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INTRODUCTION

The Canadian Securities Administrators (@A or we) are seeking comment on
proposed National Instrument 31-1R8gistration RequiremenftheRule) and proposed
Companion Policy 31-10Begistration Requiremenfthe Companion Policy). The Rule
introduces harmonized registration requirements actb€SA jurisdictions. The
Companion Policy provides guidance on how the CSA wilrmtet or apply the Rule
and related securities legislation.

This Notice, the Rule and accompanying materials seek contmgmbposed changes to
securities laws including matters that are now dealt initheSecurities Ac{Ontario)

and changes to the Act that may be proposed by the @&ecurities Commission
(OSC). At this time, the Ontario government has noexeed these legislative proposals
and has made no decision to proceed with them. Accdydihg legislative proposals
are subject to change as a result of the consultatamess and as a result of review by
the government. They will only become law if they passed by the Legislative
Assembly of Ontario.

The Rule would be implemented as:

e arule in each of Alberta, British Columbia, Manitobewfoundland and Labrador,
Nova Scotia, New Brunswick, Ontario and Prince Edwaradhdksla

e aregulation in each of Québec, the Northwest Terespfunavut and the Yukon
Territory

e acommission regulation in Saskatchewan.

The text of the Rule and Companion Poligll be available on websites of CSA
members, including:

www.albertasecurities.com

www.bcsc.bc.ca

WWW.QOV.NS.ca/nssc

www.lautorite.gc.ca

www.nbsc-cvmnb.ca

WWW.0SC.gov.on.ca

www.sfsc.gov.sk.ca

National and multilateral CSA instruments and locglitations and rules governing
registration and registrants will be repealed or amgadenecessary. Appendix A sets
out some of the CSA instruments which we will be pramgpbe amended or repealed in
consequence of the Rule.

1 Some jurisdictions may also be publishing a table wfaaance on their website mapping the current
registration requirements to the proposed registration reoeires.


http://www.albertasecurities.com/
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We are also seeking comment on proposed amendmerasnio3B-109F1 Notice of
Termination and Form 33-109F4 Application for registratibmdividuals and permitted
individuals and on a new proposed form, Form 33-109F6 Applicé&bioregistration as a
dealer, adviser or investment fund manager for secuaitidr derivatives (collectively
theForms). The Forms will also be available on the websiteGSA members as
mentioned above.

We are publishing the Rule, the Companion Policy and the$-@r comment for
120 days. The comment period will expire on June 20, 2007.

We invite comment on these materials generally. In additignwe have asked a
number of questions in shaded boxes throughout this Notider your specific
consideration.

BACKGROUND

The CSA Registration Reform Project

The Rule is one phase of the CSA Registration Referoject (thd’roject), to

harmonize, streamline and modernize the registratiomeegcross Canada. The

Project’s objective is to create a flexible and admiaistely efficient regime with

reduced regulatory burden. In addition to the developmentnapiementation of the

Rule, the Project has three other phases:

* the National Registration SysteidRS) (implemented in April, 2005)

* the implementation of core client relationship prinegpthrough self-regulatory
organization by-laws (to be published for comment in 2007)

* amendments to the National Registration Databd&D| instruments to create
efficiencies (to be implemented early in 2007).

Industry consultations

Throughout the development of the Rule, the CSA haugl# to keep stakeholders
informed about the issues being considered and proposalsdexgigped. The Project
has a dedicated webgiten which information relating to the Project was published
including two papers on the proposal for registration nefdndustry consultations were
held in British Columbia, Alberta, Ontario and Québé&w®arious times over the past two
years to seek feedback on the issues being consideredopadgis being developed.
The CSA would like to thank all those who participatethaconsultations. This
participation was extremely helpful in the developn@ithe Rule.

2 Please see www.rrp-info.ca. The proposal papers puthlshéhe website discuss in greater detail the
policy basis for the proposals set out in the Rule.



Business trigger for registration

An integral part of the registration regime is theisegtion trigger’® In all jurisdictions,
except Québec (which already has a “business triggeddaling in securities), the
current registration trigger is a “trade trigdefr dealing in securities but a “business
trigger™ for advising in securities.

We propose that all CSA jurisdictions extend the busim&gget to both of:
» dealing in securities, and
» advising in securities.

The result is that anyone who is “in the businessire or more of these activities must
register. We also propose to extend the requiremerd tedistered to those who manage
investment funds.

We propose that the following factors be considered vassassing whether an activity

is conducted as a business:

» undertaking the activity, directly or indirectly, witbpetition, regularity, or
continuity

* being, or expecting to be, remunerated or otherwise conteen®a undertaking the
activity

» soliciting, directly or indirectly, others in connexst with the activity

* acting as an intermediary, or otherwise inducing relidaycethers on the person or
company, in connection with the activity

* producing, intending to produce, or being capable of producingt profi

* holding oneself out, directly or indirectly, as beinghe business of the activity.

We intend to monitor experience with the business trifmea period of time (1-2 years)
and then assess whether we should weight the criteria

The business trigger is not intended to capture individulatsave buying and selling
securities for their own account and who do not hawectisiccess to a marketplace
(excluding those who have dealer-sponsored access).

The objective of the business trigger proposal is to ingtbg registration process. We
propose a business trigger regime because we think it isesienm more flexible than
the trade trigger regime. It will simplify the statutoggistration exemptions by

3 The registration trigger identifies the activitibattrequire registration.
4 For example, paragraph 25(1)(a) of 8exurities Ac{Ontario) provides:
No person or company shall trade in a security ... utilesperson or company is registered as a dealer

5 For example, paragraph 25(1)(c) of 8exurities ActOntario) provides:

No person or company shall act as an adviser unlegethen or company is registered as an adviser ...
and subsection 1(1) of tt&ecurities Ac{Ontario) defines “adviser” as:

“... aperson or company engaging in or holding himself gtfens itself out as engaging the business

of advising others as to the investing in or the buymsgtling of securities” [emphasis added]



eliminating, for example, the need for statutory exeomstibased on occasional trades
and reduce the need for exemptive relief applicationgdmsactions such as business
reorganization§.Changing to a business trigger for dealing in securitiesagitl bring
our registration requirement in line with the requiremarother countries with modern
securities legislatioh.

Implementation of the business trigger for the registration of dealers

Each CSA jurisdiction currently sets out the regigiratrigger in its Securities Act.
Most of the CSA jurisdictions propose to implementlibsiness trigger for dealers
through legislative amendments. British Columbia arahitbba intend to implement the
business trigger through an exemption from the existimtptiagger requiremefit.

In addition to the implementation of the businesgyer, legislative amendments or rules
are needed to implement aspects of the Rule which evillisfcussed in more detail under
the summary of the key features of the Rule. Othemaiments or rules being
recommended by most of the CSA jurisdictions include:
* amendments to detailed registration provisions in tisletion which relate to
provisions included in the Rule
* new provisions to require registration of investment forahagers and key
compliance/supervisory positions in all categories of fiegistration, namely the
ultimate designated person and chief compliance officer
* a harmonized requirement for registrants to deal fadypestly and in good faith
with their clients and in their clients’ best intst®
* new (or amended) rule-making heads of authority to altoplementation of the
Rule.

