" CVM Canadian Securities Autorités canadiennes
LY A=Y W B'E Administrators en valeurs mobiliéres

Notice of and Request for Comment on Proposed Amendmertts
National instrument 31-103Registration Requirements and Exemptions,
National Instrument 33-109Registration I nformation
and to Related Policies and Forms

Introduction

The Canadian Securities Administrators (the CSA @y ave seeking comments on
proposals to amend the current regulatory framework falede advisers and investment
fund managers contained in National Instrument 31HR®&@stration Requirements and
ExemptiongNI 31-103 or the Rule) and in Companion Policy 31-103ReBistration
Requirements and Exemptiafise Companion Policy). We refer to the Rule and
Companion Policy as the “Instrument”.

The Instrument, together with amendments to Natibrsfument 31-10National
Registration DatabaséNI 31-102) and to National Instrument 33-1R8gistration
Information(NI 33-109), came into force on September 28, 2009 and intro@duced
national registration regime that is harmonizedastiened and modernized.

We indicated in the Notice dated July 17, 2009 (the 2009 Notiaeyw would propose
amendments to the Instrument if investor protection, mafkeiency or other
regulatory concerns arose. We are now proposing amentsiiadiowing our monitoring
of the implementation of the Instrument and our comigpualialogue with stakeholders
about questions and concerns that have arisen with @aextgerience of working with
the Instrument.

We are also seeking comments on proposals to ameB8-M09, as well as related
policies and forms (collectively, the NRD Amendmen®} are not proposing
amendments to NI 31-102.

The proposed amendments are indicated in the appendittes Notice and the more
significant among them are summarized below. We di@tsg comments on all of the
proposed amendments, as well as some additional ptepbatare discussed in this
Notice.

We think the effect of the amendments we are proposinghwhinge from technical
adjustments to more substantive matters, would beharee investor protection and
improve the day-to-day operation of the Instrument foh loedustry and regulators.

The comment period will end &eptember 30, 2010.



Contents of this Notice

This Notice consists of the following sections
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4. Ongoing CSA work on the framework for registrant regafati
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Authority for the proposed amendments

. Alternatives considered
. Unpublished materials
. Anticipated costs and benefits

Request for comments
Where to find more information

This Notice contains the following appendices:

Appendix A - Amendments tNational Instrument 31-103 Registration
Requirements and Exemptions

Appendix B- National Instrument 31-103 Registration Requirement and
Exemptionsblacklined to show changes to NI 31-103

Appendix C -Companion Policy 31-103 Registration Requirements and
Exemptionsblacklined to show changes to the current Companion PRilicy
103CP

Appendix D - Amendments tNational Instrument 33-109 Registration
Information

Appendix E -National Instrument 33-109 Registration Informatitfacklined to
show changes to NI 33-109

Appendix F -Companion Policy 33-109CP Registration Informafiblacklined
to show changes to the current Companion Policy 33-109CP, and

Appendix G - CSA Staff Notice 31-31Bmnibus / blanket orders exempting
registrants from certain provisions of NI 31-103 Registration Requirenasat
Exemptions

1. Impact on investors

We expect that the following proposed amendments witif@articular interest to
investors:



» the proposed guidance in the Companion Policy on the fecorgplaint handling
policies and procedures and the proposed changes to the desnltgion service
requirements (summarized under “Complaints”), and

» our request for comments on the question as to what sesshould be included
in account statements sent to clients (see the discusnder “Account activity
reporting”).

2. Summary and purpose of the proposed amendments to the Insinent
The amendments we propose include proposals to

* make various minor drafting changes to the Rule andic&tions to the
guidance in the Companion Policy in order to give betffexct to our original
intent and to codify staff administrative practice tisah keeping with the
original intent of NI 31-103 and NI 33-109

» give effect to omnibus / blanket relief orders describedSA Staff Notice 31-
3150mnibus / blanket orders exempting registrants from certain provisioNé
31-103 Registration Requirements and Exemptjatiached as Appendix G to
this Notice); most of these relief orders address issalasng to the transition
from the old registration regime to the new regimeoitiuced with the Instrument

» incorporate into the Companion Policy some of the guidaseh we published
on December 18, 2009 and February 5, 201raguently Asked Questions
(FAQ); these FAQs are available on the websites &t mbthe CSA members

» add an obligation for registered representatives to urchelshe structure,
features and risks of each security they recommend

* propose guidance in the Companion Policy which would gulstrants in
meeting the requirement to document complaints afairlg and effectively
respond to them

* amend the requirement to the obligation of the regidtérm to ensure
independent resolution or mediation services in casesewhe complaint relates
to a trading or advising activity, a breach of client confi@gity, theft, fraud,
misappropriation or forgery, misrepresentation, an ufaied or prohibited
conflict of interest or personal financial dealingshnat client

* add obligations for investment fund managers to detiraele confirmations and
account statements to investors who deal directly with thether than through a
dealer



» address the impact of the coming introduction of Inteonadi Financial
Reporting Standards (IFRS) on the valuation of secufaiepurposes of NI 31-
103

* remove certain non harmonized provisions with respettetanutual fund dealer
category

» grant additional exemptions to members of self regulaiaygnizations (SROSs)
where the SRO rules adequately cover the same regulatayand

» extend certain exemptions to circumstances thatoagstent with the original
policy intent of the rule

We summarize in this section and in section 3 of tlude the more significant
proposed amendments and additional matters for whichomgviike to receive
comments. We follow, in this section, the same oasathe provisions in the Instrument.
Title of the Rule

We intend to change the title of NI 31-103Registration Requirements, Exemptions and
Ongoing Registrant Obligationie order to better reflect its breadth and scope, which
extends beyond initial registration.

