the Corsiarsis also publishing proposed
BC Instrument 3*-5**Registration Requiremeng®cal rule)and Appendix AProposed
consequential amendmeridts comment.

We suggest you first review the attached CSA Notice, hvbats out in general terms the
significant differences between today’s registratianme and that proposed in the
national rule. In this BC Notice, we provide British Gmbia readers with a more
detailed review of the changes from today’s requiremiarttsis province to those in the
proposed national rule and local rules.

The CSA notice describes where you can send your coraraedtquestions relating to
the proposed national rule. All comments recelgdune 20, 200%vill be considered.
You should send your comments on the proposed locadbyulee same date

Although the CSA Notice indicates that Appendix B (Ointaonsequential
amendments) is attached, we did not attach it to thisqatlgn as it is irrelevant in
British Columbia.

We invite comment on all aspects of the proposed matiwle, the CP, the forms, and
the local rule. In addition, we have asked specific tjues in shaded boxes throughout
this notice for your consideration.

Proposed NI 31-103 and the registration passport
The proposed national rule streamlines, harmonizes, adénmzes registration
requirements. It is also the platform for a registragpassport system for all registrants.



Most CSA jurisdictions are participating in the CoundiMinisters of Securities
Regulation. Under the Council’s direction, securitegulators are working to create a
passport system, which will allow a market participardadoess the Canadian market by
dealing with only one regulator and complying with laws #rathighly harmonized. For
registration, phase | of passport included the natietastration system (National
Instrument 31-10National Registration Systeamd National Policy 31-20ational
Registration Systenand the mobility exemption in Part 5 of National fostent 11-101
Principal Regulator System

We can further develop a passport for registration onyeiSucceed in making the
requirements that apply to registrants significantlyerftarmonized. The proposed
national instrument together with our proposed loc& would achieve this goal. The
local rule’s main purpose is to enact provisions, likettiginess trigger for registration
and the duty to act fairly, honestly, and in good faitlhwltents, that are not in the
national instrument because some other provinces havdl bave them in statutes
rather than rules. The combination of national insemis, local rules, and statutes would
be substantively harmonized.

Business trigger for dealer registration

The national rule is built on the assumption thatrédquirement to register as a dealer is
triggered when a personirsthe business of dealing in securiti&me provinces plan to
build this into their securities acts while others, inalgdBritish Columbia, will
implement it by a way of exemptions from the existiaguirement to register for a trade
This is a technical, not a substantive, differehce.

The Commission chose to provide an exemption rathersinalk a legislative amendment
because this puts us in a better position to take coreeattion if necessary. We have
approximately 70 years of jurisprudence about what it meafisade” in a “security”.

We cannot be certain how courts will interpret thent&in the business of dealing in
securities.” It would be easier to amend a rule tharbtaio amendments to the Act if
necessary to deal with an unexpected interpretation oicapph of this new term.

Capital raising and “safe” securities registration exemptions elimated

The national rule and local rule set out all regisbn exemptions. Unlike today, the
proposed registration exemptions do not include exemptirsapital raising and “safe”
securities. This is a significant change everywhere bOniario and Newfoundland and
Labrador. Registration relief in recent innovatioke the offering memorandum and
accredited investor exemptions (currently found in Natitmsirument 45-106

! The local rule provides an exemption from the requirdrteeregister for any person who is not in the
business of dealing in securities. The definitiodedling in securitieshat will appear in the Securities
Acts in some other CSA jurisdictions will appear in liheal rule in British Columbia. This ensures that
although we propose to take a different approach, theslB@olumbia registration requirement (or trigger)
is substantively harmonized with the requirement in o@fA jurisdictions.
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Prospectus and Registration Exemptiansl introduced in Multilateral Instrument 45-
103 Prospectus and Registration Exemptipae eliminated. However, the prospectus
relief will continue.

The effect of eliminating these registration exemptisrsat those who sell prospectus-
exempt securities and do not otherwise have a registet@mption must register as
exempt market dealers. As there does not seem to bekatrpawblem related to use of
the current exemptions, the Commission is inclined npattcipate in this part of the
national rule.

We are concerned about what effect this part of thegsadpvill have on capital raising
in British Columbia and about the costs that willifa@osed on industry. Further, we are
not persuaded that there is any reason to depart from oentpolicy approach as it
recognizes that there are some investors who do not Inegudtection of either
registration or the prospectus systems.

In the CSA Notice, you are encouraged to comment on whitbdenefits of registering
those that sell prospectus-exempt securities outweigtosts of eliminating this
registration relief. As we expect this part of the prepbsational rule, if implemented, to
have a significant impact in British Columbia, weosigly encourage you to comment on
this part of the proposal.

Part 1 - Definitions and interpretation

Unlike today, the national rule defines “security” orcsaties” as including both a
security and an exchange contract (both as defined Beabrities Agt This definition

is also in the local rule, so all requirements ithbmles apply to dealing in securities and
exchange contracts.

Part 2 - Categories

This table shows the relationship between our currergtragon categories and those in
the national rule. One significant change in Bril@&flumbia is that today’s limited
dealer — exchange contracts dealers will need to registevestment dealers under the
national rule. This means that they must become menafe¢he Investment Dealers
Association of Canada (IDA). This harmonizes the C@simn’s approach to regulating
exchange contracts dealers with the approach in otherj@Aéictions. The

Commission and the IDA will work with British Colun@gbexchange contracts dealers to
ensure a smooth transition.

The national rule does not include security issuer arrg@s adviser categories.
However, the national rule adds exempt market dealezsiment fund manager,
associate advising representative, ultimate designatednpensd chief compliance
officer registrations. (See CSA Notice for rationagdibd these changes.)