OVERVIEW OF THE REGISTRATION REGIME

Proposed legislative amendments, the Rule, the Comp&ailicy, changes to NRD and
consequential amendments to some national and lotalnmsnts and repeals of other
instruments all work together to create a comprehenshense for highly harmonized
registration requirements across all CSA jurisdiction

Legislation

The legislation continues to set out the core elenrttse registration regime. These

include:

* the requirement for firms and individuals to be registérednducting activity
requiring registration

6 Currently, applications for registration relief afeen made because a trade does not fit completely
within a statutory exemption. Relief is generally grantetth@se cases since they do not cause regulatory
concerns.

7 The United States, the United Kingdom, Australia, Hongdkand Singapore all use a business trigger.
8 British Columbia, for instance, is proposing to adopéwa registration exemption that would exempt
persons that are not in the business of dealing in sesurom the requirement to be registered to trade.



« the ability of the securities regulatory authority ayufator, as applicabféto impose
terms and conditions on a registrant

» the surrender of a registration

» the ability of the securities regulatory authority a thgulator to revoke or suspend a
registration.

Rule

The Rule sets out principles and prescriptive requirésressociated with the core
elements in the legislation. For example, the Ralgains the fit and proper
requirements that must be met by an individual seekingtraion, the conduct
requirements that a registered firm and individual mustt imethe course of carrying on
activities requiring registration and exemptions fromréguirement to be registered.

Companion Policy
The Companion Policy sets out the CSA’s interpretabibthe registration requirements
and expectations on how registrants will comply witksthrequirements.

Related instruments

Many registration requirements currently found in nati@nd local instruments have
been moved into the Rule. As a result, many of tiregeuments will be repealed. Other
instruments will need to be amended to reflect the pal@anges proposed by the Rule.

Ongoing harmonization

The CSA are very committed to the ongoing harmonizatigdheoregistration
requirements. We will establish a process to ensurastensy in decision making
across the CSA jurisdictions. We are also committetléamngoing harmonization of
CSA requirements with the requirements of self-regujabrganizations§R0O) where
appropriate.

SUBSTANCE AND PURPOSE OF THE RULE

The purpose of the Rule is to harmonize, streamlinen@utkernize the registration
regime across the CSA jurisdictions. The registrateqjuirements provide protection to
investors from unfair, improper or fraudulent practices,tardeby enhance capital
market integrity.

When we reviewed current legislative requirements andidered modifying or adding

requirements, we:

* looked at the nature and scope of the market problemskar ri

» considered whether regulatory intervention is needetinhinate or minimize the
market problems or risks

» considered what regulatory solutions might best addresséinket problems or risks

9 The ability to impose terms and conditions on a tegisis at the Commission level in some
jurisdictions and at the Director level in other gulictions.



attempted to reduce regulatory burden and increase reguldioigrely where
possible.

The proposed registration regime being implemented thrdwgRle and the related
consequential amendments include a number of signifitemges, including:

the introduction of a business trigger for dealer redisttgQuébec’s legislation
includes this concept currently)

investment fund manager registration

registration of an ultimate designated person and & ahmepliance officer

the introduction of an exempt market dealer registrataagory and the elimination
of registration exemptions for capital-raising and safeisiges™®

The Rule itself:

consolidates and harmonizes in a single nationalum&nt, requirements and
restrictions governing registration and registrantséhat in various acts,
regulations, rules, notices and administrative prastacross all the CSA
jurisdictions

modernizes many registration requirements

streamlines and harmonizes registration categories

consolidates exemptions from the dealer and advisetnags requirement that are
currently contained in various statutes, regulationssramel discretionary orders.

SUMMARY OF THE KEY FEATURES OF THE RULE

Part 1: Definitions and Interpretation
Part 1 of the Rule identifies terms that are defineghtmposes of the Rule.

Part 2: Categories of Registration and Permitted Activities

Part 2 of the Rule identifies the categories of registndor firms and individuals. This
part also sets out, by way of exemptions, the advisingiteées that a dealer may carry on
and the dealing activities an adviser may carry on.

Harmonized and streamlined categories

We have harmonized the firm and individual categoriessacall the CSA jurisdictions.
A few new categories have been added but overall théewuai categories has been
significantly reduced. This simplifies the applicationgass for registration in multiple
jurisdictions and reduces regulatory burden.

Registration in more than one category

Firms carrying on more than one type of activity regginegistration will generally be
required to obtain registration in each of the applieabkegories® It is our intention to
make multiple registrations as administratively e#fitias possible for registrants. A firm

10 This is a change in all CSA jurisdictions except Onitami Newfoundland and Labrador.
11 Currently, some CSA jurisdictions do not have angdiregistered in multiple categories.



that is registered in more than one category wildi® comply with the requirements of
all the categories in which it is registered. Howegapital and insurance requirements
are not cumulative for a firm holding multiple regisivas: for these requirements, the
most stringent would apply.

New firm categories

Exempt market dealés a new category of registration for all jurisdictidhgxempt
market dealers will be restricted to dealing in prospectaspk securities and with
persons to whom prospectus-exempt distributions can be fHadesimilar to the
existing limited market dealer category in Ontario and/ifdandland and Labrador
except that the category of registration will nowsbédject to additional fit and proper
and conduct requirements.

Question #1: What issues or concerns, if any, would yourHave with the proposed fit
and proper and conduct requirements for exempt market deBlees explain and
provide examples where appropriate.

In Ontario and Newfoundland and Labrador, the majoffityrims registered as limited
market dealers will become exempt market deafefhiere are however some firms
currently registered as limited market dealers which ¢@enader a business model that
staff does not believe constitutes carrying on the busioiedealing in securities and
would therefore no longer require registration. Fomgxa, we would not consider a
firm that provides merger and acquisition advisory sentizc@scompany but does not
participate in the distribution of securities to behia business of dealing in securities.

British Columbia is considering not adopting this catgly because it is concerned that
requiring registration of persons who are in the bussireé dealing in the exempt market
will have a negative impact on the province’s ventupatabraising business. British
Columbia is also not convinced that there is a marlailem in this area in British
Columbia that is addressed by the registration requineme

12 We propose to repeal registration exemptions for capitiftg transactions and the sale of certain
securities, referred to in some jurisdictions as “safurities”, currently in NI 45-10Brospectus and
Registration Exemptioria conjunction with the move to a business trigger hedtoposed exempt
market dealer category. Under a business trigger, perscompanies that are not in the business of
dealing in securities will be able to do capital-raigiragsactions without being registered as a dealer or
involving a registrant, subject to prospectus requirements.

13 Exempt market dealers will be able to deal in prospecal#igd securities as well when dealing with
persons to whom prospectus-exempt distributions can be snaldes accredited investors.

14 Transition provisions are being worked on as weNRB mapping requirements in order to make the
transition from the current categories to the newgmates as efficient as possible.

15 The British Columbia Securities Commission, in takingpbistion, has relied on comments from
stakeholders and internal research on its exempt market.



Question #2: The British Columbia Securities Commissieeks comments on the
relative costs and benefits in British Columbia ofmh@nizing with the other CSA
jurisdictions to create an exempt market dealer catematyn doing so, eliminating the
registration exemptions for capital-raising transactams the sale of those securities,
referred to in some jurisdictions as “safe securitieg” government guaranteed debt).