Amendments relating to I nternational Financial Reporting Standards (IFRS)

We are proposing to update the terminology used in NI 31-1@8anCompanion

Policy by replacing the termarket valuewith the ternfair valuein view of the
upcoming changeover to IFRS. As a result of this chambete a person or company is
required in NI 31-103 to determine the fair value of a secuhgyfair value must be
determined in accordance with IFRS.

This change is proposed in

» section 8.22%mall security holder selling and purchase arrangenjeritsll 31-
103

* section 14.14Account statemerjtef NI 31-103
* Form 31-103 FXalculation of excess working capitaind

» section 1.2 of the Companion Policy, in the guidanceinglab the determination
of assets under paragraph (o) of the definition of pegthittients



SeeAccount activity reporting — Fair value in account stateménthis Notice for a
detailed discussion of the proposed changes to seetidd of NI 31-103 and of the
guidance we propose to add in the Companion Policy.

See also section 3 of this Noti&ymmary and purpose of the proposed NRD
Amendmentdor a description of the change to fair value in

* Form 33-109F&Reqistration of Individuals and Review of Permitted Individuals

* Form 33-109F Reinstatement of Registered Individuals and Permitted
Individuals

Proficiency requirements

(a) Section 3.3 - Time limits on examination requirements

Elimination of the 12 month period within the 36 month timelimit

We do not propose to change the 36 month time limitheercurrency of the
examinations but we do propose clarifications to tigme. We have received
comments on the level of complexity of section 3.8/b81-103, for which we propose a
new formulation. We have also considered a recommemd#tat the individual be
registerecht any timeduring the 36 months before the date the individual appied f
registration, rather than for any 12 months during the @6timperiod. We agree and
propose to amend section 3.3(2)(a) of NI 31-103 accordingly.

Suspensions during the 36 month period

We also propose to add a new subsection (3) to sec8af 8lI 31-103 which would
clarify that for purposes of calculating the 36 momthetilimit, an individual would not
be considered to have been registered during any perioldich whe individual's
registration was suspended. Our intent remains thandhedual was actively registered
at any time during the 36 month period.

We propose to add guidance in the Companion Policy to thet ¢ffat the regulator may
consider the length of time between any suspension arslat&iment of registration
during the 36 month period.

CFA Charter and Canadian Investment Manager (CIM) designation

We also received comments indicating that it is natfzal to expect an individual who
currently holds the CFA Charter or the CIM designat@moomplete these programs
again after the expiry of the 36 month period. We agnéegpaopose to amend section 3.3
of NI 31-103 in order to repeal references to these progrmstime limits would
therefore not apply to the CFA Charter or the CIM destign.



(b) Proficiency — initial and on going

We propose to add in section 3.4 of NI 31-103 a requirementhdnaegistered
representative understand the structure, features anafisksh security the individual
recommends to the client. This proposed change refleetSSA’s view that in depth
knowledge of all securities a registrant recommenddusidamental component of the
proficiency requirement.

(c) Codification of February 26, 2010 omnibus / blanket relief orders relatinbe
proficiency transition provisions in sections 16.9(2) and 16.10(1)

We propose to codify the omnibus / blanket relief order isbyeshch member of the
CSA on February 26, 2010 in order to entrench the profi@enghich are the object of
the transition provisions in sections 16.9(2) and 16.10(1) GfINLO3.

These changes would apply to chief compliance officensutual fund dealers and
exempt market dealers, and to their dealing representaveésvould continue the
transition/grandfathering provisions for certain chief pbamce officers and certain
dealing or advising representatives where their firm addstragon in another
jurisdiction.

See Appendix G to this Notice for details of the reliefar.

(d) Proposed exemption from the Canadian Securities Course (CSC) Exanefor chi
compliance officers of portfolio managers and investment fund managers

Under this proposal, individuals having the CFA Charter dowolt be required to pass
the CSC Exam in order to meet the proficiency requemrgsiof the chief compliance
officer of a portfolio manager or an investment fund nggnaWe consider that
substantially all matters covered by the CSC are algered in the CFA Charter. We
therefore propose to amend sections 3.13 and 3.14 of NI 31-108liagtp

Restrictions on registered individuals

We propose to include in section 4.1 of NI 31-103 a new sulgpzgoia (2)(b), which
would prohibit an advising, associate advising and dealing repagiserftom being
registered with another registered firm.

Our view is that the conflicts of interest in such caame generally too serious to permit
an individual to be sponsored by different firms, and ot@ninis not to allow for such
multiple registrations except in exceptional circumeés. This was the case in some
jurisdictions before NI 31-103 was adopted.

We are proposing guidance in the Companion Policy onvilewvould deal with
exemption applications from section 4.1(2)(b) on a bgsease basis, noting that
affiliation of the firms may be a relevant factoraar evaluation.