Securities Rules (current) Proposed national rule
Investment dealer Investment dealer
Limited dealer — exchange contracts Investment dealer
Limited dealer — mutual fund dealer Mutual fund dealer
Limited dealer — security issuer No registration needed
Limited dealer — real estate securities Restricted dealer
dealer
Limited dealer — scholarship plan dealer Scholarship plalede
Special limited dealer Restricted dealer
No registration needed Exempt market dealer
Underwriter Investment dealer
Adviser — portfolio manager Adviser — portfolio manager
OR
Adviser — restricted portfolio manager
Adviser — investment counsel Adviser
Adviser — securities adviser No registration needed
No registration needed Investment fund manager
Salesperson — registered representative Dealing repriagenta
Salesperson — investment adviser Dealing representative
Trading partner, director or officer Dealing represengativ
Advising employee Advising representative
No registration available Associate advising representative
No registration needed Ultimate designated person
No registration needed Chief compliance officer

Part 3 — SRO Membership

Part 3 of the national rule preserves our current exemfitom the requirement to
register as an adviser for investment dealers thawdIDA requirements for portfolio
managers (section 86, Securities Rules; section 2.5naatule).

Section 3.3 of the national rule also expands the nuoflexceptions for IDA and
Mutual Fund Dealers Association of Canada (MFDA) memfrera securities
legislation requirements if they comply with the regments of their SROs dealing with
the same subject matter. Section 3.3 further reductse @reatest extent possible,
duplicative regulatory requirements.

Compliance policies and procedures

Today, IDA members and MFDA members are exempt fromatpeirement in

section 44 of the Rules to keep prudent written businessdura=if they follow their
SROs’ rules (section 46, Securities Rules). Under &tiemal rule, the compliance
requirements are written in an outcomes-based, prettiphy. IDA and MFDA
members are not exempt from the outcomes-based reguteWie think it is

appropriate that all registered firms be required toteecompliance system outcomes
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set out in section 5.26 of the national rule. The & MFDA compliance system and
supervision requirements supplement the requirements matiional rule.

Free credit balances and client subscriptions

The national rule eliminates the free credit balaanae client subscription requirements
(sections 57 and 58, Securities Rules), so it is unnecdssaxgmpt SRO members from
these requirements as we do today (section 58.1, Sectrities).

Suitability and know-your-client

Today, BC Instrument 32-5@xemption from suitability requiremerggempts IDA
members from the know-your-client and suitability requiretsen the Rules if they
comply with the IDA’s requirements on the same sulbjeatter. The national rule
preserves the suitability exemption for IDA membersexmhnds it to MFDA members
(section 3.3(h), national rule).

In the national rule, there are no exemptions fronktiwav-your-client requirement. It is
stated as a general principle (section 5.3). We thinkapsopriate for all registrants to
meet the know-your-client outcomes. IDA members tlffar aliscount brokerage
services, for example, must still conduct know-your-tlessessments because they are
gatekeepers to the securities markets.

Registrant ownership

Today, BC Instrument 33-5xemption from sections 16 and 73 of the Securities Rules
— Registrant Ownershiprovides IDA and MFDA members with relief from registran
ownership disclosure requirements. The national rulertes the specific registrant
ownership prohibition (section 16, Securities Rules) ande&dy warning” requirement
(section 73, Securities Rules). Instead, registereddummership is dealt with through

more general disclosure requirements (section 6.7, @tiole). It is unnecessary to
provide relief as there is no longer any requirement.

Financial reporting

Today, BC Instruments 33-5Exemption from financial statement, capital and bonding
requirements for MFDA membeasd 33-51Fxemption from financial statement,
capital and bonding requirements for IDA membaevide relief if the mutual fund
dealer or investment dealer complies with the MFDADDX requirements on the same
subjects. This relief is continued in sections 3.3(3),(@), (d), and (g) of the national
rule.

Proficiency

Today, Blanket Order 33-5(Registration Requirements for Members of the Investment
Dealers Association of Canadgxempts IDA members from exam rewriting and conflicts
disclosure requirements if they follow the IDA’s slanirequirements. The first

exemption is no longer necessary as the nationaleales all proficiency requirements
to the IDA and MFDA for their members. The second ex@mps eliminated. We think
this is appropriate in the interests of harmonization.



Part 4 — Fit and proper requirements - Division 1 — Proficien

Today, proficiency standards for BC applicants are seino0BC Policy 31-601
Registration Requirementshis policy will be repealed when the national rule esm
into force.

The Executive Director will continue to have the leglaligation in section 35 of the
Securities Acto consider in every case whether an applicant ialdaiand not
objectionable. The proficiency standards in the natioralcommunicate expected
proficiencies for registration. However, the ExecutiveeBtor must consider applicants
with different proficiencies than those set out ia tiational rule.

Investment dealers -n British Columbia, the IDA is authorized to regisi@vestment
dealers and their individual representatives. Under ttienad rule, applicants for dealer
representative registration at IDA firms will stiéifer to IDA proficiency standards. The
status quo is maintained.

Mutual fund dealers —Today, BC Policy 31-601 requires applicants for salesperson
registration to complete the Canadian Securities @ptine Canadian Investment Funds
Course, or the Investment Funds in Canada course. Uraeatibnal rule, applicants for
registration as a mutual fund dealer representativaevdl to MFDA proficiency
standards.

Today, BC Policy 31-601 requires applicants for compliarifieer positions to have
successfully completed specific courses, plus have fimgntmus years of relevant
experience in the mutual fund industry, one year of whmalst have been as a manager.
The national rule maintains the exam requirementglbutnates the experience
requirement. We think this is appropriate for the sakeaohbnization.

Scholarship plan dealers Today, BC Policy 31-601 requires a scholarship plan dealer
salesperson to pass the employer’s in-house examindtiernSales Representative
Proficiency Exam set by the RESP Dealers Associatid@®anada is also an acceptable
standard. The national rule requires the Sales RepatiserProficiency Exam. We think
this is appropriate. The BC Policy 31-601 reference to anusdexam pre-dates the
RESP Dealers Association of Canada exam. The latteidpsa consistent approach to
examining proficiency of all scholarship plan dealing repn¢ative applicants.

2 Although the MFDA does not currently set proficienanstards, it is expected the MFDA will convert
current requirements to exam-based requirements, but thahieed exams will parallel those set out in
the national rule for non-MFDA mutual fund dealers {ijsec4.3). Section 4.3 of the national rule
essentially maintains the status quo, but adds the ailitegrthat if an applicant has met the requirements to
be a portfolio manager advising representative, thihtiso qualify the applicant for mutual fund dealing
representative registration.
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Today, BC Policy 31-601 requires a scholarship plan deafepl@nce officer to meet
the salesperson proficiency, plus pass the IFIC Offid@artners and Directors exam,
plus have four years relevant experience in the scingiapsan industry (or three years
experience if one of them was as a manager). Thenahtiole adds the Branch Manager
Proficiency Exam but eliminates the experience requintnWe think this is appropriate
in the interests of harmonization.