Restricted deales a new category of registration for all jurisdictso This category is
intended to accommodate limited dealing activities that ddafiotithin the other firm
categories® The restrictions and requirements, including fit armppr requirements on
initial application for registration, that apply to @gon registered in the category will
depend on the activity being carried on and will be setroigrms and conditions
attached to the registration. We propose to monitousieeof this category to see if
business structures develop which warrant the creatiartygle of restricted dealer
through a rule rather than reliance on terms and conditi

Restricted portfolio managés a new category of registration for all jurisdicts. A
restricted portfolio manager is restricted to advisingrstieth respect to specified
securities, types or classes of securities or spedaiftrastries. This new approach will
better accommodate advisers with specialties who do mettha proficiency required
for portfolio manager registration or who do not reqéuiéportfolio manager
registration.

This category is being proposed because regulators recogaireteasing role that
specialized advice has in today’s securities industry aaidhk regulatory risks
associated with expert advice can be adequately addréssadt registration with
tailored terms and conditions. The restrictions andirements that apply to a person
registered in this category will depend on the advising &gtdaing carried on and will
be in terms and conditions applied to the restricted@mrtinanager’s registration. A
restricted portfolio manager will be permitted to prouigcretionary management for
its clients for those securities in which it is petedtto advise pursuant to the terms and
conditions on its registration.

Investment fund manages a new category of registration for all jurisdbets. This
registration requirement applies to managers of all tnvest funds (e.g. domestic,
foreign, reporting issuers and non-reporting issuers) otiaerprivate investment clubs.
A fund manager will register in the CSA jurisdictionwhich the fund is located.

Risks that have been identified which are particuldund managers include:

* incorrect or untimely calculation of net asset value

* incorrect or untimely preparation of financial statememds reports

* incorrect or untimely provisions of transfer agency ooredkeeping services
» conflicts of interest between the fund manager aadrestors.

16 For example, a real estate securities dealer iniBGtidumbia would become a restricted dealer.



The registration of fund managers will:

» allow regulators to directly regulate fund managers atstd imposing registration
type requirements on mutual fund issuers

* impose requirements to ensure that fund managers haxesth@&ces to adequately
carry out their functions, or to adequately supervise thetifons if they are
outsourced, to provide proper services to security holdezgampliance with all
applicable legal requirements

» provide a framework for avoiding and managing conflicts.

Question #3: Registration for managers of all typesw#stment funds (other than

private investment clubs) is proposed. Are there masagfdunds for which the risks
identified are adequately addressed in some other way araldte registration as a fund
manager may not be necessary? If so, please dedwikéuation.

New individual categories

Ultimate Designated Person and Chief Compliance Qffice

We propose two new individual categories of registratrafl types of registered firms:
()  the Ultimate Designated Persds}P)
(i)  the Chief Compliance OfficedCO).

The UDPmust be the senior officer in charge of the activitthe firm requiring
registration, such as the chief executive officer osidemnt (or the functional equivalent
of these positions), and will be responsible for enguttiat policies and procedures for
the discharge of the registrant’s obligations under gesutegislation are developed and
implemented. The CC@ill be responsible for the day-to-day monitoring & th
registrant’s adherence to its compliance policies aodealures. The UDP and the CCO
may be the same person or different people depending sizéhand structure of the
firm. Proficiency requirements are prescribed for tiOC

The registration of these individuals is a new requénetnm all jurisdictions though it is
similar to designation requirements that the Investriealers Association of Canada
(IDA), the Ontario Securities Commissidd§C), and the Autorité des marches
financiers AMF) currently impose on certain registrahts.

The purpose of registering these individuals is to:

* promote a firm-wide culture of compliance

» give the regulators tools to deal directly (rathentimalirectly through the firm) with
individuals who are not fit and proper for their responisild or who cease to be fit
and proper, such as by imposing terms and conditions andivédual’s registration
or revoking a registration

* ensure that persons performing compliance functions th@vesquisite proficiencies.

17 The new provisions in Québec securities legislatiemat yet in force.

10



Question #4: Registration of the UDP and CCO is propdsetkell, we propose that th
UDP be the senior officer in charge of the activitiriea on by a firm that requires the
firm to register. What issues or concerns, if anyugour firm have with these

registration requirements? Do you think the registratiothe UDP and CCO contributes
to or detracts from a firm wide culture of complianéd€ase explain.

[4%

Associate Advising Representative

The individual registration category for an assocateising representative for a
portfolio manager which currently exists in some CSAspligtions is proposed for all
jurisdictions. This category is primarily an apprentiagegory for individuals who are
seeking full adviser registration but do not meet the éxpese or education
requirements. It will also accommodate individuals wiawk for a portfolio manager
and are in charge of client relationships but who do ndoe portfolio management
for clients.

Question #5: The Rule proposes an associate advising nefatese category for
portfolio managers but not for restricted portfolio mamadpecause the restricted
portfolio manager category is intended for individualte have expertise in a specific
industry. Is the concept of an associate advising représentzeful in the context of a
restricted portfolio manager? If so, why?

Reduction in number of non-registered individuals

A consequential amendment that we intend to proposernnection with the Rule is to
change the definition of “non-registered individuafsh Multilateral Instrument 33-109
Registration Informatiooy narrowing it so it applies only to senior executives @hief
executive officer, chief financial officer, chief operatiofficer and persons performing
the functional equivalent to these positions) and dirsdi.e. mind and management of
the firm). This will significantly reduce the numberfiihgs by non-registered
individuals since filings will no longer be required by indivals who have officer titles
but do not form part of the mind and management of a firm.

Question #6: We discussed but have not proposed registodts@nior executives and
directors (i.e. the mind and management) of a firm.is®egion would assist the
regulators in being able to deal directly with this groupedple rather than indirectly
through the firm. Please provide us with comments ornt whsitions in a firm should be
considered part of the mind and management and what sisaescerns you or your
firm would have with registration of individuals inae positions.

18 There is a proposal to change the term “non-regisitededdual” to “permitted individual” which is in
the process of being approved by the CSA and may comimtoduring the comment period on the
Rule.

11



Categories not being continued

We have eliminated the security isseategory. We expect that many firms currently
registered a security issuer would not be caught by thedssstrigger. If, however, an
issuer is in the business of dealing in securities, thgistration as a dealer, such as an
investment dealer or an exempt market dealer, will beinestju

We have eliminated the securities advisategory. We do not intend to register persons
who only provide generic advice (i.e. advice that is natotkrd to a particular investor).
We believe that the regulatory risks associated witlyiviag of generic advice are
better dealt with through anti-fraud provisions and discl®sequirements regarding
conflicts of interest and are considering whether amentsne existing requirements or
new requirements are needed.

We have eliminated the investment coumsegégory. Almost all advisers are currently
registered as portfolio managers. Advisers will eitleeportfolio managers or restricted
portfolio managers. Both categories of adviser wilpbemitted, but not required, to
provide discretionary advice.