Categories of registration for firms - mutual fund dealers

(a) Labour-sponsored investment fund corporations and labour-sponsored capital
corporations in Québec

We propose to repeal the exception for Québec mutual futerslé@asection
7.1(2)(b)(ii), in order to harmonize with the other CSAgdrctions in this area.

(b) Scholarship plans, educational plans and educational trusts in British Columbia

We propose to repeal section 7.1(3) of NI 31-103 since we aremafident that no
members of the Mutual Fund Dealers Association of Ca(f&®A) in British

Columbia employ salespersons who trade scholarshigumagonal plans without the
dealer also being registered as a scholarship plan daadethat no mutual fund dealers
who are not MFDA members employ any salespersons wgbaralde scholarship or
educational plans. This change would be made to harmoniz¢hgiother CSA
jurisdictions in this area.

Registration exemptions
We are proposing amendments to the following registmakemptions:

(a) Section 8.6 [Adviser — non-prospectus qualified investment fund]

We propose to eliminate the restriction of this exempomon-prospectus qualified
investment funds, and allow all investment fund secuttitidse traded by an adviser to
managed accounts of the adviser’s clients without thesadliaving to register as a
dealer. We have concluded that there is not a suffidistinction between prospectus-
qualified funds and pooled funds in the context of a managsxlat relationship to
warrant treating them differently for purposes of gxemption. The section would be re-
titled Investment fund trades by adviser to managed accoi&slo not propose to
change the other conditions to the exemption.

(b) Section 8.18 [International dealer]

Technical change

We propose to repeal sub-paragraphs (e) and (f) fronoee®:ti8(2) since we think these
sub-paragraphs are redundant with sub-paragraphs (b), (@J)asfcsection 8.18(2)

which deal with permitted clients, including by definitiomiavestment dealer.

Clarifying the Canadian residency requirement for permitted clients

We propose to add an express Canadian residency requireniesiconditions of this
exemption, by reformulating subsection 8.18(3)(d) to addthigapermitted client must



be a resident of Canada; this change is proposed to darifyptent that the exemption
may not be relied upon to trade with foreign client€ofresponding change is also
proposed in section 8.2&fernational advisdgrof NI 31-103.

Client notice requirement

We seek to clarify the contents of the notice whiclstnine provided to clients before any
advice can be given to the client. The changes we pr@vesedicated in the following

chart:

Current section 8.18

Proposed change

Comment

(4)(b)(i) the person is not
registered in Canada

(4)(b)(i) the dealer is not
registered in the local
jurisdictionto make the
trade

The exemption in section
8.18 of NI 31-103 is
available to a firm that is
registered in the local
jurisdiction or elsewhere in
Canada, as we indicated in
our response to question 2
in the FAQ.

=

(4)(b)(ii) the person’s
jurisdiction of residence

(4)(b)(ii) the foreign
jurisdiction in which the
head office or principal
place of business of the
person or company is
located

We propose this formulatio
to add clarity to the
disclosure to clients.

=]

4(b)(iii) the name and
address of the agent for
service of process of the
person in the local
jurisdiction

This subsection would
become (4)(b)(v)

This would not be a
substantive change.

4(b)(iv) there may be
difficulty enforcing legal
rights against the person
because it is resident
outside Canada and all or
substantially all of its asse
may be situated outside of
Canada.

4(b)(iii) all or substantially
all of the assets of the persg
or company may be situate
outside of Canada

4(b)(iv) there may be
tglifficulty enforcing legal
rights against the person o
company because of the

above

We propose to separate th
aurrent subsection 4(b)(iv)
ahto two distinct sections,
for clarity.

WD

Corresponding changes are also proposed in sectionlBt&6htional advisgrof NI

31-103.



Annual notice

We propose changing the date on which the regulator munsitified annually of the
reliance on this exemption, to December 1. We areeo¥igw that this change would
simplify the administrative process. A correspondihgrge is also proposed in section
8.26 [International advisdrof NI 31-103.

Adviser registration exemption for advice given in connection #h an activity or
trade under the international dealer exemption

We propose to add, in a new subsection 8.18(7) of NI 31-1G8)\aser registration
exemption for the person or company relying on the se8tit® dealer registration
exemption. This exemption would be restricted to advice gealio the client in
connection with trading activity permitted under sectidi83and would not extend to a
managed account of a client.

This new exemption parallels the adviser registration pkemfor a registered dealer in
section 8.23 of NI 31-103 and is proposed to provide greaterntgrtiaat it is not our
intention for a dealer relying on section 8.18 to have gter as an adviser only
because there is an element of advising associatedesttimmending trades made on
reliance upon this exemption.

Exemption from other NI 31-103 requirements if the other reqirements apply only
to activities or trades under the international dealer exemgion

We propose to clarify, in a new subsection 8.18(8) of N133, our intent that if a
person or company relies on the registration exemptigadtion 8.18 for trades with
permitted clients, but is also registered to conduct @bivities in Canada,
requirements applicable to its registration do not appigre it acts in reliance on the
exemption.

For example, a foreign firm might register as a pdidfmanager and also conduct trades
contemplated under section 8.18. In respect of its partfoinagement activities, the
foreign firm would be required to provide the notice tontberequired under section
14.5, and like all portfolio managers, to provide accountrates to the clients.