All dealers —Today, an applicant for registration as a salespessprohibited from
acting as an officer or director of a reporting issgec{ion 61, Securities Rules). This
prohibition is eliminated in the national rule. Howeveoym 33-109FApplication for
Registration of Individuals and Permitted Persoeguires that an applicant

e disclose this information (Item 10, Schedule G),

» identify any conflicts or client confusion issues, and

» describe how conflicts will be managed and confusiondsebi

Portfolio managers —The national rule reduces the requirements for appli¢ariis
advising representatives. Currently, such applicants mustgassed the CSI's Canadian
Investment Management Program, plus the CSI's Devasm Fundamentals Course, the
CSI’s Futures Licensing Course or the CFA Institute’s &nad Financial Analysts
Course, plus have at least five continuous years of m&lexg@erience in the advising
industry, including three under the supervision of an advisingame managing at least
$1 million in assets. The national rule only requitess €FA Charter and 12 months in
the last 36 of investment management experience, @lMalesignation and 48 months
of relevant experience, 12 of which must be in the 36thsopreceding the application.

This eases the proficiency standard for advising representgiplicants in British
Columbia. We think it is appropriate because this withi@nize standards in all CSA
jurisdictions.

Today, BC Policy 31-601 provides standards for applicantswihaot be advising on
forward contracts or commodity pools. Under the nailioale, there are no standards set
out for this kind of advising representative. However,riégistered adviser firm does
not, in fact, advise on forward contracts or commopldgls it could apply for

registration as a restricted portfolio manager. &t ttase, applicants to be advising
representatives for such firms could work with the Cassian’s Registration Supervisor
to work out what would be appropriate requirements.

Today, a compliance officer for a portfolio managenfmust have the same
gualifications as an advising employee. The nationalptdeides more flexible
proficiency standards for chief compliance officers. $tamdards allow the Commission
to consider previous registration as an advising reprasentprofessional

qualifications, and a variety of combinations of secwritmelustry exams and experience
(section 4.11, national rule). We think this change is@mmate because it more closely
reflects the flexibility we currently use when considgrapplicants for these positions.



-8-

All firms — Today, all firm applicants for registration must deaigna compliance
officer (section 65, Securities Rules). That requirengentaintained in the new
registration regime. In many other CSA jurisdictions, expect the requirement will be
set out in the Securities Act. In British Columbdlae requirement is set out in local rule.
The obligation to appoint a Chief Compliance Office€(@) goes to the firm’s fithess
and propriety for registration.

Today, a compliance officer must be a trading partnescttir, or officer or an advising
partner, director, or officer (BC Policy 31-601, sectiol(&)). The national rule
eliminates this requirement. We think that is appropriatalmse we have described the
compliance officer’s role by defining “chief complianoticer” in the national rule. The
national rule sets proficiency standards for CCOsiath the proficiency standards for
dealing or advising representatives.

Branch managers

Today, a firm must designate a branch manager and #ratlbmanager must meet the
Executive Director’s proficiency standards (section @ usties Rules). In the national
rule, there is no requirement to designate a branclagearand, therefore, no
requirement that branch managers be proficient. Honveveonsidering how to meet the
outcomes-based compliance and supervision systems requtera registered firm is
likely to consider whether designating qualified brancinagars is an important way to
achieve a firm-wide culture of compliance (section 5.2@pnal rule; related discussion
in Companion Policy 31-103CP).

Residency

Today, applicants for firm registration must be ingmyated or organized as a partnership
under the laws of Canada, a province, or a territoryi¢getb, Securities Rules). The
national rule eliminates this requirement. Non-residegistrants must meet some
additional requirements (see discussion under Parsidh 8). We think this is
appropriate. Whether an entity is registered in araegtovincially into a Canadian
jurisdiction is a corporate law concern and ought ngrévent an applicant from

carrying on business as a dealer, adviser, or investmahtrfanager in British

Columbia.

All individuals — Today, an applicant for registration as a salespeysadvising
employee must have either been registered within gheéHeee years or have passed
required industry courses within the last three yeardebthe national rule, an
individual applicant must have passed the required exarmwitbilast 36 months or, if
it has been longer, been registered anywhere in Caoad2 bf the last 36 months or
have gained relevant industry experience for 12 of thé&stonths (section 4.2,
national rule). We think this change is appropriate becagsees applicants more
flexibility and accounts for relevant industry experience.
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Today, a salesperson is prohibited from working in part-tepacity. In the national
rule, this prohibition is eliminated. Instead, we wilhtiaue to gather information in
Form 33-109F4Application for Registration of Individuals and Permitted Persons
identify any part-time work, any potential conflicts, amivthe applicant’s firm will
manage the conflicts. We will consider all this infotima when deciding whether the
individual applicant is suitable and not objectionablerémistration. We think this
change is appropriate because it closely reflects hewatually administer the rules
today and it puts the onus on the firm and the indivica@h, to manage any potential
conflicts.

All applicants for registration

Today, the Executive Director may waive or vary regt&n or ongoing registrant
requirements if it is not prejudicial to the public s, and may add to them if it is in
the public interest (section 17, Securities Rules). Befising this power, the Executive
Director must first provide the applicant for regiswator registrant with an opportunity
to be heard. We have maintained this power in the lo@al This useful power allows
the Executive Director, at the time of registratitintailor the registration to the applicant
without the need for the applicant to start a formaheptive relief application process
(either locally or through the MRRS for ERA system).

Today, a registration is annual (section 67, SecuritiéssiRun the national rule, this
section is eliminated and registration is permaneme f8lated discussions in this Notice
about Part 7, Suspension and Revocation of Registraidmliscussion in attached

CSA Notice.]