The category of international dealer@mtario and Newfoundland and Labrador and the
category of international adviser Ontario have been eliminated. Under the Rule,
persons who currently fall into these categories witldmee exempt from registration in
all CSA jurisdictions, subject to conditions that getlg mirror the conditions currently
imposed on these categories. The move to an exemptiarsitiesd the protections
offered by registration no longer extend to clientswdrnational dealers and
international advisers. Consequently, the types ehtdithat they are permitted to have
under the Rule has been narrowed somewhat from thositteel under the current
registration categories. While not all CSA jurisdicBaurrently have an international
dealer or international adviser category, some jwigdis have granted discretionary
relief to international dealers and international a€rg on terms and conditions similar to
but not identical to the exemptions proposed in the Rule.

Existing categories that have not been used or rarelyussehwill be deleted — for
example the financial intermediary dealer and forelgaler categories in Ontario, the
investment contract brokerage category in Québec arektienge contracts dealer
category in British Columbid and Alberta.

We have also renamed some of the existing categoriegxBmple, limited market
dealers in Ontario and Newfoundland and Labrador will becexempt market dealers.
Transition issues are discussed later on in this Notice.

19 In British Columbia and Alberta it is expected that infthiere, exchange contract dealers will operate
as investment dealers and become members of thetiimeet Dealers Association of Canada.

12



Permitted advising activities for dealers

The Rule contains an exemption from the adviser registr requirement for a registered
dealer who provides non-discretionary advice which isssrg to support its dealing
activities. This exemption recognizes that dealing in seesmecessarily involves an
aspect of advising which is not incidental to, but parthe,business of dealing. This is a
change from the current exemption in most jurisdictishich refers to advising
activities that are incidental to a dealer’s primary bess.

We will maintain the current exemption for IDA membe#so give discretionary advice
to fully-managed accounts in accordance with IDA by-1&ws.

Permitted dealing activities for advisers

The Rule includes an exemption from the dealer regjstraequirement for a registered
adviser who deals in units of its in-house pooled funds batta fidefully-managed
accounts managed by the adviser as part of its portf@imagement for those accounts.
We have included an anti-avoidance provision which, togettibrthe referral
arrangement restrictions in Part 6 of the Rule, tisnded to clarify the limited
circumstances in which the exemption is available. Thegactus requirements applying
to the distribution of the units have not been chariged.

Question #7: The proposed exemption applies to advisersnalactvely advising and
managing their clients’ fully-managed accounts. The exiempias not been extended to
advisers dealing in securities of their own pooled funds thitll parties. If there are
circumstances in which you think it would be appropriatexterel the exemption to
third parties please describe.

Part 3: SRO Membership

As today in most CSA jurisdictions, the Rule requireggtment dealers to be members
of the IDA and mutual fund dealers to be members of theu Fund Dealers
Association of CanadaMFDA) or, in Québec, a member of a self-regulatory
organization that is recognized for the purpose of reguglatiutual fund dealers.

Certain requirements in the Rule (e.g. proficiency sldency requirements) will not
apply to members of SROs and their registered individéagquirements for these areas
will be prescribed by the applicable SRO.

20 Mutual Fund Dealers Association of Canada rules milyrprohibit discretionary managed accounts but
the MFDA is considering proposing rule amendmentsltavaduch accounts subject to conditions in which
case amendments to the Rule to provide an exemptiondiatbers of the MFDA similar to that proposed
for IDA members would be considered.

21 In Ontario, advisers are reminded that the prospectugpranfor distributions to accredited investors
in sec. 2.3 of NI 45-106 does not apply to a portfolio agen acting for a fully managed account in the
purchase of a security of an investment fund as a rdsudiragraph (q) of the definition of “accredited
investor” in sec. 1.1 of NI 45-106.

13



Part 4: Fit and Proper Requirements

Fit and proper requirements are designed to ensure thbildyitaf individuals or firms

for registration. The cornerstones of the regigirafit and proper requirements are:

» proficiency — only qualified persons can deal in securiidgise, or manage
investment funds

* integrity — registrants are subject to business conductantksre held accountable
for their securities related activities

* solvency - registered firms must be financially viable.

Division 1 — Proficiency

We have harmonized proficiency requirements for indivelvadistered with firms that
are not SRO members. We have also modernized proficieqayements by moving
from course-based to exam-based requirements wherevdsl@o®#e recognize that
many individuals have already completed college or untyecsurses that prepare them
for industry exams. Requiring further coursework is an urssecg regulatory burden.

As mentioned above, proficiency requirements for SR@azs will be set out in SRO
by-laws?? This will permit flexible and timely responses tawngroficiency needs as
industry develops new products.

The currency of exams for proficiency requirementshegsh modified. The general
requirement is that the required exam must be completach 36 months of the date of
applying for registration. If the exam was completed ntioa@ 36 months before
applying for registration the exam will be current if thdividual was registered or had
relevant experience for 12 months during the 36 monthsdineceegistration. We also
recognize that individuals can gain relevant experieme@rious ways. Consequently,
we have not prescribed what constitutes relevant expegi Instead, we have provided
guidance on what we consider to be relevant experiaritbe Companion Policy.

Advisers will have two options to choose from to méetgroficiency requirements. One
option is the CFA Charter which, in our experiencehésproficiency most often
acquired by portfolio managers who act for institutiosigints. The other option is the
Canadian Investment Management designation plus f@us ye relevant investment
management experience. This proficiency is, in our expee, the one most often
acquired by portfolio managers who act for retail cBent

Division 2: Solvency Requirements

We regulate a firm’s solvency by imposing capital and gsce requirements. The
requirement to maintain a minimum level of capitalne of the tools that a regulator
uses to monitor its market participants. The capitahida, as a regulatory tool, enables
the regulator to achieve the following objectives:

22 The MFDA will be responsible for setting the praiccy requirements for individuals carrying on
activity requiring registration for its members but thgistration of those individuals will continue to be
done by the securities regulatory authority or regulasapplicable, in each jurisdiction.
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» provide protection against insolvency due to liabilities edoegthe realizable value
of assets

» provide protection to client assets and minimize disrugtioclients

* ensure liquidity of a firm

» allow the regulators sufficient time to intervene talfeate an orderly wind down, if
necessary

* serve as a signal to the regulator that the marketjpamit may have potential
problems

* help in the assessment of the integrity of marketqpants and their fithess for
registration.

The primary objective of an insurance requirement @atect against the loss of
property with a view to:

* protecting clients’ assets

* protecting the firm’s own assets.

Capital requirements

The Rule contains harmonized minimum capital requirésien non-SRO registered
firms,?? including exempt market dealers and investment fund man#&ggistered firms
with multiple registrations will need to be aware o requirements for each category of
registration they have. The capital requirement® lmen modernized and reflect a more
risk-based approach which is consistent with the apprtad&eim by SROs. It is also an
approach which, we believe, better reflects the iisikerent in current business models
and the differences in internal controls across teggsd firms.

Other key changes to the proposed capital requiremeitsie:

* anincrease in minimum capital requirement for most-8RO registered firms (but
generally no change for portfolio managers that holshchssets)

* anincrease in the frequency of filings for most norf®3Rgistered firms

* an enhanced capital calculation formula to bettéecethe business model of a firm.

In addition, firms must prepare capital calculations amahtial statement filings on an
unconsolidated basis.