However, the foreign firm would not be required to ddasahe permitted clients on
whose behalf it trades under the international dealempion, so long as it complied
with the conditions of section 8.18.

A corresponding change is also proposed in section 2§ rfational advisdrof NI 31-
103.

(c) Section 8.22 [Small security holder selling and purchase arrangements]




As indicated above, we propose to replace the teanket valuewith fair valuein
section 8.22(2)(d) in view of the upcoming changeover t&IFR

(d) Section 8.26 [International adviser]

Aggregate consolidated gross revenue

We propose to clarify, in section 8.26(4)(d) of NI 31-103, aterit that the adviser’'s
aggregate consolidated gross revenue is to be determinethasad of its most
recently completed financial year, rather than onrmgoing basis during that year.

Clarifying Canadian residency requirement for permitted dients

We propose to add a Canadian residency requirement aotisktions of this exemption,
by adding subsection 8.26(4)(g) of NI 31-103. Expressly statingh@atermitted client
must be a resident of Canada clarifies our intentttieaéxemption may not be relied
upon to trade with foreign clients.

A corresponding change is also proposed in section Sifie3rjational dealerof NI 31-
103.

Client notice requirement
We seek to clarify the contents of the notice whiclstnine provided to clients before any

advice can be given to the client. The changes we pr@vesedicated in the following
chart:
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Current section 8.26

Proposed change

Comment

(4)(e)(i) the adviser is not
registered in Canada

(4)(e)(i) the adviser is not
registered in the local
jurisdictionto provide the
advice described under
subsection (3);

We take the view that the
exemption in section 8.26 ¢
NI 31-103 is available to a
firm that is registered in the
local jurisdiction or
elsewhere in Canada, as w
indicated in our response t
guestion 27 in the FAQ.

nf

e

O

(4)(e)(ii) the jurisdiction of
residence of the adviser

(4)(e)(ii) the foreign
jurisdiction in which the
adviser’s head office or
principal place of business
located

We propose this formulatio
to add clarity to the
disclosure to clients.

is

>

4(e)(iii) the name and

address of the adviser’s
agent for service of proces
in the local jurisdiction

This subsection would
become (4)(e)(v)
5S

This would not be a
substantive change.

4(e)(iv) there may be
difficulty enforcing legal
rights against the adviser
because it is resident
outside Canada and all or
substantially all of its asse
may be situated outside of
Canada.

4(e)(iii) all or substantially
all of the adviser’s assets Q
the person or company ma|
be situated outside of
Canada

[2(e)(iv) (iv) there may be
difficulty enforcing legal
rights against the adviser
because of the above

We propose to separate th
fcurrent subsection 4(e)(iv)
Mnto two distinct sections,
for clarity.

11°)

Corresponding changes are also proposed in sectiofiiBté@ational dealef of NI 31-

103.

Annual notice

We propose changing the date on which the regulator mumsitified annually of the
reliance on this exemption, to December 1. We areeo¥igw that this change would
simplify the administrative process. A correspondihgrge is also proposed in section

8.18 [International deale} of

NI 31-103.
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Incidental advice on Canadian securities

We are proposing additional guidance on section 8.26(8gibmpanion Policy
concerning what is meant by advice with respect to Canagieurities which is
“incidental” to providing advice on a foreign security. Wartl that this is not a ‘carve
out’ that allows some portion of a permitted clieqitstfolio to be made up of Canadian
securities chosen by the international adviser withegtriction.

Membership in a self regulatory organization (SRO)

(@) Expanding the exemptions from certain requirements of NI 31-103 @r SR
members

Lending to clients

We propose to provide the MFDA with the same exemption geovio members of the
Investment Industry Regulatory Association of CanadR(IT) relating to the
prohibition on lending to clients set out in section 13.1AbB1-103. This proposal is
made on the basis that MFDA has a member rule prohibémajng to clients except in
very limited circumstances.

Handling complaints

As stated in the 2009 Notice, we take the view that SR@s daritical role in setting
registration requirements and standards for their mesmbBellowing recent SRO rule
amendments, we propose expanding the exemptions fom&Raers by adding section
13.15 Handling complaintsto sections 9.3 and 9.4 of NI 31-103.

Client accounts

We are considering providing an exemption from the appdicaif section 14.140lient
statemenisfor SRO members. Our final recommendation will depend/bether the
SROs have rule amendments, which correlate with tlendments we are proposing to
section 14.14, in force by the time the proposed amendr@itl 31-103 would come
into force. We discuss the alternatives for charigesection 14.14 in this Notice (see
Account Statements this Notice)

(b) MEDA member firms registered in other categories

General principle

We remind firms that if an SRO member is registeremhmther category, sections 9.3
and proposed section 9.4 do not exempt them from their tibhgaas a registrant in that
other category. To make this intent clear, we proposdd@aaule provision which
would provide that a firm that is a member of the MFDA @&nalso registered as an
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exempt market dealer, investment fund manager or schggn dealer, is not exempt
from certain sections of Part Ethancial Conditionof NI 31-103.

Specific exemption

We propose to allow SRO members to use the Financial Quesire and Report of
their SRO instead of Form 31-103Ealculation of Excess Working Capitalr the
purpose of their annual and quarterly financial filings (sctises 12.12(2.1), 12.14(4)
and 12.14(5)) and for the purpose of calculating excess waockjpital (subsections
12.1(5) and (6)) provided certain conditions are met.