Today, the Executive Director is prohibited from registgrior renewing or reinstating
registration, if a person’s past conduct makes the ExecDirector think the person’s
business will not be conducted with integrity or thatgheson’s clients will not be dealt
with fairly, honestly, and in good faith (section B&curities RulgsWe have eliminated
this prohibition in the national rule. The Executive Diogdhas clear discretion to decide
whether a person is suitable and not objectionabldis@xtra provision is unnecessary.

Today, the Commission must provide a registrant wghramons for an examination
under oath in the required form (section $8curities Rulgs We have eliminated this
requirement in the national rule. There is no neaohpmse this obligation on ourselves
as the principles of administrative law and naturaigastlready apply. If the
Commission issued an inappropriate summons, it would becsubjattack at any
hearing.

Part 4 — Fit and Proper Requirements — Division 2 — Solvency

The following table shows how the national rule chartbesequirements from today.
Please refer to the earlier discussion about catexjorisee how today’s categories
migrate to the national rule categories.
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Proposed Current Proposed Current Proposed
category capital capital bonding bonding
required requirement required requirement
Investment Set by IDA Set by IDA Set by IDA Set by IDA
dealer
Mutual fund Set by MFDA | Set by MFDA | Set by MFDA| Set by MFDA
dealer
Scholarship $75,000 $50,000 excesg $200,000 + Formula — see
Plan Dealer working capital | working capital | certified section 4.16
+ maximum resolution
deductible bonding
under bond adequate
Restricted $75,000 $50,000 excess $200,000 + Formula — see
Dealer working capital | working capital | certified section 4.16
+ maximum resolution
deductible bonding
under bond adequate
Exempt Market| Not registered | $50,000 excesg Not registered | Formula — see
Dealer today working capital | today section 4.16
Adviser $25,000 $25,000 excess $200,000 + Formula or
working capital | working capital | certified $50,000 (no
+ maximum resolution client funds or
deductible bonding assets) — see
under bond adequaté section 4.17
Restricted $25,000 $25,000 excess $200,000 + Formula — see
Adviser working capital | working capital | certified rule 4.17(2) or
+ maximum resolution $50,000 (no
deductible bonding client funds or
under bond adequate assets)
Investment Not registered | $100,000 Not registered | Formula — see
Fund Manager | today excess working| today section 4.18

capital

Like today, registered firms must provide notice to then@assion when there is any
change in, claim made under, or cancellation of reduonding (section 4.19, national

rule).

% Today, an investment counsel firm that does not hothcfunds or securities and is recognized by the

Executive Director need only hold $5,000 working capital, tilesmaximum deductible under the bond.

* Today, an investment counsel firm that does not haéhtcfunds or securities and is permitted to hold

$5,000 minimum working capital need only have coverage foritfilein-premises loss, and forgery or

alteration. We understand, however, that the insuinatssell this bonding coverage will not sell it in this

way — all of the financial institution bond coverage nhespurchased at once.
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Portfolio managers who also act as investment fund manhégeprospectus-qualified or
private funds must register as investment fund managers thedeational rule. For
those firms registered in both categories, the higheinmam capital requirement of
$100,000 excess working capital (for an investment fund manamest be met. The
bonding coverage formulae for both categories is thesam

The Commission is not persuaded that investment fundgeasiaeed to maintain higher
minimum capital than portfolio managers. We understhadit is standard practice for
investment fund managers to contract with third party custsdo handle client funds
and assets. We also understand that it is standard prectontract net asset value
calculations out to a third party. These two measuresgyeat distance to ensuring that
risks to clients are managed.

Question: Given the risks associated with investment fund manageand the
regulatory goals of ensuring that clients of a registéredare protected and the firm
can meet its day-to-day business needs and wind up irdaryofashion, is it
appropriate to require all investment fund managers to aiaifit 00,000 excess workirg
capital? Why or why not?

Part 4 — Fit and Proper Requirements — Division 3 — Financkécords

First financial statements

Today, all applicants for firm registration must delifieancial statements prepared not
more than 90 days before and a calculation of positikeadgisted capital or working
capital, as the case may be (section 64, SecuritiesRT his requirement is maintained
in substance in the proposed Form 33-108pglication for registration as a dealer,
adviser, or investment fund managerthe proposed form, audited financial statements
are required unless the firm is a start-up, in which aasgpening balance sheet is
required. If the statements are too old, we may welbaskpplicant to provide more
timely and relevant financial information.

Failing to cooperate with auditor

Today, a registrant is prohibited from withholding, destroyerg;oncealing information
or records or otherwise failing to cooperate with a redsdenaquest made by a firm’s
auditor during an audit (section 71, Securities Rules)mafatain that prohibition in the
national rule (section 4.26(2)).

Auditor appointment and instructions

The national rule imposes a positive obligation onsteged firms to appoint an auditor.
That auditor must be authorized to sign an auditor’s reggattthat meets the professional
standards of its jurisdiction. This requirement (secdid®) replaces general
requirements applying to registered firm issuers and othersgsections 2 and 3,
Securities Rules).
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Today, a registered firm must direct its auditor toycaut any audit required by the
Commission (section 72, Securities Rules). We mairgathclarify that requirement in
the national rule (section 4.21).

Ongoing financial reporting

Today, a registered dealer firm must deliver audited anmaaidial statements and
calculations or positive risk adjusted capital or wogkiapital, as the case may be,
within 90 days of year end and within 30 days of each qu&@®iSecurities Rules). We
have maintained that requirement in the national hwewithout the prescriptive
requirements for directors or partners to approve thegsmts (section 4.22).

Today, most registered dealers must file a Joint Regyl@oestionnaire and Report
annually (section 70, Securities Rules). We eliminatatrégquirement in the national
rule, but investment dealers and mutual fund dealers rllsheset all financial filing
requirements set by their SROs.

Today, registered adviser firms must deliver audited anmeatdial statements within
90 days of year end (section 69, Securities Rules). We inaintained this requirement
in the national rule and added a requirement to delivaradmmalculations of excess
working capital (section 4.23, national rule). We think thia reasonable addition to a
registered adviser’s regulatory burden because it provifi@sriation to us about how
that registered adviser is managing its capital adequgoyreenent and parallels the
requirements for dealers.