Insurance

The Rule sets out modernized insurance requirement®fmBRO registered firms. For
some advisers there will be no change in the requiressmisurance requirements for
SRO members are set out in the SRO by-laws. The hethcalculating insurance has
changed and is now based on a formula and not a flatigtm

23 Capital requirements for SRO members will be set &GRO.
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Question #8: The Rulequires dealers, advisers and fund managers to have kihanci
Institution Bonds. In cases where the owners ofithedlso carry out the operations and
registerable activity of the firm, usually in smathfis, are these bonds prohibitively
costly to obtain and will the bonds provide coveragbaftare obtained in these
situations?

Division 3: Financial Records
The Rule harmonizes and modernizes the current requitefiegmon-SRO registered
firms to appoint an auditor and deliver financial informatim a periodic basis.

Part 5: Conduct Rules
Part 5 consists of eight divisions dealing with the condbtiatregistrant.

Division 1: Account opening and know-your-client

This division consolidates existing requirements applicadbtgening an account for a
client (other than account opening documentation, whidis@issed in Division 2) and
assessing suitability for a client. It also contain®gpress requirement that a registrant
must take reasonable steps to ensure that a proposedseuocisale is suitable for the
client with reference to the client’s circumstances.

Question #9: We propose that some requirements of Divisiaot apply to clients that
are accredited investors as defined in NI 45-Rf§spectus and Registration Exemptions
Is it appropriate to exclude this group, or any other grougiesfts from the account
opening requirements?

Division 2: Relationship Disclosure

The SROs are currently drafting rules to implementtiaant relationship principles with
respect to account opening documentation. The Rule walbg® similar requirements for
accounts that non-SRO registered firms open for cliethsr than accredited investors.

Question #10 What issues or concerns, if any, would yourHave with the proposed
relationship disclosure requirements? Is this type of remént appropriate for some o
all types of accredited investors? If so, what inforaratvould be useful to have in the
relationship disclosure document?

=

Division 3: Client Assets

This section sets out and harmonizes safekeeping andjaggreof funds requirements
(currently in the securities legislation in some jdigsions). This division also introduces
a prohibition on non-SRO registered firms providing matginlients. Providing margin
is prohibited to this group of registered firms due to the natitiee businesses carried
on by non-SRO firms. The proposed capital and insuramgereenents for non-SRO
firms do not take into account the risks associated pvibhriding margin.
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Division 4: Record Keeping

Currently, most jurisdictions prescribe the specifiords that registrants must keep.
We have replaced prescriptive lists with a general olaigdor registrants to maintain
an effective record-keeping system. This approach recagtiiaé records that are
relevant for one firm may not be relevant for anotfitne Companion Policy includes
guidance on the sorts of records a firm must maintain.

The Rule requires that registered firms keep their o=cora durable and intelligible
form, capable of being easily accessed and printed. Thigeegent accommodates both
new recordkeeping technologies and a regulator’s need éssacecords.

Division 5: Account activity reporting

Confirmations

The Rule harmonizes and moderniZeke current requirements found in securities
legislation for registered dealers to send confirmatairigades to clients. The Rule
recognizes that often client orders are filled througitipie trades and on multiple
marketplaces and therefore permits aggregated informati@aconfirmation.

The Rule introduces in all CSA jurisdictions the disale option set out in subsections
71.1(6) and (7) of Alberta Securities Commission Ruleglfents trading in securities of
mutual funds, scholarship plans, educational plans and echedatiosts under automatic
payment plans, automatic withdrawal plans or contragtiaals. These sections give
registered dealers the option of providing clients wiglei-annual summary of trades
following the initial issuance of a trade confirmation.

Question #11: Is the prescribed content for a confirmatie appropriate type of
information?

Streamlined Statements of Account and Portfolio

We have modified the requirement for registered dealegortfolio managers to issue
statements of account or portfolio to clients at sptifimes. Firms may aggregate
information and reduce the frequency of delivery providedrtteemation is available to
the customer upon request and without additional charge.

Division 6: Compliance

Principle-based compliance regime

Compliance is a firm-wide responsibility. We have sougheinforce firm-wide
responsibility by setting out a general compliance obbgaiti the Rule. Registered firms
must establish and enforce a system of controls and suparthsit ensures the firm’'s
compliance with all applicable requirements of seasitegislation. These are not new
requirements. However, the Rule adopts a principleebapproach to these requirements

24 \We've attempted to capture in the Rule some of the tmtaey relief relating to confirmations that has
been granted in some CSA jurisdictions.
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because experience suggests that this is a better wegaimmodate the diversity in size
and scope of our industry participants.

Registration of UDP and CCO

As discussed above, the Rule introduces the UDP/CC®@rmsy3sYhile the UDP and CCO
are responsible for carrying out specific activities, tlues not mean that they are the
only members of a firm that are responsible for compé&aiihe Rule requires a
registered firm to give the UDP and CCO direct acoe$ld board of directors of the
firm or the partnership at such times as either of thexy independently deem
necessary. Compliance is the responsibility of evezyora firm.

Branch managers

Consistent with the move away from prescriptive coamge requirements, we have
removed prescribed requirements relating to branch officdranch managers from
the Rule. Firms must consider their branch superviggaoirements as part of the
principle-based requirement to have an adequate supervisi@msyhich effectively
achieves compliance with regulatory requirements. InaddiSRO members will
continue to be subject to applicable requirements of the®, $Rluding those relating to
branch offices and branch managers.

Division 7: Complaint Handling

The Rule contains a requirement that registered fimmpdeiment policies and procedures
to address client complaints. This is a new requiremembst CSA jurisdictions. This
requirement is in response to comments received froesiors about the need for
responsive complaint handling processes. A firm’s pedi@nd procedures must provide
for the recording and investigation of complaints andtie resolution of disputes
concerning the firm’s products or services. The Rule alstains a complaint reporting
requirement that will provide securities regulatory autleswith important information
for assessing market conduct practices, compliance by &mwell as their risk profile
for supervision purposes. We have included guidance in the Gaonpolicy about
what constitutes a satisfactory complaints handlirsgesy. This guidance is based on the
existing regime in Québec.

We have included a general obligation on a firm to effettiand fairly deal with
complaints. This obligation is supported by a requirentfaitd non-SRO firm
participate in a dispute resolution serdfoehich is similar to the requirements of the
SROs.

Division 8: Non-resident registrants

Division 8 only applies to non-resident registrants. Weshramoved Canadian
incorporation requirements. The conditions of regigtnathat apply to resident
registrants also apply to non-resident registrantsveer, there are additional
requirements in the Rule applicable to non-residerites@ requirements incorporate

25 In Québec, the AMF acts as a dispute resolution servic
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portions of OSC Rule 35-50%0on-Resident Adviseend terms and conditions currently
imposed by some CSA jurisdictions on the registratiomon-resident registrants.

Part 6: Conflicts

Consolidation and modernization of conflict of interest provisions

Under current securities legislation, conflict of iet&rprovisions are scattered
throughout statutes, regulations and rules. The Rulsatidates, harmonizes and
modernizes conflicts provisions across all CSA jurisdicgio

The Rule sets out an over-arching principle that teggd firms must identify and deal
with all conflicts. There are prescriptive requiremdatshose conflicts that we believe
must be dealt with in a particular manner (i.e. avoidancdisclosure). This is a new
approach for all CSA jurisdictions.