(c) Mutual fund dealers registered in Québec

We propose to amend the drafting of section 9.3(6) (whicHdumeirenumbered 9.4(5))
to clarify the non application of certain provisiongled Rule to mutual fund dealers
registered in Québec (Québec mutual fund dealers). Quéliealfund dealers are not
required to be members of the MFDA. The requiremenedlis; subsection 9.3(1) do
not apply to Québec mutual fund dealers if equivalent requirenaee applicable to
them under the regulations in Québec. If no such eqrivatquirements are applicable,
they must comply with the provisions of NI 31-103.

Compliance system

Proposed revised guidance

We are proposing enhanced guidance in the Companion Polithe risks that may be
mitigated by a firm’s internal controls and the distimie between monitoring and
supervision.

Designating an ultimate designated person (UDP)

We propose to amend section 11.2 of NI 31-103 by adding a nescign which
would clarify that if the firm does not have a chieéeutive officer (CEO), the firm may
designate, as its UDP, an individual acting in a capaanilar to a CEO.

We are also proposing to clarify in section 11.2 thabfhieer in charge of a division of
the firm may be designated as the firm’s UDP, but tmhhe extent that the firm has
significant other business activities.

Finally, we propose enhanced guidance in the Companiagcyrol the UDP
designation.
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Know your client (KYC)

Paragraph 13.2(2)(b) of NI 31-103 provides that a registrant tatkkes reasonable steps to
establish whether a client is an insider of a reporsagdr or any other issuer whose
securities are publicly traded. We propose to

» codify in section 13.2 of NI 31-103 the omnibus / blanket relider granted on
February 26, 2010 by each CSA member in respect of mutual fatet sland
mutual fund dealer representatives; see Appendix G tdlttise for additional
information on the omnibus / blanket relief order

» extend this exemption to scholarship plan dealers asaw/éfieir representatives,
and

* include as a condition of the exemption that the rensinot be registered in any
other category, as indicated in proposed section 13.2(7) 11403

The purpose of the omnibus / blanket relief order and tiygoged amendment is to
recognize that only in very rare circumstances withde in mutual fund or scholarship
plan securities give rise to insider trading concerns. M it would be a good practice
when selling highly concentrated pooled funds to enquire whetklient is an insider of
securities in the fund, notwithstanding this exemptiod,\&e propose this practice as
guidance in the Companion Policy.

Suitability

We propose to amend the Companion Policy to set out skpieas view that in all
cases, we expect registrants to be able to demonspateess for making suitability
determinations that are appropriate in the circumstance

Conflicts of interest

We propose to amend section 13.5 of NI 31-103 by deleting ahéregisteredbefore

the wordadviserin order for this section to apply to all advisers|udag registered
dealers that are members of IROC and that conduct adastigties (IIROC advisers).
IIROC advisers are not necessarily registered indheer category but we are of the
view that they should be held to the same standardseatrittions on managed account
transactions. Section 13.5 of NI 31-103 would therefore apgiptio registered advisers
and IIROC advisers. We expect that the IIROC rules woelldrbended to reflect this
change.

We propose amending the Companion Policy by adding guidanodigmluals who
serve on a board of directors, by including guidance dioset.1 of NI 31-103.
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Referral arrangements

We propose to amend sections 13.8, 13.9 and 13.10 of NI 31-103 irt@rder

» clarify section 13.8(a) by stating that a registered foma registered individual
whose registration is sponsored by the registered(fivstead of theegistran),
must not participate in a referral arrangemeitih another person or company

» clarify the contractual arrangement requirements: dentnis that only the
registered firm is required to be a party to a writtere@agrent, and therefore
paragraph (a) of section 13.8 would require only a writteeeagent between the
registered firmand the person or company

» provide in paragraph (b) of section 13.8 that the regisferads required to
record all referral fees, but repeal the wosdsts recordsn paragraph (b) of
section 13.8 in favour of additional guidance on keepingrdscof referral fees

» adjusting the due diligence requirements in section 13@doyding that the
registered firm, and not thregistrant is held to the due diligence requirement
with respect of the qualifications of the person or pany to whom the referral is
made

* replacing the wordeeferral arrangementvith agreementn section 13.10 of NI
31-103, which better reflects our intent

We propose to further amend the guidance on referralggamaents in the Companion
Policy in order to indicate that registered firms aspomsible for monitoring and
supervising all of their referral arrangements to enswatethiey are compliant with the
requirements of NI 31-103 and other applicable securities Ewdscontinue to be
compliant for so long as they remain in place.

Complaints
Handling complaints

We stated in the 2009 Notice that the CSA was working thélSROs on a harmonized
complaint handling regime. We indicated that once taisnionization work was
completed, we would propose amendments to the Rulehar@dmpanion Policy to give
effect to the harmonized framework for handling comp$aiar non-SRO members.

We have now completed our development work with th®@§Rvhose rules and policies
on complaints are now in force, and are proposing dments to the Companion Policy
which would guide registrants in meeting the requirertedbcument complaints and to
fairly and effectively respond to them.
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This guidance covers what the firm’s complaint handlingcps and procedures should
include, recommendations as to the manner of respondimgttoverbal complaints and
complaints in writing, as well as the time within whitle complaint should be dealt
with.