Financial reporting for investment fund managers

The national rule imposes financial reporting requirdsien investment fund managers
(section 4.24(1)). These include the standard requiren@mmasiflited annual financial
statements and a calculation of excess working capita¢ provided within 90 days of
year end. However, an investment fund manager must asaera description of any
net asset value adjustment made during the fiscal Yhase same reports, with the
exception that financial statements need not be auditest, be provided within 30 days
of each quarter, too (section 4.24(2)).

We think these requirements are reasonable. The netvagsetcalculation requirement
provides us with information about potential risk to thigesacy of the fund.

Changes in year end

The national rule adds a requirement that when atexgd firm changes its year end, it
must notify us as soon as practicable of the new yehrtke prior year end, and the
reason for the change (section 4.25). We think this additi@quirement is reasonable
because it allows us to judge whether the change is tiosmnsubstantive. Cosmetic
changes may signal risk to the firm’s solvency.

Financial reporting standards
Today, a registered firm’s financial statements mugirbpared in accordance with
GAAP and GAAS (sections 3(3) and 3(6), Securities Rulegphi Instrument 52-107
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Acceptable Accounting Principles, Auditing Standards and Reporting Cujréndie
national rule, those requirements are continued (sed4tR6(1)).

The national rule prescribes the contents of a regtirm’s financial statements
(section 4.27). This is a new requirement. We think ipgrapriate to specify the content
in the interests of harmonization.

Part 5 — Conduct Rules — Division 1 — Account opening and knawsyclient

In the national rule, the know-your-client (KYC) andtability obligations found in
today’s rules (section 48, Securities Rules) are maedeand enhanced (sections 5.3
and 5.4, national rule). The connection between gatheensonal and financial
information about a client is clarified.

The national rule requires a registrant to make rese efforts to keep KYC
information current. This is consistent with what exgect today.

Today, the KYC and suitability obligations are expressgether in one rule. In the
national rule, these obligations are separated out itaules for better clarity. The
suitability requirement now sets out the criterigistrant must consider when assessing
suitability (today, we simply require that the registrassess suitability, without listing

the relevant criteria). We think these criteria refl@aer current expectations for making
suitability assessments.

In the national rule, if a client insists on makingade that the registrant thinks is
unsuitable, the registrant must not execute the tratew first informing the client of
that opinion (section 5.4(2)). Today, the registrant reedg make a reasonable effort to
provide the client with that opinion (section 48, SecwgiRelles). We think the absolute
obligation in the national rule is appropriate. We dankt of no circumstances that
would justify a registrant not communicating an opirtioat a trade is unsuitable. If a
registrant is concerned about how to communicate wailieat, the registrant and client
can agree on a standard method of communication asfphaeirocontractual
relationship.

Exemption from KYC and suitability

Today, we provide an exemption from the KYC and suitabaliiijgations for trades
instructed by another registrant or financial instituticec{®n 48(3), Securities Rules).
We maintain this exemption in the national rule (sechid). These clients are
sophisticated and can reasonably be expected to beamdegoences of their
investment decisions.

Part 5 — Conduct rules — Division 2 — Relationship disclosure

Exchange contracts

Today, a registered firm proposing to trade an exchangeacton behalf of a client
must explain the nature of the exchange contract toligr and make a copy of it
available to the client (section 49, Securities RuM&.have eliminated that requirement
in the national rule.



-14 -

Instead, the relationship disclosure document mandatecmational rule (section 5.10)
is intended to ensure that this type of disclosure is n@dients in a timely way. It is
difficult to imagine how a registrant could properly conmcate a suitability assessment
to a client, or carry out the obligation to act faithpnestly, and in good faith with the
client, without communicating the nature of the proposadetto the client.

Responding to client requests

Today, a registrant must provide certain information ¢beat on request (including
financial statements, proficiency information, andslist partners, directors, and officers)
(section 50, Securities Rules). We eliminated this remare in the national rule. We
did, however, maintain the requirements to provideniie statement and proficiency
information on request in the local rule. This wilkare that information that is not
available on our website, but is important to a clievilt,still be available.

Contingency fees

Today, a registrant is prohibited from charging a continggntvithout the client’s
consent (Securities Rules, s. 54). We eliminated thisilpt@mn in the national rule.
Instead, the relationship disclosure document that neuptdvided to a client before
providing services requires that all fees and chargessbesed to a client

(section 5.12(1)(h)).

Plain language

A new requirement is that the disclosure must beampgénguage (section 5.11).
Between this relationship disclosure and the obligatiadetd fairly, honestly, and in
good faith with a client (local rule), we are confiddmit a registrant has a clear duty to
communicate clearly to a client the nature of feesararges that will be made,
including any proposal to charge a contingent fee.

Communicating separate identities of financial institutions and relatedteegtsfirms
The national rule preserves the requirement (currémtliyd in Part 6, National
Instrument 33-10Regulation of Certain Registrant Activit)ebat registered firms
conducting securities related activities in a Canadraantiial institution or Schedule Il
bank provide retail clients with disclosure about the isgpadentities of the registered
firm and the financial institution or Schedule 11l bank.

Leverage disclosure

Today’s leverage disclosure requirements in Nationatunstnt 33-10Regulation of
Certain Registrant Activitieare continued in the national rule (section 5.6). The
requirements for disclosure of confidential retailmisnformation in NI 33-102 are
eliminated in the national rule because private sectoagyilegislation, SRO
requirements, and the duty to act honestly, fairlg, iargood faith provide a good
framework already for how registrants handle confi@gadient information.



-15-

Part 5 — Conduct rules — Division 3 — Client assets
Today, we impose requirements on registrants whenaifeelgandling
* unencumbered securities held under a safekeeping agreeewian($5,
Securities Rules)
* unencumbered securities that are not held under a saiefegpeement
(section 56, Securities Rules)
» clients’ free credit balances (section 57, Securitiele )
» clients’ subscriptions or prepayments (section 58, SexsifRules)

The basic theme running through these requirements is guetence of holding a
client’s assets separate from those of the registrathof other clients, and of being able
to clearly account for dealings with those assets. 3weiof offsetting client debts owed
to the registrant against those assets is also abweteday’s requirements. Finally, in
the case of free credit balances or subscriptions aphpments, interest must accrue to
the credit of the client.