Question #12: The Rule requires a registered firm to ifiyesutid deal with all conflicts.
Would a materiality concept be appropriate within the regoueént or should that be dea
with at the firm level within the firm's policies?

t

We provide guidance in the Companion Policy about howtragis may satisfy the
over-arching principle and the tools (e.g. structural meshasidisclosure and
avoidance) that may be useful to deal with conflictst&rest.

Adviser fees no longer restricted

CSA jurisdictions currently prohibit an adviser from diag transaction-based fees. We
believe this prohibition was originally intended to prevextessive transactions being
done within a client’'s account to generate fees. Cangistith most foreign

jurisdictions, we propose to remove the prohibition whidhmean that advisers will be
free to decide how they want to charge their cliehit® risk that the original prohibition
was intended to address will now be addressed through expasdiedute of conflict of
interest requirements in the Rule and the relationsbgdodure requirements. For
example, advisers will be able to move to a transadiased fee structure (and be on
equal footing with dealers), but their clients must recdigelosure about the basis upon
which advisers are charging fees.

The Rule also modernizes and streamlines the existingsprosirelating to statement of
policies and limitations on trading, advising and recommenwisiti

Acquisition of registrants

We have modified the requirements which apply to theiaitigun of a registrant. The
requirements now apply to anyone (not just another regiyfpeoposing to acquire a
registrant. This modification allows the securitiegulatory authorities the opportunity
to address ownership issues which affect a firm’s suitalolr registration before
transactions are completed.
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Referral arrangements

The CSA have identified a number of issues and regulaigky relating to referral

arrangements through the course of compliance fieldwsvaéad enforcement cases

including:

» conflict of interest there is a risk that the referrer will only refereciis to a
registrant that pays for the referral or to the tegig that pays the highest referral fee

» client awareness a client expects advice that is in the client’s l@srest and is not
influenced by the referrer’'s own financial interest

» client confusion without adequate disclosure, clients may be confused abaut
they are dealing with and who to approach for advice

» referrer performing activities requiring registratiorthere is a risk that a referrer
lacking the appropriate proficiency or registration mayage in activity requiring
registration (e.g. dealing in or advising on securities)

» supervision and oversightsome of the referral arrangements observed during
compliance field reviews are informal arrangementsdrsglesperson has entered
into without the dealer’s knowledge or approval.

The Rule attempts to address these issues and to mirtivaizisks relating to referral

arrangements. The Rule requires registrants to:

* manage and disclose conflicts of interest

» disclose information about referral arrangementsahatasonable investor would
consider important in order to evaluate the referrargement

» establish clear lines of responsibility for compliamgth securities legislation.

Question #13: Is our description of the risks of refearedngements complete and
accurate? If not, what is missing?

Part 7: Suspension and Revocation of Registration

Permanent registration

The Rule and the proposed legislative amendments ingpiliethe concept of permanent
registration in all CSA jurisdictior®.Once granted, registration will remain effective
until it is suspended or revoked as a result of a triggesvent. Triggering events include
an intervention by the regulator or securities regulaaoitirority, failure to pay annual
fees, an individual ceasing to have a sponsoring firm, l@ndegulator’s or securities
regulatory authority’s acceptance of a request to surreadestration. The Rule also
clarifies the implications of suspended registratasyell as the procedural aspects of
reinstatement.

Automatic reinstatement

In order to address industry concerns about delays ingsiogetransfers, the Rule
introduces the concept of automatic reinstatement (sme referred to as a transfer) of
individual registration in all CSA jurisdictions. Astise case today, an individual who

26 Permanent registration already exists in Saskatchevia@@ébec.
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leaves his or her sponsoring firm will be automaticsallgpended. However, if the
individual finds a new sponsoring firm within 90 days, the suspengill be lifted
automatically so that he or she can begin workinghae avithout waiting for regulatory
approval. This system is currently in place in Québec.

Proposed legislative amendment to give regulator power to intervene

We are proposing that the regulator have discretiopawef’ to revoke or suspend a
registration or impose terms and conditions on redistrat any time when the regulator
makes a determination that a registrant no longer rtieefg and proper requirements or
that their continued registration is objectionable. pbeer of the regulator to revoke or
suspend a registration at any time is a new concepbdt jurisdictions. Under current
securities legislation in most jurisdictions, the rego is generally limited to one
opportunity (e.g. renewal time) to intervene to revoksuspend registration. At most
other times, action must be taken through the securggsdatory authority (i.e. the
Commission). The revocation, suspension or imposdiderms and conditions on
registration will be subject to the registrant’s rignan opportunity to be heard and right
of appeal to the securities regulatory authority.

Terminations

A related amendment to NI 33-18&gistration Informatiomtroduces a revised

Form 33-109F1 (Notice of Termination). The notice now inctuadist of questions
designed to elicit more information from a former smwimg firm that will be relevant to
the regulator’'s assessment of an individual's continiieeds for registration. The
revisions to the notice of termination are in conjunctigth the move to permanent
registration and automatic reinstatements and wilsadse regulator or securities
regulatory authority, as applicable, in deciding whethegsstration should be
suspended because the individual is no longer fit and poofEcause the registration
has become objectionable.

Part 8: Information Sharing

The Rule contains a requirement that a registereddisoiose information about a
former registered individual to another registrant thaonsidering hiring the individual
if the information is relevant to an assessmentlodtiver the individual is suitable for
registration. This is a new requirement in all CSAsgictions. We view this requirement
as important because sponsoring firms have an obligatioonduct due diligence before
hiring individuals who will be conducting activities requiriregistration.

Part 9: Exemptions from Registration

As a result of adopting the business trigger the numbegidtration exemptions needed
will be significantly reduced. We do not propose to cominith the registration
exemptions for capital-raising transactions and the gb$ecurities referred to in some

27 This will be accomplished in different ways; some glicisons may do legislative amendments to give
the regulator the power while others may delegate powsar tihe securities regulatory authority to the
regulator.
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jurisdictions as “safe securities” (i.e. government gotged debt) on the basis that those
who are in the business of dealing in securities, regssdif the type, should be
registered as a dealer. Many of the existing dealertratys exemptions that are based
on a trade trigger are not necessary under a busiiggssr tbecause they apply to a
person that is not in the business of dealing in seesior a transaction that is not being
done as part of a business of dealing in securities. on@e, the exemption for trades
between an individual and their RRSP is not necessaigruhe business trigger because
the individual is not in the business of dealing in selegtifThe adviser registration
exemptions are substantially the same as thoseuha&ntly exist because, as mentioned,
the adviser registration trigger is already based amgheithe business of advising in
securities.

Most of the exemptions that we propose in the Ridebased on the rationale that there
is another regulatory regime in place that adequatelyeadés the regulatory risk
associated with the dealing or advising activity. An exaroptéis is the exemption for
dealing in mortgages by a registered mortgage broker.