We are currently preparing a proposal for reporting comigldo the regulator, which we
will publish subsequently.

Dispute resolution service
We propose an amendment to section 13.16 of NI 31-103 whicllwbahge the
obligation of the registered firm to ensure independent dismsolution or mediation
services. These services would need to be made availableesiect to complaints
relating to the following matters:

* atrading or advising activity

* a breach of client confidentiality

» theft, fraud, misappropriation or forgery

* misrepresentation

» an undisclosed or prohibited conflict of interest

» personal financial dealings with a client

Québec registrants

We remind Québec registrants that they must compliy @tnes with sections 168.1.1 to
168.1.3 of theéSecurities Ac{Québec).

Notice to clients by non-resident registrants

We propose to amend section 14.5 of NI 31-103 to codify the omhildasket relief
order issued by each member of the CSA on February 26, 20t@ento exempt firms
whose head office is in Canada from the requiremeptdeide the notice to clients
required in section 14.5 if the firm has a physical ptafdeusiness in the jurisdiction
where the client resides.

The notice requirement in this section is more apprtgtia registrant that does not
have a physical place of business in the jurisdiction.

See Appendix G to this Notice for details of the omnibuaiik®t relief order.
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Account activity reporting

(a) Trade confirmations and account statements

We propose to amend section 14.12(1) of NI 31-103 in order tw ali@gistered dealer
to send a trade confirmation directly to the advisangdor the client, if the client
consents in writing to this arrangement.

We also propose to require, by adding subsection (5) toseeti12, that a registered
investment fund manager send a trade confirmation tousityelcolder when the
investment fund manager executes a redemption order reckigetly from the security
holder.

We think these changes would reflect current industry igpeasince security holders can
address redemption orders to investment fund managersyaadtthere is, in our
opinion, no policy rationale for clients not to re@ea trade confirmation from the
investment fund manager in these circumstances. We m@o@osguidance on section
14.12 in the Companion Policy.

Finally, we propose to require, by adding section 14.14(3.1}jhbanvestment fund
manager send an account statement to the security haldeast once every 12 months,
if there is no dealer of record for the security holethe records of the investment fund
manager.

We specifically invite comments on whether investniant managers do or can have
systems in place to send an account statement sztleity holder if there is no dealer
of record for the security holder on the records ofitkestment fund manager.

(b) Fair value in account statements

We propose to amend section 14.14 by adding subsection (5rteinto require
registered firms, except in limited circumstances, tofas value under IFRS for valuing
securities in client statements. We are proposinglddtguidance in the Companion
Policy on how we expect this requirement to be melydhieg the limited circumstances
where a registered dealer or adviser concludes it iabletto determine a reliable fair
value after using all reasonable efforts to apply IFR8at@n techniques.

We are also considering amending NI 31-103 in the future tdycbdit where the fair
value of a security in an account statement is deternoitiesst than by reference to an
active market, registered firms should provide additiorslaisure concerning the
valuation methodology used, including an explanationféiatalue is not market value
and is not necessarily representative of the amounthéalient will receive should they
sell the security. This is currently proposed as guidamteei Companion Policy.

(c) Reporting on each security position in the account
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Should registered firms be required to include clienhame securities on account
statements?

Section 14.14 requires a registered firm to deliver periagiownt statements to each of
its clients. The statements list the securities aamnea client that have been purchased
through the registered firm. Currently, all registerechdi report on securities they hold
or control. They may or may not also report on séesrthat they have sold to clients,
but do not hold or control, for example, securitiessteged in a client’'s name on an
issuer’s books (“client name” securities) or securkiels in certificate form by the
client.

Mutual fund dealers and scholarship plan dealers typipatlyide statements to clients
that include all securities sold to them, regardless wftihe securities are held. This is
also the common practice for portfolio managers. Investrdealers do not usually
include client name securities in their account staté&sn€urrently, there is no
established practice for the new category of exempt mddader. Exempt market
securities are typically held in client name.

We are considering amending section 14.14 to clarify whetlgat statements only
need to include securities held or controlled by a firwlegther they need to also
include client name securities.

Requiring registered firms to report on client name seesiwould provide investors
with more complete information about the securitidd smthem by a registered firm,
including the fair value of their portfolio. It would alstandardize client account
reporting among registered firms.

We recognize that including client name securities imaectstatements would place a
burden on registered firms to collect and send informatiout securities that they do
not hold or control. We are seeking comments on howatance what is a potential
benefit to investors with the anticipated costs to ingusitrequiring client name
securities to be included in account statements.

We would like your feedback on the following questions. \l§e aelcome your
comments on any other factors that we should consideoa this proposal in general.
Until any new requirements relating to this issue carte force, we encourage
registered firms that currently report on client nasaeurities to continue to do so
according to their existing practice. We will not considsgistered firms that do not
currently report on client name securities to have gptiantce deficiency if they
continue not to report on client name securities.

While our questions are directed with reference to deafetsadvisers, investment fund
managers are encouraged to comment on this issue aaswekk are also proposing to
add a new requirement for them to provide account statsmdere there is no dealer of
record for a security holder (see section 14.14(3.1)). Ripgn the outcome of these
amendments, we may need to revise the requirement festment fund managers to
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provide account statements where there is no dealecofd to ensure the requirement
meets its objective.