In the national rule, we have maintained, enhanceti@de more generally applicable
these same requirements (sections 5.13, 5.14, 5.15, 5.1@)aJibeequirement to
segregate, account separately, and have interest aos¢hgedlient applies to client
property or cash, not just free credit balances anscsipbions and prepayments
(section 5.13). The national rule adds some prescriptiordyiring that client cash be
held in certain financial institutions (section 5.13(2Yke think this is appropriate in the
interest of harmonizing the rules across CSA jurisolisti

Free credit balance and client subscription exemptions

In the national rule, we maintained today’s exemptiomfthe free credit balance and
subscription and prepayment requirements for SRO memlzgrsaimply with their
SROs’ similar requirements (section 58.1, SecuritieeRwection 3.3(k), national rule).

In the national rule, we eliminated the current exeomptiom the free credit balance and
subscription and prepayment requirements if National Ingnti®1-102Mutual Funds
applies (section 58.2, Securities Rules). We think it i®aessary. The NI 81-102
requirements are particular, and the national ruleirexpents are general, so the more
particular requirements must be followed.

Margin rules

Today, dealers must follow an exchange’s margin rulepdochases and sales of
exchange contracts (section 59, Securities Rules). Wieated this requirement in the
national rule. It is unnecessary to require dealers kmwalules they must already follow.

Part 5 — Conduct rules — Division 4 — Record keeping
The CSA Notice explains these changes.



-16 -

Part 5 — Conduct rules — Division 5 — Account activity repaodi

Trade confirmations

All of our current requirements for trade confirmatig¢ssctions 36 and 37, Securities
Rules) are also found in the national rule (sectm@4 to 5.24). In addition, the national
rule requires that confirmations set out the settlérdate. Although our current
requirements apply to purchases and sales, the natid@alpplies to trades. A “trade”
includes the receipt of an order to purchase or sell aigecuexchange contract, so the
substantive application of the section has not changed.

Exchange contracts

Today, a trade confirmation for an exchange contract saisiut a number of specific
pieces of information that are different from informatrequired for securities, and sets
out specific requirements for how off-setting trangans are described (sections 36(3) to
(5)). We maintained those requirements in the local fithey are not in the national rule
because not every CSA jurisdiction’s Securities Acteceexchange contracts as well as
securities.

Mutual funds

Unlike our current requirements, the national rule doesedrate trade confirmation
requirements for mutual fund purchases and sales fromto#aker confirmation
requirements. Instead, the mutual fund requirements arefdée general trade
confirmation rule (section 5.21, national rule). Our eatrequirements for contractual
plans are unnecessary in the national rule as contrattms are now prohibited and
have been for some time.

Automatic withdrawal plans

We have maintained the semi-annual trade confirmationreggent for clients that
participate in automatic withdrawal plan in the nationde (section 37(7), Securities
Rules; section 5.23, national rule). We have expandeprtivision to include
scholarship plans, educational plans, and educational tfirgsiational rule also sets an
additional requirement that a registered dealer with @ditam a client of participation in
an automatic plan must send the first of these semismonfirmations promptly
(section 5.23(c)).

Statements of account

Today, dealers must send a statement of account tanaafithe end of every month in
which there has been a transaction, and at least #vee months even if there have
been no transactions (section 38, Securities Ruleg)etthe national rule, dealers must
send a statement of account at least every threenm@®5(1)). We think this is
appropriate because clients get trade confirmationsedtdr trade is made and, we
suspect, many do not need monthly reporting. Clients caayalvequest more frequent
reporting if they desire it.

We eliminated the prescriptive requirements for theerttraf statements of account
found in today’s rules from the national rule.
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Exemption from statement of account requirements
However, the national rule will no longer provide exeiont from the requirement to
send statements of account when

» there have been no transactions for four consecutiveéegsia

» the client is not requesting statements, and

» the dealer sends an annual statement for the five fgdlansing (section 38(4)).

Question: Should the registration regime continue to include thgdid exemption from
the requirement to send statements of account? Why onetRy

Other changes to account activity reporting requiremestset out in the CSA Notice.

Part 5 — Conduct rules — Division 6 — Compliance

Today’s requirement that dealers and advisers estalish@ply prudent business
procedures for dealing with clients in compliance wittusigies legislation is maintained
and enhanced in the national rule (section 44, Securtiéss). Today, we require
compliance and underwriting due diligence. Under thenatirule, registered firms
must establish, maintain, and enforce a system of@esrand supervision to achieve
compliance with securities legislation and manageighs of its business prudently
(documented by written policies and procedures) (section 5.26).

Today, a registered portfolio manager must separately\ssperach client account
distinct from the others (section 51, Securities RuM&® eliminated this requirement in
the national rule. We think that is appropriate becaus®ttcomes-based compliance
and supervision systems sets out high standards for supervis

Today, when the ownership or control of an adviser fimaterially changes, the adviser
firm must provide a client with notice of the changggsons for it, and particular
disclosure if the adviser firm proposes to assign libatts account to another

(section 52, Securities Rules). We eliminated this remare in the national rule. We
think this is appropriate in the interests of harmonizatio

The national rule introduces new requirements for C@&@bregistered firms. CCOs
must report directly to the board as necessary and, atimum, annually about the
registered firm’'s compliance (section 5.27, nationad)iuRegistered firms must permit
their CCOs and UDPs direct access to the board whetteethink that is necessary or
advisable in view of their responsibilities (section 5r2&jonal rule).

The Commission is not persuaded that requiring these pestooregister will improve a
firm’s culture of compliance. In large organizationgd# registration requirements could
have the unintended effect of focusing responsibilitycmpliance on two people
instead of emphasizing that compliance is a shared msipidy. In small firms,

especially sole proprietorships, these additional re¢istiamay not be meaningful at

all.
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We strongly encourage you to respond to the questionstweitsgbout this part of the
proposal in the CSA Notice.

We think these requirements will ensure the independenceffeativeness of the CCO
and UDP functions.