NI 45-106 Prospectus and Registration Exemptions (NI 45-106)

Currently, NI 45-106 contains the national prospectus andr&ips exemptions. We
propose that the registration exemptions in NI 45-106, wdwie based (except for the
adviser exemptions) upon a trade trigger for registratiemepealed and replaced with
the exemptions set out in the Rule, which are based aruisiness trigger for
registration. For purposes of requesting comment opriy@osed registration
exemptions, we have set them out in the Rule ratlaerds an amendment to NI 45-106.
The proposed registration exemptions do not affect the praspexemptions contained
in NI 45-106.

Question #14: One objective of NI 45-106 was to have all piens in one instrument.
As mentioned, we have included the registration exengptiothe Rule for purposes of
obtaining comments on the exemptions that are being prdpogler a business trigger|.
Would you prefer the registration exemptions remainlid®™106 or be moved into the
Rule?

Exemption for international dealers and international advisers

As discussed above, the Rule contains exemptions fonatienal dealers and
international advisers. These exemptions are bas#teanternational dealer and
international adviser categories that currently exi€dntario as well as on exemptions
for non-resident advisers in OSC Rule 35-B@th-Resident Adviserfhe exemptions
will only be available to companies that have no estiaiplent, officers, employees or
agents in Canada, and who carry on the business of deabngdvising on securities in
a foreign jurisdiction. The exemption allows interonatil dealers and international
advisers to deal with a prescribed list of clients fontied purposes which is narrower
than the list of clients a registered internatioredldr or a registered international adviser
has access to currently in Ontario.
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Mobility exemption

We have revised and included in the Rule the mobility exempfor registrants in Ml
11-101Principal Regulator Systeiil 11-101). Today, Ml 11-101 does not apply in
Ontario. The revised exemption would apply in all CSA gidggons. It narrows the
definition of “eligible client” to an existing clientho has moved from one jurisdiction to
another and that client’s spouse and children. The ragistelying on the exemption
would also be able to continue dealing with a personaligplcbmpany and a family
trust of the client. The caps on assets under managemige local jurisdiction have

also been removed.

CHANGES TO REGULATORY FRAMEWORK IN QUEBEC

In Québec, the new regime created by the Rule will Bay@ficant consequences on the
regulatory framework which currently applies not onlydgistrants governed by the
Securities Act but also to those registrants governetieoyAtt respecting the
Distribution of Financial Products and Services @h&ribution Act ).

We are also seeking comment on these consequence gsizeuhrbelow) in order to
determine the most efficient way to achieve regulab@nmonization. The impacts on
the current regulatory framework are summarized below.

Current regulatory framework

In Québec, dealers and advisers are subject to the $scitGt, whereas mutual fund
firms, scholarship plan firms and investment contraintdiare subject to the Distribution
Act. The regimes under these two acts are substardiéfiyent.

Mutual fund firms are not required to be members of an SR@are under the direct
supervision of the AMF. They are not required to maingafimancial institution bond, as
dealers and advisers are required under the SecuritiebulActiust maintain professional
liability insurance.

Mutual fund representatives, scholarship plan represeesatind investment contract
representatives (collectively, testribution Act representatives) must be members of
the Chambre de la sécurité financi€@SE), an SRO governed by the Distribution Act.
The mandate of the CSF is to ensure that Distributictirépresentatives comply with
the code of ethics adopted under the Distribution Act atidangoing proficiency
requirements. The CSF has disciplinary jurisdictioardhe Distribution Act
representatives.

Mutual fund firms, scholarship plan firms and investmemitiact firms must contribute
to the Fonds d’'indemnisation des services financiers, tmpeasation fund established
pursuant to the Distribution Act, which provides financ@inpensation to investors who
are victims of fraudulent tactics or embezzlement catathby firms or Distribution Act
representatives.
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This is not proposed to be changed following the adoptidhe Rule, except for
investment contract firms which will be transitionedhe category of restricted dealers
and will no longer be held to such contribution. Followihg adoption of the Rule,
mutual fund representatives and scholarship plan représest@ill continue to
contribute to the compensation fund.

Summary of regulatory impacts and changes in Québec

Transition to the Securities Act

In order to achieve the harmonization objective of theeRmutual fund firms,
scholarship plan firms and investment contract firmsyasas their representatives, will
no longer be governed by the Distribution Act. They bél subject to the requirements
of the Securities Act, pursuant to which the Rule halladopted.

Under the Rule, Québec mutual fund firms will be traoséd in the category of mutual
fund dealer, scholarship plan firms will be transitidme the category of scholarship plan
dealer and investment contract firms will be transim in the category of restricted
dealer.

New requirements for mutual fund dealers

For mutual fund firms in Québec, the transfer to theugties Act and the adoption of

the Rule will have the following important consequences

* upon the coming into force of the Rule, mutual fund dealdrde required to
maintain minimum capital, and to calculate such e@pit the amount and in the
manner prescribed by the MFDA

» they will be held to a financial institutional bond anil wo longer be required to
maintain professional insurance

» their representatives will be held to the proficiency resqnents set forth by the
MFDA; this does not represent a major change fromuhesnot regime. However, the
Placements des particuliers (CEGEP) examination wilbnger be accepted for
these representatives.

SRO membership for mutual fund dealers in Québec

The exceptions from certain requirements for SRO mesrir@vided in section 3.3 of
the Rule may not apply to Québec mutual fund firms atithe of the adoption of the
Rule, since the MFDA is not an SRO recognized in Quéhewever, the Rule provides
that mutual fund dealers must be members of an MFD SR@efaned in the Rule).

The AMF will carry on extensive public consultationsarly 2007 to discuss with

mutual fund dealers and other interested parties in Quitsequestion of the MFD SRO
in Québec and the most efficient way to achieve réguidarmonization.
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TRANSITION

Registrants impacted by changes in requirements witl teeenake a transition to the
new requirements. We are considering what are apptepransition times for each of
the changed requirements and welcome your commentssosghe.

Concerning the proposed restrictions on referral arraagenwe propose to give
registrants with existing referral arrangements asttiam period of 120 days following
implementation of the Rule to comply with that pdrthe Rule.

Question #15: Is 120 days sufficient to allow registraritis existing referral
arrangements to comply with the Rule? If not, whagth of time is sufficient? Please
explain.

PROPOSED FORMS UNDER Ml 33-109 REGISTRATION INFORMATION

We have proposed one new form (a firm registratiomfaand amendments to two
existing forms (the individual registration form and tizgice of termination form) under
MI 33-109Registration Informatio®

In an effort to reduce the regulatory burden of multisdictional registration the new
form is a harmonized firm registration form which &sbd on the various firm
registration forms currently used across the CSAduwti®ns. This form also
incorporates information previously requested through admitn&naractices in various
jurisdictions.

Amendments have been made to the notice of terminttiomto support the proposal
for permanent registration and more efficient trassf€he individual registration form
has been amended primarily to clarify questions that weckar to users of the form.

OTHER ISSUES

Incorporated salespersons

The CSA have not reached a decision on the requestibstiy to permit salespersons
for registered firms to operate through incorporatediestiWe intend to address this
issue in 2007.

28 MI 33-109Registration Informatioms in the process of becoming a national instrument.
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Annual fee payment date

Question #16: A matter not dealt with in the Rule butwheh relates to registrants and
NRD is the annual fee payment date. Comments have bednbyaome industry
participants that a December 31 fee payment date is praisteand that a May 31 fee
payment date would be better. Please comment on whetlay 31 or December 31
annual fee payment date is better for your firm.