Questions

1. Investors may not be aware that securities are heldferent ways or understand
the implications for account reporting of holding secesiin one way or another.
To what extent would investors benefit from includingrtlisame securities on
their account statements? For example, would includiegtahame securities
ensure that account statements provide investors withra complete picture of
their portfolio?

2. If client name securities were required in accouneatants, we would require
registered firms to use IFRS to determine the fair vafudient name securities.
Some securities held in client name are illiquid andatdhave a value that can
be determined by reference to an active market. Would imgjute fair value of
illiquid securities on account statements be useful tcstove?

3. We understand that many registered firms that currentlyde client name
securities in their account statements have arrangemathtthe issuer to
regularly update them on the securities owned by a cliemthat circumstances
does this practice work? In what circumstances mighiptiaistice be impractical
or unduly burdensome? How common are those circumstances

4. Other than entering into an arrangement with the iséwsv else could registered
firms collect information on what client name setiasi a client owns? How
would these alternatives work and what costs would be iad@Iv

5. What changes would registered firms need to make todbeaunt statement
procedures to include client name securities? How diffamutostly would these
be?

6. Under section 14.14, registered firms are only required tad@@ccount
statements to “clients”. When do you consider a clielattionship to start and
end? What factors should be considered in determining wheettiEmt
relationship has ended?

7. If client name securities were required in accounestants, are there any
circumstances where a registered firm should be exeoptthe requirement to
provide reporting on client name securities? For examspla,ld certain types of
clients, investment products or transactions be exempt? fiMg2would expect
to exempt client name securities held in certificatenfoy the client, in Delivery
against Payment (DAP) accounts and in Receipt againstdtayfRAP)
accounts.)
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8. If client name securities were required in accounestants, should there be a
transition period to give registered firms time to g®their account statement
procedures? How long should the transition period be?

3. Summary and purpose of the proposed NRD Amendments

Definition of permitted individuals

Except in Québec and Alberta where this amendment iset@ssary because it was
made on September 28, 2009, we propose an amendment toinitededf permitted
individual in section 1.1 of NI 33-109, by removing the wandl between paragraphs (a)
and (b), since a permitted individual who has benefaaaiership of, or direct or indirect
control or direction over, 10 percent or more of thengpsecurities of a firm can also be
a director, chief executive officer, chief financiafioér, or chief operating officer of a
firm, or who performs the functional equivalent of arfiyhose positions.

Voluntary resignation

We propose to add the words “resigned voluntarily” in sa@i@(2)(b) to correlate with
Form 33-109F Reinstatement of Registered Individuals and Permitted Individuals.

Amendments to certain forms

Fair value

We propose to amend question b) in new Schedule N to Fe@34Registration of
Individuals and Review of Permitted Individuatswell as question b) in Schedule E of
Form 33-109F Reinstatement of Registered Individuals and Permitted Individuals
order to replacenarketvalue withfair value, in view of the upcoming changeover to
IFRS.

The question would therefore read as follo%fate the fair value (approximate, if
necessary) of any subordinated debentures or bonds of the firm to be lyeld dwyany
other subordinated loan to be made by you to the firm.

Other proposed amendments

We also propose certain technical changes to thenfmly forms to add clarity:

* Form 33-109FNotice of Termination of Registered Individuals and Permitted
Individuals

* Form 33-109FZhange or Surrender of Individual Categories

* Form 33-109F&Reqistration of Individuals and Review of Permitted Individuals
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* Form 33-109F6-irm Registrationand

* Form 33-109F Reinstatement of Registered Individuals and Permitted
Individuals

4. Ongoing CSA work on the framework for registrant regulaton

We continue our work on the matters that we indicatebdar2009 Notice would be
addressed separately, including

» the application of the investment fund manager registraequirement with
respect to an entity that directs the operation ohaastment fund, from a head
office or other physical location that is outside tineésgiction

» the exemption for sub-advisers; for the time being, Xeen@tion remains in
section 7.3 of OSC Rule 35-50ln Resident Adviserand discretionary relief
on a similar basis will continue to be granted in ofhasdictions

* the exemption for capital accumulation plans, and

» the requirements and guidance on cost disclosure and parfoemeporting to
clients as part of our development of the client i@tethip model (CRM)

We may publish CSA staff notices or propose amendntente Instrument with respect
to these specific projects in the future.

5. Authority for the proposed amendments

In the jurisdictions where the proposed amendments dre émlopted, the securities
legislation provides the securities regulatory authoriti wule making authority in
respect of the amendments.

6. Alternatives considered

The alternative to many of the proposed amendmentsnigtichange the Instrument but
continue to issue exemptive relief, whether on an omriibiamket basis or on a case by
case basis, and to issue frequently asked questions (FA@d)owever think this
alternative would be inappropriate considering the costerhetive relief and the
immediate need to update the Instrument. As stated ilNttise, we are continuing to
work on the framework for registrant regulation, andcgrate making further proposals
to amend the Instrument.

7. Unpublished materials

In developing the proposed amendments, we have nal mli@ny significant
unpublished study, report or other written materials.
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8. Anticipated costs and benefits

The proposed amendments will make the Instrumentesl@ad the ongoing
requirements more targeted, to the benefit of registiamd the investors they serve. The
NRD Amendments will create efficiencies in the stgition regime. We also anticipate
that the proposed amendments will reduce the neceéssipguest exemptive relief.