Part 5 — Conduct rules — Division 7 — Complaint handling

The CSA Notice discusses these new requirementsetdawit is worth noting that
registered firms that are IDA or MFDA members are mnegliioday to comply with SRO
complaint handling requirements. These are really onyneguirements for portfolio
managers, restricted dealers, and investment fund managers

Part 5 — Conduct rules — Division 8 — Non-resident registrants
The CSA Notice discusses these new requirements.

Part 6 — Conflicts

Outcomes-based approach

In the national rule, the biggest change from curneletsris that the conflicts
requirements open with an outcomes-based obligation nbifglend manage potential
and actual conflicts (section 6.1, national rule). Todkypfaur conflicts requirements
are directed at very specific conflicts situations andgiee very specific ways of
dealing with each kind of conflict.

We think that the outcomes-based general conflicts manageetpiirement in the
national rule holds registrants to a higher standanalillibe impossible to claim that a
registrant has no obligation to do anything about a comftipitential conflict because it
was not described in the conflicts rules.

The CSA Notice highlights the fact that many of our aurpenflicts provisions have
been eliminated. This notice discusses, in more d#dtage that remain and how they
have been changed, and those that have been eliminated.

Registrants owing interests in other registrants

Today, registrants and unregistered partners, dire@odspfficers must get permission
from the Executive Director before having an interestrirunrelated, arm’s length
registered firm (section 73, Securities Rules). Weiahted this prohibition in the
national rule.

Instead, the national rule requires a person (not jtesgiatrant) to give the Commission
at least 30 days’ notice before a person acquires ownecsimyol or direction over 10%
of a registered firm’s securities and any increasea#tier of more than 5%. This will

give us enough time to consider whether the proposedsitaquiis likely to raise

conflicts of interest or hinder a registrant’s abitibycomply, will compromise investor
protection, or is otherwise prejudicial to the public inser&he Commission can give the
person a notice of objection and, if we do, the acqumsgannot happen until we approve
it. Finally, the person affected may request a hearihgsé@ requirements do not apply if
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the registered firm acquires these securities in thmany course of its business of
dealing in securities. (Section 6.7, national rule)

We think this approach is appropriate. We have shifted thes fiIbom prohibiting a
narrow range of ownership scenarios to putting the onalseofirm to show that
conflicts and other regulatory concerns are handled apptelyri

Section 6.7 of the national rule also replaces tod&gjsirement that registrants provide
the Commission with notice when they know about @thdro are acquiring significant
interests in a registered firm (section 73, SecurRieles).

Conducting other business

Today, a registrant must notify the Commission whgmadposes to carry on another
business (section 74, Securities Rules). We eliminatedatuirement in the national

rule. Instead, a registered firm must identify each piatleaind actual conflict and deal

with it in a fair, equitable, and transparent way axet@se reasonable business

judgment influenced only by the best interests of cliésgstion 6.1, national rule).
Proposed Form 31-103Fgplication for registration as a dealer, adviser or investment
fund managealso requires that a firm disclose the nature ofussriess (Item D-1).

NI 33-109Registration Informatiomequires that a registrant provide notice of changes to
registration information within 5 days of making that mipa (Parts 3 and 4).

We think it is appropriate to eliminate section 74 of theenurSecurities Rules because
we already have a requirement (in NI 33-109) that we ge&tenof this information.
Further, we think it is appropriate that registrants mdagher standard under the
national rule. Rather than wait for our approval of #ind of proposal, the registrant
must, instead, actively manage the conflicts that énase it.

Referral arrangements

Today’s referral arrangements requirements (sectiondgjriies Rules) are replaced by
the requirements in the national rule (sections 6.B114, national rule). The CSA
Notice discusses these new rules.

Today, the Executive Director has a specific power tg tree provisions in Division 11
of Part 5 of the Securities Rules (section 76). Weieted this power in the national
rule. However, the local rule preserves the Execudivector's general power to waive,
vary, or add requirements to the registration requiresn&e think the local rule
provision adequately preserves this power.

Conflicts of interest statement

Today, every registrant must file and provide to clientenflicts of interest statement in
the required form (section 77, Securities Rules). Theg ha alternative means of
complying with section 77 set out in BC Instrument 32-B@4gjistrant Disclosure of
Conflicts of InterestThese requirements are eliminated.
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Selling securities of connected issuers

Under the national rule, registrants acting in a deallving securities of a connected
issuer must provide conflicts disclosure to the clientt{@e 6.4, national rule). In
addition, registrants must provide clients with a coppolicies and procedures for fair
allocation of investment opportunities (section 6.6, natiara).

Today, we place limitations on acting as a dealer or adwken trading securities of a
related issuer and impose related issuer disclosure eetgrits (sections 79 to 81,
Securities Rules). We replaced these requiremente indtional rule with issuer
disclosure statement requirements (section 6.4, natiolead see discussion, above).

Fully managed accounts

Today, we prohibit certain related party transactiorfallyg managed accounts
(section 82, Securities Rules). We maintained these prionibin the national rule
(section 6.2). The prohibition in the national rulernsdaler, but, like today, allows for
client consent after full disclosure for agency-basszlrities transactions. Like today,
principal-based securities transactions and loans and guesameecompletely
prohibited.

Research reports and recommendations

In the national rule, we maintained and simplified aurent limitations on research
reports and recommendations (section 83, Securities Reletson 6.5, national rule).
Instead of prescribing the content of disclosure to dighe national rule requires that
registrants have policies and procedures for making neemuiations about related
party, connected party, or its own securities and fotloam.

The national rule requires that a registered dealing, iadyisr associate advising
representative must comply with both the nationad’sutonflict requirements and those
in National Instrument 33-103nderwriting Conflictsvhen acting on behalf of a
registered firm in a transaction (section 6.8). We tltink appropriate to clarify that both
the specific and general requirements apply in thesergtances.

Tied selling
In the national rule (section 6.10), we maintained taglpyohibition on tied selling
(section 4.1, National Instrument 33-1R2gulation of Certain Registrant Activit)es

Part 7 — Suspension and revocation of registration
The information-sharing requirement imposed on an indiVisli@amer registered firm
is an important support for the permanent registratiotesyésee discussion below).