DESCRIPTION OF OSC PROPOSALS FOR LEGISLATIVE AMENDM ENTS

As part of its initiative to harmonize and streamliretsities law in Canada, some CSA
members are also seeking or will be seeking their gowamtisnconsideration for certain
securities act amendments. A summary of the amendrtigat the OSC plans to propose
for consideration in Ontario is attached as Appendig Bhis Notice.

The OSC welcomes comments on the Act amendmentg bensidered.

At this time, the Ontario government has not revieweddHegislative proposals and has
made no decision to proceed with them. Accordingly,lélgislative proposals are subject
to change as a result of the consultation process amdessilt of review by the
government. They will only become law if they are pddsethe Legislative Assembly

of Ontario.

HEAD OF AUTHORITY

In Ontario, the OSC is seeking amendments t&dwirities Ac{Ontario) to provide it
with the requisite authority to make certain provisionthe Rule. The remaining
provisions are made under the authority of the follovaacagraphs of subsection 143(1)
of theSecurities Ac{Ontario): 1, 2, 3, 4, 5, 7, 8, 13, 18, 25, 31, 33,384,39, 39.1, 45,
47, 50 and 56.

ANTICIPATED COSTS AND BENEFITS

We believe that the overall benefits of the propasgistration regime will substantially
outweigh the costs. Given that the securities reiguatgime of the jurisdictions are not
harmonized today, the specific costs and benefits wiyl fram jurisdiction to
jurisdiction. Nonetheless, the common benefits efgloposed harmonized registration
regime across all CSA jurisdictions include:

* harmonization of individual and firm registration caiggs, fit and proper
requirements, conduct requirements and exemptions whiatesrefficiencies for
regulators, for NRD and for industry

* reduction in regulatory burden through adoption of a perniaegistration regime
and streamlined transfer procedures
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» the introduction of a business trigger which is intende@dqaoire registration for
those who present regulatory risk because they arg@igga business in the
securities industry and not require it for those who begoing a trade (by
definition) but who do not present regulatory risk — this @éeatiuce the number of
statutory registration exemptions required and consequeatlices the exemptive
relief applications that have been needed in the pastaiasactions or trades that do
not present regulatory risk but do not fall within the wogdf the statutory
exemptions

* increased investor protection through the introduction of
= relationship disclosure requirements
= referral arrangement restrictions

complaint handling procedures, and
= enhanced conflicts and compliance requirements

* new exemptions which will reduce regulatory burden feerimational registrants.

Some of the costs associated with the proposed @gstregime, depending on the

jurisdiction, include:

* obtaining and maintaining registration for exempt markeledeand investment fund
managers

* increased capital and insurance requirements for sonstreeys.
ALTERNATIVES CONSIDERED

No alternatives to the Rule were considered.

UNPUBLISHED MATERIALS

In proposing the revised version of the Rule, we hataelied on any significant
unpublished study, report or other written materials.

REQUEST FOR COMMENTS

We welcome your comments on the Rule, the CompaniticyRmd the Forms and on
our general approach to registration reform. As wedl,have raised specific issues for
you to comment on in the shaded boxes of this Notice.

We request your participation and input in this comment praoasshank you in
advance for your comments.

HOW TO PROVIDE YOUR COMMENTS
You must submit your comments in writing dyne 20, 20071f you are not sending

your comments by email, you should also send a diskattainong the submissions (in
Windows format, Microsoft Word).
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Please address your comments to all of the CSA merobhanissions, as follows:

British Columbia Securities Commission
Alberta Securities Commission

Saskatchewan Financial Services Commission
Manitoba Securities Commission

Ontario Securities Commission

Autorité des marchés financiers

New Brunswick Securities Commission
Registrar of Securities, Prince Edward Island
Nova Scotia Securities Commission
Superintendent of Securities, Newfoundland and Labrador
Registrar of Securities, Northwest Territories
Registrar of Securities, Yukon Territory
Registrar of Securities, Nunavut

Please send your commentdy to the addresses below. Your comments will be
forwarded to the remaining CSA jurisdictions.

John Stevenson

Secretary

Ontario Securities Commission
20 Queen Street West

19" Floor, Box 55

Toronto, Ontario

M5H 3S8

Fax (416) 593-2318

Email: jstevenson@osc.gov.on.ca

Anne-Marie Beaudoin

Directrice du secrétariat

Autorité des marchés financiers

Tour de la Bourse

800, square Victoria

C.P. 246, 22 étage

Montréal, Québec

H4Z 1G3

Fax: (514) 864-8381

Email: consultation-en-cours@Iautorite.qc.ca

ALL COMMENTS WILL BE MADE PUBLICLY AVAILABLE

We cannot keep submissions confidential because seclegisktion in certain
provinces requires publication of a summary of the writl@mments received during the
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comment period. We will post all comments to the OSGsite at www.0sc.gov.on.ca
and to the AMF website at www.lautorite.gc.ca to imprthestransparency of the
policy-making process.

QUESTIONS
Please refer your questions to any of the following C®#nivers:

Marsha Gerhart

Senior Legal Counsel, Registrant Legal Services
Ontario Securities Commission

Tel: (416) 595-8918

mgerhart@osc.gov.on.ca

Shaun Fluker

Legal Counsel

Alberta Securities Commission
Tel: (403) 297-3308
shaun.fluker@seccom.ab.ca

Sophie Jean

Conseillére en réglementation
Surintendance de la distribution
Autorité des marchés financiers
Tel: (514) 395-0558 ext. 4786
sophie.jean@lautorite.qc.ca

Sandy Jakab

Manager, Policy & Exemptions

Capital Markets Regulation

British Columbia Securities Commission
Tel: (604) 899-6869

1-800-373-6393 (in B.C. and Alberta)
sjakab@bcsc.bc.ca

Dean Murrison

Deputy Director, Legal/Registration
Saskatchewan Financial Services Commission
Tel: (306) 787-5879
dmurrison@sfsc.gov.sk.ca

The text of the Rule, Companion Policy and Forms caloted on various CSA

member websites. The text of the documents will aéspublished in a supplement to the
Bulletin dated February 23, 2007 vol. 30, issue 8.
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APPENDIX A — CONSEQUENTIAL AMENDMENTS TO NATIONAL
INSTRUMENTS AND NATIONAL POLICIES

The following is a list of some of the national instents and national policies which

will, subject to changes made to the Rule as a rektlleccomment process, be amended
or repealed in consequence of the Rule. Other natiostaliments may be repealed or
amended as a result of changes to the Rule due to thmerdrprocess. Amendments or
repeals of local instruments in each of the CSA jicigzhs will be the subject of
separate notices.

National Instrument 14-10Definitions

National Instrument 31-108lational Registration System

National Instrument 31-108ational Registration Database

National Instrument 33-108nderwriting Conflicts

National Instrument 33-10Registration Information

National Instrument 45-10Brospectus and Registration Exemptions
Multilateral Instrument 11-10Principal Regulator System

National Policy 34-201 Breach of Requirements of othesdiations
National Policy 34-202 Registrants acting as Corporateckirs
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