Except where noted, the proposed amendments shouldsodtineany additional costs
to registrants. We are of the view that the reduced rea@dulatory exemptions will
result in reduced regulatory costs.

9. Request for comments

We would like your input on the Instrument and related @memts. We need to
continue our open dialogue with all stakeholders if wa@ezhieve our regulatory
objectives while balancing the interests of investorsragdtrants.

All comments will be posted on the Ontario Securi@nmission website at
www.osc.gov.on.cand on the Autorité des marchés financiers website at
www.lautorite.qc.ca

All comments will be made publicly available.

Please note that we cannot keep submissions confidenti@dause securities
legislation in certain provinces requires publication of assummary of the written
comments received during the comment period. In this coakt, you should be aware
that some information which is personal to you, such as yourmail and residential
or business address, may appear in the websites. It isportant that you state on
whose behalf you are making the submission.

Thank you in advance for your comments.

Deadline for comments

Your comments must be submitted in writing$sptember 30, 2010
Please send your comments electronically in Word, Wisdionmat.
Where to send your comments

Please address your comments to all CSA members, assoll
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http://www.osc.gov.on.ca/
http://www.lautorite.qc.ca/

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
Superintendent 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 member jurisdictions.

John Stevenson, Secretary

Ontario Securities Commission

20 Queen Street West, Suite 1903, Box 55
Toronto, ON M5H 3S8

Fax: 416-593-2318

E-mail: jstevenson@osc.gov.on.ca

M¢® Anne-Marie Beaudoin

Corporate Secretary

Autorité des marchés financiers

800, square Victoria, 22e étage

C.P. 246, tour de la Bourse

Montréal (Québec) H4Z 1G3

Fax : 514-864-6381

E-mail: consultation-en-cours@lautorite.qc.ca

Questions
Please refer your questions to any of:

Sophie Jean

Conseillére en réglementation

Surintendance de l'assistance a la clientéle, de himieation et de la distribution
Autorité des marchés financiers

Tel: 514-395-0337, ext. 4786

Toll-free: 1-877-525-0337

sophie.jean@lautorite.qc.ca
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Lindy Bremner

Senior Legal Counsel

Capital Markets Regulation

British Columbia Securities Commission
Tel: 604-899-6678

1-800-373-6393

Ibremner@bcsc.bc.ca

Tony S.K. Wong

Senior Legal Counsel

Capital Markets Regulation

British Columbia Securities Commission
Tel: (604)899-6764

1-800-373-6393

twong@bcsc.bc.ca

Navdeep Gill

Legal Counsel, Market Regulation
Alberta Securities Commission
Tel: 403-355-9043
navdeep.qgill@asc.ca

Dean Murrison

Deputy Director, Legal/Registration
Saskatchewan Financial Services Commission
Tel: 306-787-5879

dean.murrison@gov.sk.ca

Chris Besko

Legal Counsel, Deputy Director

The Manitoba Securities Commission

Tel: 204-945-2561

Toll Free (Manitoba only) 1-800-655-5244
chris.besko@gov.mb.ca

Dirk de Lint

Senior Legal Counsel

Compliance and Registrant Regulation
Ontario Securities Commission

Tel: 416-593-8090
ddelint@osc.gov.on.ca
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Christopher Jepson

Senior Legal Counsel

Compliance and Registrant Regulation
Ontario Securities Commission

Tel: 416-593-2379
cjepson@osc.gov.on.ca

Brian W. Murphy

Deputy Director, Capital Markets
Nova Scotia Securities Commission
Tel: 902-424-4592
murphybw@gov.ns.ca

Susan Powell

Senior Legal Counsel

New Brunswick Securities Commission
Tel: 506-643-7697
Susan.powell@nbsc-cvmnb.ca

Katharine Tummon

Superintendent of Securities

Prince Edward Island Securities Office
Tel: 902-368-4542
Kptummon@gov.pe.ca

Craig Whalen

Manager of Licensing, Registration and Compliance
Financial Services Regulation Division

Securities Commission of Newfoundland and Labrador
Tel: 709-729-5661

cwhalen@gov.nl.ca

Louis Arki, Director, Legal Registries
Department of Justice, Government of Nunavut
Tel: 867-975-6587

larki@gov.nu.ca

Donn MacDougall

Deputy Superintendent, Legal & Enforcement
Office of the Superintendent of Securities
Government of the Northwest Territories

PO Box 1320

Yellowknife, NT X1A 2L9

Tel: 867-920-8984

donald _macdougall@gov.nt.ca
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Frederik J. Pretorius

Manager Corporate Affairs (C-6)
Dept of Community Services
Government of Yukon

Tel: 867-667-5225
Fred.Pretorius@gov.yk.ca

10. Where to find more information

We are publishing the proposed amendments with this Netgcerell as a blackline
version of the Instrument, the NRD Amendments aeddhms. The proposed
amendments are also available on websites of CSA membeluding:

www. lautorite.qc.ca
www.albertasecurities.com
www.bcsc.bc.ca
WWWw.msc.gov.mb.ca
WWW.QOV.NS.ca/nssc
www.nbsc-cvmnb.ca
www.sfsc.gov.sk.ca

June 25, 2010
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