Part 8 — Information sharing

This new requirement helps minimize some of the risks@ated with permanent
registration and automatic reinstatement. This requirealso provides a former
registered firm with a qualified privilege defence if an aggrd individual chooses to
make a claim for libel.
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Part 9 — Exemptions from registration
The only registration exemptions proposed for the remjistration regime are those in
* Part 9 of the national rule, and
* the exemption from the requirement to register as idfa those not “in the
business” of dealing in securities in the local rule.

Most of the registration relief in National Instrumel5-106Prospectus and Registration
Exemptionwvill be repealed and the instrument re-named. In additibof the British
Columbia specific registration exemptions will alsorépealed. These include

* BCI 32-505Exemption for Mutual Fund Dealer to Sell Securities of Certain
Employee Venture Capital Corporations and Venture Capital Corporations

* BCI 45-511Trades of Government Warrants

* BCI 45-512Real Estate Securities

* BCI 45-513Resale Relief for Eligible Real Estate Securities

» BCI 45-514The Employee Investment Act

* BCI 45-524Registration and Prospectus Exemption for Certain Capital
Accumulation Plangand the instrument would be re-named)

We maintained the registration relief for trades stribution reinvestment (DRIP) plans
(BCI 45-525 -Exemption for Distribution Reinvestment Plamssection 9.10 of the
national rule (and expanded to cover all employer glammable employees to acquire
securities).

As the CSA Notice notes, the list of investors anrmdgonal dealer or adviser can serve
under sections 9.13 and 9.14 of the national rule is narrinae the list of investors used
when we grant discretionary relief. In general, tetecredited investors are not on the
list. The rationale for structuring the exemptions ey is that retail accredited
investors truly need the protection of the registratystesn.

Comments

The CSA notice describes where you can direct your camtsrand questions relating to
the proposed instrument. All comments receivedune 20, 2007Avill be considered.

February 20, 2007

Douglas M. Hyndman
Chair

Ref: National Instrument 31-1(egistration Requirements
Companion Policy 31-103CRegistration Requirements
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Form 31-103FNotice of Termination

Form 31-103FApplication for Registration of Individuals and Permitted
Individuals

Form 31-103F@&\pplication for registration as a dealer, adviser or investment fund
manager for securities and/or derivatives

BC Instrument 3*-5**Registration Requirements

Appendix A Consequential amendments related to proposdohisiat
Instrument 31-10Registration Requirements

This Notice may refer to other documents. These documents can batftund.C.
Securities Commission public website at www.bcsc.bc.ca in¢dhers&ecurities Law &
Policy: Policies & Instruments.
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Appendix A to BC Notice 2007/04

Consequential amendments related to
proposed National Instrument 31-103Registration Requirements

» Securities Rulesections 1, 2 and 3, Part 5, Part 6, section 92, Part 12

* BC Instrument 31-508xchange Contracts Dealers Trading in Commodity Pool
Certificates

* BC Policy 31-601Registration Requirements

* BC Interpretive Note 31-70Advising Under the Securities Act

* BC Interpretive Note 31-70®/eb Posted Notice Confirming Registration

* BC Form 31-901Fpplication for Registration as a Dealer, Adviser, or
Underwriter

* BC Instrument 32-50Exemption from Suitability Requirements

« BC Instrument 32-50Registration Exemption for Salespersons Corporafions

* BC Instrument 32-50Registrant Disclosure of Conflicts of Interest

* BC Instrument 32-50&xemption for Mutual Fund Dealers to Sell Securities of
Certain Employee Venture Capital Corporations and Venture Capital
Corporations

* BC Instrument 33-50Registration Requirements for Members of the Investment
Fund Dealers Association of Canada

* BC Instrument 33-50&Exemption from section 80(2) of the Securities Rules
Confirmation and Reporting of Transactions

* BC Instrument 33-50&xemptions from Cold Calling Restrictions for Registered
Dealers

* BC Instrument 33-508xemption from Sections 16 and 73 of the Securities Rules
— Registrant Ownership

* BC Instrument 33-518xemption from Financial Statement, Capital and Bonding
Requirements for MFDA Members

* BC Instrument 33-51&xemption from Capital, Bonding an Financial Reporting
Requirements for Certain Portfolio Managers and Investment Counsel

* BC Instrument 33-51&xemption from Financial Statement, Capital and Bonding
Requirements for IDA Members

* BC Interpretive Note 33-70Irading by Limited Dealers under Prospectus and
Registration Exemptions

» BC Interpretive Note 33-70Rowers of Attorney and Trading Authorities

* BC Interpretive Not&3-702 Dealers and their Salespersons

* BC Form 33-902Boint Regulatory Financial Questionnaire and Report

* BC Form 33-903Report of Risk Adjusted Capital

* BC Form 33-904FSubordination Agreement

® This publication does not include any rules or guidanceatespersons corporations, but the CSA's
Registration Reform Working Group hopes to have a progosategulating these entities before the
second publication of the national rule.
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BC Form 33-905Report of Working Capital

BC Form 33-906Ftatement of Financial Condition (Audited)

BC Form 33-907Fonflict of Interest and Rules Statement

BC Form 33-908Fstatement and Undertaking

BC Form 34-901FSummons for Examination Under s. 38(c)

BC Instrument 35-50Remote Exchange Trades on Canadian Venture Exchange
BC Form 35-901FAdditional Information from Out-of-Province Registrants

BC Instrument 45-504rades to Trust Companies, Insurers and Portfolio
Managers Outside BC

BC Instrument 45-510rades in Self-Directed Registered Educational Savings
Plans

BC Instrument 45-51Trades of Government Warrants

BC Instrument 45-51Real Estate Securities

BC Instrument 45-51Resale Relief for Eligible Real Estate Securities

BC Instrument 45-517he Employee Investment Act

BC Instrument 72-50Bistribution of Securities Outside BC

BC Instrument 72-50Bistribution of Eurobonds

BC Instrument 91-500Dver-the-Counter Derivatives

BC Instrument 91-508hort Term Foreign Exchange Transactions

BC Instrument 91-508ontracts Providing for Physical Delivery of Commodities
BC Instrument 91-50Government Strip Bonds
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